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(804) 788-8200

Approximate Date of commencement of proposed sale to the public: As soon as practicable after the effective date of this registration statement and the
effective time of the merger of Community Bank of Northern Virginia with and into Mercantile-Safe Deposit and Trust Company, a wholly-owned subsidiary of
Mercantile Bankshares Corporation, as described in the Agreement and Plan of Merger dated as of January 24, 2005.

        If the securities being registered on this form are being offered in connection with the formation of a holding company and there is compliance with General
Instruction G, check the following box. o

        If this form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act, check the following box and list the
Securities Act registration statement number of the earlier effective registration statement for the same offering. o

        If this form is a post-effective amendment filed pursuant to Rule 462(d) under the Securities Act, check the following box and list the Securities Act
registration statement number of the earlier effective registration statement for the same offering. o

        This Post-Effective Amendment No. 1 has been filed to correct an omission of text during the printing process.

The Registrant hereby amends this registration statement on such date or dates as may be necessary to delay its effective date until the Registrant
shall file a further amendment which specifically states that this registration statement shall thereafter become effective in accordance with Section 8(a)
of the Securities Act of 1933 or until the registration statement shall become effective on such date as the Commission, acting pursuant to said
Section 8(a), may determine.
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Dear Shareholder:

        On January 24, 2005, Community Bank of Northern Virginia entered into an agreement and plan of merger with a related plan of merger,
collectively referred to as the merger agreement, with Mercantile Bankshares Corporation and Mercantile-Safe Deposit and Trust Company, a
wholly-owned subsidiary of Bankshares, pursuant to which Community Bank will merge with and into Mercantile-Safe Deposit and Trust
Company. You are invited to attend a special meeting of shareholders of Community Bank of Northern Virginia to be held on May 16, 2005 at
11:00 a.m., local time, at the McLean Hilton, 7920 Jones Branch Drive, McLean, Virginia 22102. At this special meeting, you will be asked to
approve the merger agreement so that the merger can occur.

        In the merger, each outstanding share of Community Bank common stock will be converted into the right to receive either 0.4005 of a share
of Bankshares common stock or $20.375 in cash, without interest. Assuming January 24, 2005, the date the merger agreement was signed, was
the closing date of the merger, the Bankshares common stock received by a Community Bank shareholder would have been worth $50.41 per
share. Assuming March 28, 2005, the most recent practicable trading day prior to the date of this proxy statement/prospectus, was the closing
date of the merger, the Bankshares common stock received by a Community Bank shareholder would have been worth $50.25 per share. The
market prices of both Bankshares and Community Bank common stock will fluctuate prior to the merger. We urge you to obtain current market
quotations for Bankshares common stock and Community Bank common stock.

        Proration procedures set forth in the merger agreement and described in this proxy statement/prospectus provide that 60% of the
outstanding shares of Community Bank common stock will be converted into Bankshares common stock and 40% of the outstanding shares of
Community Bank common stock will be converted into cash. You may elect to receive cash in exchange for your shares of Community Bank
common stock. If you do not elect to receive cash, you will be deemed to have elected to receive Bankshares common stock in exchange for
your shares of Community Bank common stock. However, because of the fixed allocation of the merger consideration between Bankshares
common stock and cash, there is no assurance that you will receive the form of consideration that you elect or are deemed to have elected with
respect to all shares of Community Bank common stock you hold.

Your board of directors has unanimously determined that the merger agreement and the transactions contemplated thereby are
fair to and in the best interests of Community Bank and its shareholders, has approved and adopted the merger agreement and the
transactions contemplated thereby and unanimously recommends that you vote "FOR" the proposal to approve the merger agreement
as described in this proxy statement/prospectus. The proposed merger requires the receipt of bank regulatory approvals by Bankshares and
the approval of the merger agreement by the holders of more than two-thirds of the outstanding shares of Community Bank common stock.
Please carefully review this document, which explains the proposed merger in detail. In particular, you should carefully consider the
discussion in the section entitled "Risk Factors" on page 17 of this proxy statement/prospectus.

