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PART I

This report contains certain “forward-looking statements” within the meaning of the federal securities laws.  These
statements are not historical facts, rather statements based on Tri-County Financial Corporation’s current expectations
regarding its business strategies, intended results and future performance.  Forward-looking statements are preceded
by terms such as “expects,” “believes,” “anticipates,” “intends” and similar expressions.

Management’s ability to predict results or the effect of future plans or strategies is inherently uncertain.  Factors
that  could affect actual results include interest rate trends, the general economic climate in the market area in which
Tri-County Financial Corporation operates, as well as nationwide, Tri-County Financial Corporation’s ability to
control costs and expenses, competitive products and pricing, loan delinquency rates and changes in federal and state
legislation and regulation.  These factors should be considered in evaluating the forward-looking statements and
undue reliance should not be placed on such statements.  Tri-County Financial Corporation assumes no obligation to
update any forward-looking statement after the date of the statements or to reflect the occurrence of anticipated or
unanticipated events.

Item 1.  Business

Tri-County Financial Corporation (the “Company”) is a bank holding company organized in 1989 under the laws of the
State of Maryland.  It owns all the outstanding shares of capital stock of Community Bank of Tri-County (the “Bank”), a
Maryland-chartered commercial bank.  The Bank was originally organized in 1950 as Tri-County Building and Loan
Association of Waldorf, a mutual savings and loan association, and in 1986 converted to a federal stock savings bank
and adopted the name Tri-County Federal Savings Bank.  In 1997, the Bank converted to a Maryland-chartered
commercial bank and adopted its current name.  The Company engages in no significant activity other than holding
the stock of the Bank and operating the business of the Bank.  Accordingly, the information set forth in this report,
including financial statements and related data, relates primarily to the Bank and its subsidiaries.

The Bank serves the Southern Maryland counties of Charles, Calvert and St. Mary’s, (the “Tri-County area”) through its
main office and nine branches located in Waldorf, Bryans Road, Dunkirk, Leonardtown, La Plata, Lusby, Charlotte
Hall, Prince Frederick and Lexington Park, Maryland. The Bank operates fifteen automated teller machines (“ATMs”)
including five stand-alone locations in the Tri-County area. The Bank offers telephone and internet banking services.
The Bank is engaged in the commercial and retail banking business as authorized by the banking statutes of the State
of Maryland and applicable federal regulations, including the acceptance of deposits, and the origination of loans to
individuals, associations, partnerships and corporations. The Bank’s real estate financing consists of residential first
and second mortgage loans, home equity lines of credit and commercial mortgage loans. Commercial lending consists
of both secured and unsecured loans.  The Bank is a member of the Federal Reserve and Federal Home Loan Bank
(the “FHLB”) system and its deposits are insured up to applicable limits by the Deposit Insurance Fund administered by
the Federal Deposit Insurance Corporation (the “FDIC”).

The Company’s executive offices are located at 3035 Leonardtown Road, Waldorf, Maryland. Its telephone number is
(301) 645-5601.

Available Information

The Company’s Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, current reports on Form 8-K, and any
amendments to such reports filed pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as
amended, are made available free of charge on its website, www.cbtc.com, as soon as reasonably practicable after
such reports are electronically filed with the Securities and Exchange Commission.  Information on the website should
not be considered a part of this Form 10-K.
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Market Area

The Bank considers its principal lending and deposit market area to consist of the Tri-County area. These counties
have experienced significant population growth during the past decade due to their proximity to the growing
Washington, DC and Baltimore metropolitan areas.  Southern Maryland is generally considered to have more
affordable housing than many other Washington and Baltimore area suburbs.  In addition, the area has experienced
rapid growth in the last decade in businesses and federal facilities located in the area.  Major federal facilities include
the Patuxent Naval Air Station in St. Mary’s County.  The Patuxent Naval Air Station has undergone significant
expansion in the last several years and is projected to continue to expand for several more years.

In the last several years, residential housing and population growth in the Tri-County area has been constrained by
certain government policies designed to limit growth. Growth has also been dampened as the demand for new housing
in the Tri-County area has fallen as the overall housing market has fallen.  Future regulatory events may adversely
affect the Bank’s loan growth.

