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Item 1.01. Entry into a Material Definitive Agreement.
The information called for by this Item 1.01 is incorporated herein by reference to Item 5.02 of this report.

Item 5.02. Departure of Directors or Principal Officers; Election of Directors; Appointment of Principal
Officers.

(c) Appointment of Officer.

Effective July 26, 2006, the Company’s Board of Directors appointed Lloyd L. Beatty, Jr., 53, to serve as the
Company’s Chief Operating Officer. Mr. Beatty has served as a Vice President of the Company since October 2004.
Until January 1, 2006, Mr. Beatty primarily assisted management of the Company with certain strategic initiatives,

and he worked on a part-time basis until October 2005. Starting January 1, 2006, Mr. Beatty’s duties were expanded to
include management authority with respect to certain aspects of the Company’s strategic initiatives and to provide
corporate oversight of the Company’s non-traditional products and services and the Company’s information technology
(IT) system. Prior to October 2005, Mr. Beatty was the Chief Operating Officer of Darby Overseas Investments, LP
and President of Darby Advisors, Inc. Mr. Beatty has served as a director of the Company since December 2000 and

of the Bank since 1992.

The Company and Mr. Beatty are not party to a written employment agreement. Total compensation paid to Mr.
Beatty during 2005 was $194,028, which includes amounts attributable to salary, bonus, profit sharing payments,
matching 401(k) contributions and imputed income related to the Company’s group term life insurance program. Mr.
Beatty’s annual salary for 2006 is $215,000 and was established upon the recommendation of the Compensation
Committee of the Board of Directors, and he may earn additional compensation in 2006 through the Company’s bonus
and profit sharing plans, matching 401(k) contributions and imputed income related to the Company’s group term life
insurance program. Mr. Beatty’s annual salary is subject to annual adjustment.

In 2006, The Talbot Bank of Easton, Maryland, a wholly-owned subsidiary of the Company (the “Bank’), converted a
$300,000 line of credit to Mr. Beatty into a $93,651 fixed-rate term loan. Also in 2006, the Bank extended a $40,000
loan to Mr. Beatty’s son, which is collateralized by a CD pledged by Mr. Beatty and held at the Bank. These extensions
of credit were made on substantially the same terms, including interest rates, collateral, and repayment terms on loans,
as those prevailing at the same time for comparable transactions with others. These extensions of credit have not and
do not currently involve more than the normal risk of collectability or present other unfavorable features.
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(d) Election of Director.

Effective July 31, 2006, the Board of Directors of the Company elected William W. Duncan, Jr., 59, to serve as a
director until the 2007 Annual Meeting of Stockholders and until his successor is duly elected and qualifies. Mr.
Duncan was elected in connection with his concurrent appointment by the Bank’s Board of Directors to serve as the
President and Chief Executive Officer of the Bank. Mr. Duncan has also been elected to serve as a director of the
Bank. Mr. Duncan’s predecessor, W. Moorhead Vermilye, will remain the President and Chief Executive Officer of the
Company and a director of both the Company and the Bank. The Boards of the Company and the Bank, as well as Mr.
Vermilye, believe that the Company’s business and operations have diversified and become more complex in recent
years, and the separation of the dual President/CEQ role is intended to provide Mr. Vermilye the opportunity to work
more closely with Mr. Beatty to expand and enhance the Shore Bancshares franchise.

From 2004 until his appointment with the Bank, Mr. Duncan served as the Chairman of Mercantile Eastern Shore
Bank, located in Chestertown, Maryland. From 1982 to 2004, Mr. Duncan was President and Chief Executive Officer
of St. Michaels Bank, located in St. Michaels, Maryland. Mr. Duncan served as a director of the Federal Reserve Bank
of Richmond from 2001 through 2004, and currently serves as Vice Chairman and a director of Shore Health System,
Inc. (since 1996) and a director of Talbot Hospice Foundation, Inc. (since 1999).

The Bank and Mr. Duncan are not party to a written employment agreement. Mr. Duncan’s employment arrangement
provides for an annual salary of $245,000, subject to annual adjustment, and participation in the Company’s bonus
program, profit sharing and 401(k) plan, and group term life insurance program, to the extent the provisions and
regulations of such plans permit such participation.

In 2005, the Bank extended a $100,000 home equity line of credit to Mr. Duncan’s son and a $75,000 business line of
credit to his son’s accounting firm. These extensions of credit were made on substantially the same terms, including
interest rates, collateral, and repayment terms on loans, as those prevailing at the same time for comparable
transactions with others. These extensions of credit have not and do not currently involve more than the normal risk of
collectability or present other unfavorable features.

Item 9.01. Financial Statements and Exhibits.

(c) Exhibits:

Exhibit 10.1—Summary of Compensation Arrangement for Lloyd L. Beatty, Jr. (filed herewith).

Exhibit 10.2—Summary of Compensation Arrangement for William W. Duncan, Jr. (filed herewith).
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

SHORE BANCSHARES, INC.

Dated: August 1, 2006 By:/s/ W. Moorhead Vermilye
W. Moorhead Vermilye
President and CEO
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EXHIBIT INDEX

Exhibit
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10.1  Summary of Compensation Arrangement for Lloyd L.
Beatty, Jr. (filed herewith).

10.2  Summary of Compensation Arrangement for William W.
Duncan, Jr. (filed herewith).