        Shareholders owning or controlling shares of Community Bank common stock representing approximately 30% of the outstanding shares
of Community Bank common stock as of the date of the merger agreement, have entered into voting agreements in which they have agreed to
vote all of such shares in favor of the proposal to approve the merger agreement.

        Community Bank common stock and Bankshares common stock are listed under the symbols "CBNV" and "MRBK", respectively, on the
NASDAQ National Market.

        It is important that your shares are represented at the meeting, whether or not you plan to attend the meeting. Abstentions and failures to
vote will have the same effect as votes against the proposal to approve the merger agreement.

        Accordingly, please complete, date, sign and return promptly your proxy card in the enclosed postage pre-paid envelope. You may attend
the meeting and vote your shares in person if you wish, even though you have previously returned your proxy.

Sincerely,

David P. Summers
President and Chief Executive Officer
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Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved the securities to
be issued under this proxy statement/prospectus, or determined if this proxy statement/prospectus is truthful or complete. Any
representation to the contrary is a criminal offense.

The shares of Mercantile Bankshares Corporation common stock are not savings or deposit accounts or other obligations of any
bank or savings association, and are not insured by the Federal Deposit Insurance Corporation or any other governmental agency.

        This document is dated March 30, 2005 and is first being mailed to shareholders on or about April 5, 2005.
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ADDITIONAL INFORMATION

        This document is the proxy statement of Community Bank of Northern Virginia for its special meeting of shareholders and the prospectus
of Mercantile Bankshares Corporation for the shares of Bankshares common stock to be issued in the merger. This proxy statement/prospectus
incorporates important business and financial information about Bankshares and Community Bank from documents that are not included in or
delivered with this proxy statement/prospectus. This information is available to you without charge upon your written or oral request. You can
obtain documents incorporated by reference in this proxy statement/prospectus by requesting them in writing or by telephone from Bankshares
or Community Bank at the following addresses:

Mercantile Bankshares Corporation
Two Hopkins Plaza, P.O. Box 1477

Baltimore, Maryland 21203
Attn: David E. Borowy,

Investor Relations
Telephone: (410) 347-8039

Community Bank of Northern Virginia
107 Free Court

Sterling, Virginia 20164
Attn: B. Lisa Benjamin,

Corporate Secretary
Telephone: (703) 762-7385

        If you would like additional copies of this proxy statement/prospectus or the election form and letter of transmittal (which is being mailed
to you under separate cover), please contact D.F. King & Co., Inc., the information agent, toll-free at (888) 628-9011.

If you would like to request documents, please do so by May 9, 2005 in order to receive them before the special meeting.

        See "Where You Can Find More Information" on page 72 for further information.
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107 FREE COURT
STERLING, VIRGINIA 20164

March 30, 2005

NOTICE OF SPECIAL MEETING OF SHAREHOLDERS
TO BE HELD ON MAY 16, 2005

To the Shareholders of Community Bank of Northern Virginia:

        We will hold a special meeting of shareholders of Community Bank of Northern Virginia on May 16, 2005, at 11:00 a.m., local time, at the
McLean Hilton, 7920 Jones Branch Drive, McLean, Virginia 22102, for the following purposes:

        1.     To consider and vote upon a proposal to approve an agreement and plan of merger, dated as of January 24, 2005, among
Community Bank of Northern Virginia, Mercantile Bankshares Corporation and Mercantile-Safe Deposit and Trust Company and the
related plan of merger, pursuant to which Community Bank will merge with and into Mercantile-Safe Deposit and Trust Company
upon the terms and subject to the conditions set forth in the agreement and plan of merger and the related plan of merger. This
proposal is more fully described in the enclosed proxy statement/prospectus. You can find copies of the agreement and plan of merger
and the related plan of merger in Appendix A and Appendix B, respectively, to this proxy statement/prospectus.

        2.     To transact any other business as may properly be brought before the Community Bank special meeting or any adjournments
or postponements of the Community Bank special meeting.