Competition

The Bank faces strong competition in the attraction of deposits and in the origination of loans.  Its most direct
competition for deposits and loans comes from other banks, savings and loan associations, and federal and state credit
unions located in its primary market area.  There are currently 14 FDIC-insured depository institutions operating in
the Tri-County area including subsidiaries of several regional and super-regional bank holding companies.  According
to statistics compiled by the FDIC, the Bank was ranked third in deposit market share in the Tri-County area as of
June 30, 2010, the latest date for which such data is available. The Bank faces additional significant competition for
investors’ funds from mutual funds, brokerage firms, and other financial institutions.  The Bank competes for loans by
providing competitive rates, flexibility of terms, and service. It competes for deposits by offering depositors a wide
variety of account types, convenient office locations and competitive rates.  Other services offered include
tax-deferred retirement programs, brokerage services, cash management services and safe deposit boxes.  The Bank
has used direct mail, billboard and newspaper advertising to increase its market share of deposits, loans and other
services in its market area.  It provides ongoing training for its staff in an attempt to ensure high-quality service.

Lending Activities

General.  The Bank offers a wide variety of real estate, consumer and commercial loans.  The Bank’s lending activities
include residential and commercial real estate loans, construction loans, land acquisition and development loans,
equipment financing and commercial and consumer loans.  Most of the Bank’s customers are residents of, or
businesses located in, the Tri-County area.  The Bank’s primary market for commercial loans consists of small and
medium-sized businesses located in Southern Maryland.  The Bank believes that this market is responsive to the
Bank’s ability to provide personal service and flexibility.  The Bank attracts customers for its consumer lending
products based upon its ability to offer service, flexibility, and competitive pricing, as well as by leveraging other
banking relationships such as soliciting deposit customers for loans.

Commercial Real Estate and Other Non-Residential Real Estate Loans.  The permanent financing of commercial and
other improved real estate projects, including office buildings, retail locations, churches, and other special purpose
buildings is the largest single component of the Bank’s loan portfolio.  Commercial real estate loans amounted to
$336.3 million, or 50.7% of the loan portfolio, at December 31, 2010. This was an increase in both absolute size and
as a percentage of the loan portfolio from the previous year.  The commercial real estate and residential first mortgage
loan portfolios increased as a percentage of total loans during 2010. The primary security on a commercial real estate
loan is the real property and the leases that produce income for the real property.  The Bank generally limits its
exposure to a single borrower to 15% of the Bank’s capital and participates with other lenders on larger
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projects.  Loans secured by commercial real estate are generally limited to 80% of the lower of the appraised value or
sales price and have an initial contractual loan payment period ranging from three to 20 years.  Virtually all of the
Bank’s commercial real estate loans are secured by real estate located in the Bank’s primary market area.  At December
31, 2010, the largest outstanding commercial real estate loan was a $7.4 million loan, which is secured by an office
building. This loan was performing according to its terms at December 31, 2010.
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 Loans secured by commercial real estate are larger and involve greater risks than one-to-four family residential
mortgage loans.  Because payments on loans secured by such properties are often dependent on the successful
operation or management of the properties, repayment of such loans may be subject to a greater extent to adverse
conditions in the real estate market or the economy.  As a result of the greater emphasis that the Bank places on
commercial real estate loans, the Bank is increasingly exposed to the risks posed by this type of lending.  To monitor
cash flows on income properties, the Bank requires borrowers and loan guarantors, if any, to provide annual financial
statements on multi-family or commercial real estate loans.  In reaching a decision on whether to make a multi-family
or commercial real estate loan, the Bank considers the net operating income of the property, the borrower’s expertise,
credit history and profitability, and the value of the underlying property.  Environmental surveys are generally
required for commercial real estate loans over $250,000.