        We have fixed the close of business on March 23, 2005 as the record date for determining those shareholders entitled to vote at the
Community Bank special meeting and any adjournments or postponements of the Community Bank special meeting. Accordingly, only
shareholders of record on that date are entitled to notice of, and to vote at, the Community Bank special meeting and any adjournments or
postponements of the Community Bank special meeting.

By Order of the Board of Directors,

B. Lisa Benjamin
Corporate Secretary

Sterling, Virginia
March 30, 2005

The Board of Directors of Community Bank unanimously recommends that you vote "FOR" approval of the agreement and plan of
merger and the related plan of merger.
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QUESTIONS AND ANSWERS ABOUT THE MERGER

Q: What will happen in the merger?

A: In the merger, Community Bank of Northern Virginia will be merged with and into Mercantile-Safe Deposit and Trust Company, a
wholly-owned subsidiary of Mercantile Bankshares Corporation. Mercantile-Safe Deposit and Trust Company will be the surviving bank in the
merger and will be a wholly-owned subsidiary of Mercantile Bankshares Corporation.

Q: What will I receive in the merger?

A: As a result of the merger, your shares of Community Bank common stock will be converted into the right to receive either 0.4005 of a share
of Bankshares common stock or, at your election, $20.375 in cash, without interest, in each case subject to the proration procedures described
below.

Q: How do I elect cash as the form of consideration I prefer to receive in the merger?

A: An election form and letter of transmittal is being mailed under separate cover to Community Bank shareholders who hold shares of
Community Bank common stock in registered form. If you do not wish to elect to receive cash, you should not complete the election form and
letter of transmittal. The election procedures and deadline for making elections are described beginning on page 43 of this proxy
statement/prospectus. All elections are subject to the proration procedures described below. To make a valid election to receive cash, holders of
shares of Community Bank common stock in registered form must properly complete, sign and send the election form and letter of transmittal
and any stock certificates with respect to which a cash election is being made to American Stock Transfer & Trust Company, the exchange
agent, at the following address:

American Stock Transfer & Trust Company
Attention: Reorganization Department

59 Maiden Lane, Plaza Level
New York, NY 10038

        If you do not make a valid election to receive cash, you will be deemed to have made an election to receive Bankshares common stock.
Election forms must be received by 5:00 p.m. on May 16, 2005 for your election to be valid.

Questions regarding the election to receive cash should be directed to:

D.F. King & Co., Inc.
48 Wall Street

New York, NY 10005
Telephone: (888) 628-9011

        If you own shares of Community Bank common stock in "street name" through a broker or other financial institution and you wish to make
an election to receive cash, you will receive or should seek instructions from the institution holding your shares concerning how to make your
election. "Street name" holders may be subject to an election deadline earlier than 5:00 p.m. on May 16, 2005. Therefore, you should carefully
read any materials you receive from your broker. If you instructed a broker to submit an election for your shares, you must follow such person's
directions for changing those instructions.

Q: Will I always receive the form of consideration I desire to receive?

A: No. Bankshares will pay cash for 40% of the outstanding shares of Community Bank common stock, and issue shares of Bankshares common
stock for 60% of the outstanding shares of Community Bank common stock. If the number of Community Bank shares for which an election to
receive cash is made

1
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is higher than 40% of the outstanding shares of Community Bank common stock, a pro rata portion of those shares will be converted into the
right to receive Bankshares common stock in order to provide the 40% cash/60% stock allocation. If the number of Community Bank shares for
which an election to receive cash is made is lower than 40% of the outstanding shares of Community Bank common stock, a pro rata portion of
the shares for which no cash election is made will be converted into the right to receive cash in order to provide the 40% cash/60% stock
allocation. The proration procedures are described beginning on page 45 of this proxy statement/prospectus. Accordingly, there is no assurance
that you will receive the form of consideration that you desire to receive with respect to all of the shares of Community Bank common stock you
hold.

Q: What do I do if I want to revoke my election to receive cash after I have mailed my signed election form?

A: You may revoke your election to receive cash by sending a signed written notice to American Stock Transfer & Trust Company, the
exchange agent, identifying the shares of Community Bank common stock for which you are revoking your election. For a notice of revocation
to be effective, it must be received by the exchange agent prior to the election deadline. The election procedure, including revocation of an
election, is described beginning on page 43 of this proxy statement/prospectus.

Q: What shareholder vote is necessary to approve the merger?

A: Under Virginia law, the affirmative vote of holders of more than two-thirds of the outstanding shares of Community Bank common stock is
required to approve the agreement and plan of merger and the related plan of merger, which we refer to collectively in this proxy
statement/prospectus as the merger agreement. Shareholders owning or controlling approximately 30% of the outstanding shares of Community
Bank common stock as of the date of the merger agreement have signed voting agreements under which they have agreed to vote their shares for
approval of the merger agreement.

Q: Does Community Bank's board of directors recommend that shareholders approve the merger?

A: Yes. Community Bank's board of directors unanimously recommends that its shareholders vote "FOR" approval of the merger agreement.

Q: How do I change my vote after I have mailed my signed proxy card?

A: You may change your vote at any time before your proxy is voted by revoking your proxy in any of the three following ways:

�
by sending a written notice stating that you would like to revoke your proxy to the secretary of Community Bank at the
address provided under "Where You Can Find More Information" on page 72;

�
by submitting another duly executed proxy with a later date; or

�
by attending the special meeting and voting in person at the special meeting (your attendance at the special meeting will not
by itself revoke your proxy; you must vote in person at the meeting).

Q: If my shares are held in "street name" by my broker, will my broker vote my shares for me?

A: If you do not provide your broker with instructions on how to vote your shares held in "street name," your broker will not be permitted to
vote your shares on the proposal to approve the merger agreement. You should therefore instruct your broker how to vote your shares. Failure to
instruct your broker how to vote your shares will be the equivalent of voting against the proposal to approve the merger agreement.

2
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Q: When do you expect to complete the merger?

A: We presently expect to complete the merger by the end of the second quarter of 2005. However, we cannot assure you when or if the merger
will occur. We must first obtain the approval of Community Bank shareholders at the special meeting and the necessary regulatory consents and
approvals.

Q: Is consummation of the merger subject to any conditions?

A: Yes. In addition to the approval of the shareholders of Community Bank, consummation of the merger requires the receipt of the necessary
regulatory consents and approvals, and the satisfaction of other conditions specified in the merger agreement. See "The Merger�Regulatory
Approvals Required for the Merger" and "The Merger Agreement�Conditions to the Completion of the Merger" beginning on pages 39 and 50,
respectively.

Q: Am I entitled to appraisal or dissenters' rights?

A: No. Under Virginia law, Community Bank shareholders are not entitled to exercise appraisal or dissenters' rights as a result of the merger.

Q: What do I need to do now?

A: After you have carefully read this proxy statement/prospectus, indicate on your proxy card how you want to vote with respect to the proposal
to approve the merger agreement. Complete, sign, date and mail the proxy card in the enclosed postage-paid return envelope as soon as possible
so that your shares will be represented and voted at the special meeting. If you want to elect cash as the form of consideration you receive, after
you receive the election form and letter of transmittal, complete, sign, date and mail the election form and letter of transmittal along with the
stock certificates representing the shares of Community Bank common stock with respect to which you have made a cash election to the
exchange agent in the return envelope provided with the election form and letter of transmittal as soon as possible.

Q: When should I send in my stock certificates?

A: If you make a cash election, you must send the stock certificates representing the shares of Community Bank common stock with respect to
which you have made a cash election with your completed election form and letter of transmittal. If you do not make a cash election with respect
to all of your shares, you will receive a letter of transmittal from the exchange agent promptly after the completion of the merger with
instructions for sending in your stock certificates.

Q: Who can I call with questions about the special meeting or the merger or to obtain additional information about Bankshares and Community
Bank?

A: You may contact Community Bank's proxy solicitor, D.F. King & Co., Inc., toll-free at (888) 628-9011.