Residential First Mortgage Loans. Residential first mortgage loans made by the Bank are generally long-term loans,
amortized on a monthly basis, with principal and interest due each month. The initial contractual loan payment period
for residential loans typically ranges from ten to 30 years.  The Bank’s experience indicates that real estate loans
remain outstanding for significantly shorter time periods than their contractual terms. Borrowers may refinance or
prepay loans at their option, without penalty.  The Bank originates both fixed-rate and adjustable-rate residential first
mortgages.

The Bank offers fixed-rate residential first mortgages on a variety of terms including loan periods from ten to 30 years
and bi-weekly payment loans.  Total fixed-rate loan products in our residential first mortgage portfolio amounted to
$122.4 million as of December 31, 2010.  Fixed-rate loans may be packaged and sold to investors or retained in the
Bank’s loan portfolio.  Depending on market conditions, the Bank may elect to retain the right to service the loans sold
for a payment based upon a percentage (generally 0.25% of the outstanding loan balance).  These servicing rights may
be sold to other qualified servicers.  As of December 31, 2010, the Bank serviced $43.3 million in residential
mortgage loans for others.

The Bank also offers mortgages that are adjustable on a one-, three- and five-year basis generally with limitations on
upward adjustments of two percentage points per repricing period and six percentage points over the life of the
loan.  The Bank primarily markets adjustable-rate loans with rate adjustments based upon a United States Treasury
Bill Index.  As of December 31, 2010, the Bank had $13.6 million in adjustable-rate residential mortgage loans.  The
retention of adjustable-rate mortgage loans in the Bank’s loan portfolio helps reduce the negative effects of increases in
interest rates on the Bank’s net interest income.  Under certain conditions, however, the annual and lifetime limitations
on interest rate adjustments may limit the increases in interest rates on these loans.  There are also unquantifiable
credit risks resulting from potential increased costs to the borrower as a result of repricing of adjustable-rate mortgage
loans.  During periods of rising interest rates, the risk of default on adjustable-rate mortgage loans may increase due to
the upward adjustment of interest cost to the borrower.  In addition, the initial interest rate on adjustable-rate loans is
generally lower than that on a fixed-rate loan of similar credit quality and size.

The Bank makes residential first mortgage loans of up to 97% of the appraised value or sales price of the property,
whichever is less, to qualified owner-occupants upon the security of single-family homes.  Non-owner occupied one-
to four-family loans are generally permitted to a maximum 80% loan-to-value of the appraised value depending on the
overall strength of the application.  The Bank currently requires that substantially all residential first mortgage loans
with loan-to-value ratios in excess of 80% carry private mortgage insurance to lower the Bank’s exposure to
approximately 80% of the value of the property.  In certain cases, the borrower may elect to borrow amounts in excess
of 80% loan-to-value in the form of a second mortgage.  The second mortgage will generally have a higher interest
rate and shorter repayment period than the first mortgage on the same property.

All improved real estate that serves as security for a loan made by the Bank must be insured, in the amount and by
such companies as may be approved by the Bank, against fire, vandalism, malicious mischief and other hazards.  Such
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insurance must be maintained through the entire term of the loan and in an amount not less than that amount necessary
to pay the Bank’s indebtedness in full.

Construction and Land Development Loans.  The Bank offers construction loans to individuals and building
contractors for the construction of one-to-four family dwellings.  Construction loans totaled $17.4 million at
December 31, 2010.  Loans to individuals primarily consist of construction/permanent loans, which have fixed rates,
payable monthly for the construction period and are followed by a 30-year, fixed or adjustable-rate permanent
loan.  The Bank also provides construction financing to home builders.  Generally, these loans are secured by the real
estate under construction as well as by guarantees of the principals involved.  Draws are made upon satisfactory
completion of predefined stages of construction. The Bank will typically lend up to the lower of 80% of the appraised
value or the contract purchase price of the homes to be constructed.
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In addition, the Bank offers loans to acquire and develop land, as well as loans on undeveloped, subdivided lots for
home building by individuals. Land acquisition and development loans totaled $25.1 million at December 31,
2010.  Bank policy requires that zoning and permits must be in place prior to making development loans. The Bank
will typically lend up to the lower of 75% of the appraised value or cost.