3
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SUMMARY

This summary highlights selected information from this proxy statement/prospectus. It does not contain all of the information that is
important to you. We urge you to read the entire proxy statement/prospectus carefully and the other documents to which we refer to understand
fully the merger. See "Where You Can Find More Information" on page 72.

Information about Bankshares and Community Bank (See Page 23).

Mercantile Bankshares Corporation
Two Hopkins Plaza, P.O. Box 1477
Baltimore, Maryland 21203
(410) 237-5900

        Mercantile Bankshares Corporation ("Bankshares") is a regional multibank holding company headquartered in Baltimore, Maryland. It is
comprised of Mercantile-Safe Deposit and Trust Company ("MSD&T"), 12 community banks, a mortgage banking company and other
subsidiaries that provide insurance and securities brokerage services. Bankshares' affiliate banks serve communities in Maryland, Washington,
D.C., northern Virginia, the Delmarva Peninsula and southern Pennsylvania. The largest and lead bank, MSD&T, a wholly-owned subsidiary of
Bankshares, represents approximately 33% of Bankshares' total assets and operates 26 offices in Maryland and one commercial office in
Pennsylvania as of December 31, 2004. Nearly all of Bankshares' substantial trust operations and specialized corporate banking services are
provided by MSD&T. Bankshares is in the process of combining its affiliate that serves the Washington, D.C. region, Mercantile Potomac Bank,
with MSD&T, subject to regulatory approval. Bankshares intends to operate the current branches of Mercantile Potomac Bank as a division of
MSD&T under the Mercantile Potomac Bank trade name. It is currently anticipated that upon completion of the combination of Mercantile
Potomac Bank and MSD&T, Mercantile Potomac Bank's directors will join the board of MSD&T. Through its affiliated banks, Bankshares
provides a full range of banking services, including mortgage, trust and investment services, designed to meet the financial needs of its
customers.

        Bankshares commenced operations in 1969. At December 31, 2004, it had total assets of approximately $14.4 billion, total loans of
approximately $10.2 billion, total deposits of approximately $10.8 billion and approximately $1.9 billion in stockholders' equity. Bankshares'
common stock is listed on the NASDAQ National Market under the symbol "MRBK". The deposits associated with its affiliated banks are
insured by the Federal Deposit Insurance Corporation (the "FDIC").

Community Bank of Northern Virginia
107 Free Court
Sterling, Virginia 20164
(703) 762-7371

        Community Bank of Northern Virginia ("Community Bank") was organized in 1991 under the name Northern Virginia Banking Company
to acquire Community Bank and Trust Company in Sterling, Virginia. Community Bank commenced operations on February 22, 1992, with its
only office located at 107 Free Court, Sterling, Virginia. The name of the bank was changed to Community Bank of Northern Virginia in 1993.
Since opening at its Sterling location, Community Bank has established 13 additional branches in Centreville, Chantilly, Fairfax, Herndon,
Kingstowne, Leesburg, Manassas, McLean, Potomac Falls, Purcellville, Reston, Tyson's Corner and Vienna.

        Community Bank provides a range of services traditionally associated with independent community banks, including checking accounts,
savings accounts and other time deposits of various types ranging from money market accounts to longer-term certificates of deposit. All deposit
accounts are insured by the FDIC up to the maximum amount permitted by law. Retirement accounts such as IRAs (Individual

4
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Retirement Accounts) are also available. Community Bank also offers a range of short- to intermediate-term consumer and commercial loans.

The Merger (See Page 24).

        Bankshares and Community Bank have entered into an agreement and plan of merger and a related plan of merger that provide for the
merger of Community Bank with MSD&T, with MSD&T continuing as the surviving bank as a subsidiary of Bankshares. The agreement and
plan of merger and the related plan of merger are attached as Appendix A and Appendix B, respectively, to this proxy statement/prospectus. You
should read the agreement and plan of merger and the related plan of merger because they are the legal documents that govern the merger. In this
proxy statement/prospectus, we refer to the agreement and plan of merger and the related plan of merger together as the merger agreement.