The Bank’s ability to originate all types of residential construction and development loans is heavily dependent on the
continued demand for single-family housing construction in the Bank’s market areas. As demand for newly
constructed housing has fallen, the Bank’s investment in these loans has slowed and the net portfolio decreased $20.0
million from $62.5 million at December 31, 2009 to $42.5 million at December 31, 2010. Additionally, construction
and land development loans as a percentage of the total loan portfolio fell from 10.0% at December 31, 2009 to 6.4%
at December 31, 2010. If the demand for new houses in the Bank’s market areas continues to decline, this portion of its
loan portfolio may also decline. In addition, a continued decline in demand for new housing might adversely affect the
ability of borrowers to repay these loans. The Bank may not be able to grow its construction lending activities in the
event of a continued decline. Construction and land development loans have been particularly affected by recent
economic factors that have slowed absorption of finished lots and homes.

Construction and land development loans are inherently riskier than providing financing on owner-occupied real
estate.  The Bank’s risk of loss is affected by the accuracy of the initial estimate of the market value of the completed
project as well as the accuracy of the cost estimates made to complete the project.  In addition, the volatility of the real
estate market has made it increasingly difficult to ensure that the valuation of land associated with these loans is
accurate.  During the construction phase, a number of factors could result in delays and cost overruns.  If the estimate
of construction costs proves to be inaccurate, the Bank may be required to advance funds beyond the amount
originally committed to permit completion of the development.  If the estimate of value proves to be inaccurate, the
Bank may be confronted, at or before the maturity of the loan, with a project having a value that is insufficient to
assure full repayment.  As a result of these factors, construction lending often involves the disbursement of substantial
funds with repayment dependent, in part, on the success of the project rather than the ability of the borrower or
guarantor to repay principal and interest.  If the Bank forecloses on a project, there can be no assurance that the Bank
will be able to recover all of the unpaid balance of, and accrued interest on, the loan as well as related foreclosure and
holding costs.

Home Equity and Second Mortgage Loans. The Bank maintains a portfolio of home equity and second mortgage
loans. Home equity loans, which totaled $19.0 million at December 31, 2010, are generally made in the form of lines
of credit with minimum amounts of $5,000, have terms of up to 20 years, variable rates priced at prime or some
margin above prime, and require an 80% or 90% loan-to-value ratio (including any prior liens), depending on the
specific loan program.  Second mortgage loans, which totaled $5.4 million at December 31, 2010, are fixed and
variable-rate loans that have original terms between five and 15 years.  Loan-to-value ratios of up to 80% or 95% are
allowed depending on the specific loan program.

These products contain a higher risk of default than residential first mortgages as in the event of foreclosure, the first
mortgage would need to be paid off prior to collection of the second mortgage.  This risk has been heightened as the
market value of residential property has declined.  The Bank is monitoring the property values which secure its second
mortgages and is lowering credit availability where prudent.  The Bank believes that its policies and procedures are
sufficient to mitigate the additional risk posed by these loans at the current time.
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Commercial Loans.  The Bank offers commercial loans to its business customers.  The Bank offers a variety of
commercial loan products including term loans and lines of credit.  Such loans are generally made for terms of five
years or less.  The Bank offers both fixed-rate and adjustable-rate loans under these product lines.  While commercial
loans remain an important class of the Bank’s loan portfolio at 15.77% of total loans, the commercial loan portfolio
decreased by $4.1 million from $108.7 million at December 31, 2009 to $104.6 million at December 31, 2010. When
making commercial business loans, the Bank considers the financial condition of the borrower, the borrower’s payment
history of both corporate and personal debt, the projected cash flows of the business, the viability of the industry in
which the consumer operates, the value of the collateral, and the borrower’s ability to service the debt from
income.  These loans are primarily secured by equipment, real property, accounts receivable, or other security as
determined by the Bank.  The higher interest rates and shorter loan terms available on commercial lending make these
products attractive to the Bank.  Commercial business loans, however, entail greater risk than residential mortgage
loans.  Unlike residential mortgage loans, which generally are made on the basis of the borrower’s ability to make
repayment from his or her employment or other income and which are secured by real property whose value tends to
be more easily ascertainable, commercial loans are made on the basis of the borrower’s ability to make repayment from
the cash flows of the borrower’s business.  As a result, the availability of funds for the repayment of commercial loans
may depend substantially on the success of the business itself.  In the case of business failure, collateral would need to
be liquidated to provide repayment for the loan.  In many cases, the highly specialized nature of collateral equipment
would make full recovery from the sale of collateral problematic. The Bank attempts to control these risks by
establishing guidelines that provide for loans with low loan-to-value ratios.  At December 31, 2010, the largest
outstanding commercial loan was $9.5 million, which was secured by commercial real estate, cash and
investments.  This loan was performing according to its terms at December 31, 2010.