Community Bank Special Meeting of Shareholders (See Page 20).

        The special meeting of Community Bank shareholders will be held at 11:00 a.m., local time, on May 16, 2005, at the McLean Hilton, 7920
Jones Branch Drive, McLean, Virginia 22102. At the special meeting, Community Bank shareholders will be asked to vote to approve the
merger agreement. You can vote at the special meeting if you were a record holder of Community Bank common stock at the close of business
on March 23, 2005, the record date for the special meeting. As of that date, there were 10,173,577 shares of Community Bank common stock
outstanding and entitled to be voted at the special meeting. Approval of the merger agreement requires the affirmative vote of more than
two-thirds of the shares of Community Bank common stock outstanding at the record date. Shareholders of Community Bank owning or
controlling approximately 30% of the outstanding shares of Community Bank common stock as of the date of the merger agreement have agreed
to vote their shares to approve the merger agreement.

What Community Bank Shareholders Will Receive in the Merger (See Page 42).

        The merger agreement provides that at the effective time of the merger each outstanding share of Community Bank common stock will be
converted into the right to receive either 0.4005 of a share of Bankshares common stock or $20.375 in cash, without interest, subject to the
proration procedures described in this proxy statement/prospectus. Bankshares will not issue any fractional shares of Bankshares common stock
in the merger. Community Bank shareholders will receive cash for any fractional shares of Bankshares common stock owed to them in an
amount, without interest, based on the closing price of Bankshares common stock on the trading day immediately prior to the closing of the
merger. In this proxy statement/prospectus, we refer to the cash and shares of Bankshares common stock to be received in the merger by
Community Bank shareholders as the merger consideration.

        On March 28, 2005, the most recent practicable trading date prior to the filing of this proxy statement/prospectus, the closing price of
Bankshares common stock was $50.25 per share.

No assurance can be given that the current market price of Bankshares common stock will be equivalent to the market price of
Bankshares common stock on the date that stock is received by a Community Bank shareholder or at any other time. The market price
of Bankshares common stock when received by a Community Bank shareholder may be greater or less than the current market price of
Bankshares common stock.

You May Elect to Receive Cash Consideration (See Page 43).

        You may elect to receive cash in exchange for your shares of Community Bank common stock by completing the election form and letter of
transmittal. If you do not make a valid election to receive

5
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cash, you will be deemed to have elected to receive Bankshares common stock in exchange for your shares of Community Bank common stock.

        Bankshares will pay cash for 40% of the Community Bank common stock outstanding at the effective time of the merger and issue shares
of Bankshares common stock for 60% of the Community Bank common stock outstanding at the effective time of the merger. If the number of
Community Bank shares for which an election to receive cash is made is higher than 40% of the outstanding shares of Community Bank
common stock, a pro rata portion of those shares will be converted into the right to receive Bankshares common stock in order to provide the
40% cash/60% stock allocation. If the number of Community Bank shares for which an election to receive cash is made is lower than 40% of the
outstanding shares of Community Bank common stock, a pro rata portion of the shares for which no election to receive cash is made will be
converted into the right to receive cash in order to provide the 40% cash/60% stock allocation. The proration procedures are described under the
heading "The Merger Agreement�Proration" beginning on page 45 of this proxy statement/prospectus. Because of the 40% cash/60% stock
allocation, you cannot be certain of receiving the form of consideration that you desire with respect to all of your shares of Community Bank
common stock. Based on the number of shares of Community Bank common stock outstanding on January 24, 2005, Bankshares expects to
issue approximately 2,443,028 shares of Bankshares common stock and pay approximately $83,000,000 in cash in the merger (assuming that no
options to purchase shares of Community Bank common stock are exercised between the date of the merger agreement and the effective time of
the merger).