Consumer Loans.  The Bank has developed a number of programs to serve the needs of its customers with primary
emphasis upon loans secured by automobiles, boats, recreational vehicles and trucks.  The Bank also makes home
improvement loans and offers both secured and unsecured personal lines of credit.  Consumer loans totaled $1.3
million at December 31, 2010.  The higher interest rates and shorter loan terms available on consumer lending make
these products attractive to the Bank.  Consumer loans entail greater risk than residential mortgage loans, particularly
in the case of consumer loans, which are unsecured or secured by rapidly depreciating assets such as automobiles.  In
such cases, any repossessed collateral may not provide an adequate source of repayment of the outstanding loan
balance.   Further collection efforts may be hampered by the borrower’s lack of current income or other assets.  In
addition, consumer loan collections are dependent on the borrower’s continuing financial stability and thus are more
likely to be adversely affected by job loss, divorce, illness or personal bankruptcy.  Furthermore, the application of
various federal and state laws including federal and state bankruptcy and insolvency laws, may limit the amount that
can be recovered on such loans.  Such loans may also give rise to claims and defenses by a consumer loan borrower
against an assignee such as the Bank, and a borrower may be able to assert against such assignee claims and defenses
that it has against the seller of the underlying collateral.

Commercial Equipment Loans. The Bank also maintains a commercial equipment financing portfolio. Commercial
equipment loans totaled $18.0 million, or 2.7% of the total loan portfolio, at December 31, 2010.  These loans consist
primarily of fixed-rate, short-term loans collateralized by customers’ equipment including trucks, cars, construction
equipment, and other more specialized equipment.  When making commercial equipment loans, the Bank considers
the same factors it considers when underwriting a commercial business loan. The higher interest rates and shorter loan
terms available on commercial equipment lending make these products attractive to the Bank.  These loans entail
greater risk than loans such as residential mortgage loans.  Unlike residential mortgage loans, which generally are
made on the basis of the borrower’s ability to make repayment from his or her employment or other income and which
are secured by real property whose value tends to be more easily ascertainable, commercial loans are of higher risk
and typically are made on the basis of the borrower’s ability to make repayment from the cash flow of the borrower’s
business.  As a result, the availability of funds for the repayment of commercial loans may depend substantially on the
success of the business itself.  In the case of business failure, collateral would need to be liquidated to provide
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repayment for the loan. In many cases, the highly specialized nature of collateral equipment would make full recovery
from the sale of collateral problematic.  The Bank attempts to control these risks by establishing guidelines that
provide for over collateralization of the loans.
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Loan Portfolio Analysis.  Set forth below is selected data relating to the composition of the Bank’s loan portfolio by
type of loan on the dates indicated.

  At December 31,
2010 2009 2008 2007 2006

Amount % Amount % Amount % Amount % Amount %
(Dollars in
Thousands)

Real Estate
Loans
Commercial $336,300 50.72% $292,988 46.88% $236,410 43.11% $190,484 41.55% $181,933 42.63%
Residential
first
mortgage 136,048 20.52% 116,226 18.59% 104,607 19.07% 90,932 19.83% 80,781 18.93%
Construction
and land
development 42,504 6.41 % 62,509 10.00% 57,565 10.50% 50,577 11.03% 41,715
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