        An election form and letter of transmittal is being mailed under separate cover to Community Bank shareholders who hold shares of
Community Bank common stock in registered form. If you do not wish to elect to receive cash, you should not complete the election form and
letter of transmittal. If you do not validly make an election to receive cash by 5:00 p.m. on May 16, 2005, you will be deemed to have made an
election to receive Bankshares common stock. All elections and deemed elections are subject to the proration procedures described in this proxy
statement/prospectus. See "The Merger Agreement�Proration" beginning on page 45 of this proxy statement/prospectus.

Community Bank's Board of Directors Unanimously Recommends Shareholder Approval of the Merger (See Page 22).

        Community Bank's board of directors unanimously determined that the merger agreement and the transactions contemplated by the merger
agreement are fair to and in the best interests of the Community Bank and its shareholders and unanimously approved and adopted the merger
agreement and the transactions contemplated by the merger agreement. Community Bank's board of directors unanimously recommends that
Community Bank shareholders vote "FOR" approval of the merger agreement.

        The affirmative vote of the holders of more than two-thirds of the outstanding shares of Community Bank common stock is required to
approve the merger agreement.

        As of the record date, the directors and executive officers of Community Bank and their affiliates owned and were entitled to vote
5,609,795 shares of Community Bank common stock, which represents approximately 55.1% of the outstanding shares of Community Bank
common stock. Certain shareholders, each of whom is also a member of the board of directors, have entered into voting agreements with
Bankshares under which they have agreed to vote all of their shares, representing approximately 30% of the outstanding shares of Community
Bank's common stock as of the date of the merger agreement, in favor of the merger agreement and against any competing transaction.

        As of the record date, neither Bankshares nor any of its directors or executive officers or their affiliates held any shares of Community Bank
common stock.
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Community Bank's Reasons for the Merger (See Page 27).

        In reaching its determination to approve and adopt the merger agreement and the transactions contemplated by the merger agreement,
Community Bank's board consulted with Community Bank's management and its financial and legal advisors, and considered a number of
factors, including:

�
the familiarity of Community Bank's board of directors with and review of Community Bank's business, operations,
financial condition and earnings on an historical and a prospective basis, including, without limitation, its potential growth
and profitability;

�
the review by Community Bank's board of directors, based on the presentation of its financial advisor, Sandler O'Neill &
Partners, L.P., of the business, operations, financial condition and earnings of Bankshares on an historical and a prospective
basis and of the combined company on a pro forma basis and the historical stock price performance and liquidity of
Bankshares common stock, and the resulting relative interests of Community Bank shareholders and Bankshares
stockholders in the common equity of the combined company;

�
the current and prospective economic and competitive environment facing community banking institutions generally, and
Community Bank in particular, including the continued rapid consolidation in northern Virginia, and the competitive effects
of the increased consolidation on community banking institutions such as Community Bank particularly in the northern
Virginia market;

�
the value to be received by holders of Community Bank common stock under the merger agreement in relation to the
historical trading prices of Community Bank common stock, including the fact that the proposed consideration to be
received by holders of Community Bank common stock under the merger agreement represented a premium of
approximately 16% over the closing price of Community Bank common stock on January 21, 2005;

�
the financial analyses and other information presented by Sandler O'Neill to Community Bank's board of directors with
respect to the merger and the opinion delivered to the board by Sandler O'Neill to the effect that, as of the date of that
opinion, the merger consideration was fair to the holders of Community Bank common stock from a financial point of view;

�
the other alternative strategic options potentially available to Community Bank, including remaining independent; and

�
the terms of the merger agreement, which provide for representations, warranties and covenants, conditions to closing and
rights related to termination and payment of termination fees that are substantially similar to the representations, warranties,
conditions to closing and rights related to termination that appear in similar transactions.

        Additional factors are discussed under the heading "The Merger�Community Bank's Reasons for the Merger; Recommendation of
Community Bank's Board of Directors" beginning on page 27 of this proxy statement/prospectus.

Opinion of Community Bank's Financial Advisor (See Page 29).

        Sandler O'Neill & Partners, L.P. has served as financial advisor to Community Bank in connection with the merger and has given its oral
opinion to Community Bank's board of directors (subsequently confirmed in writing) that, as of January 24, 2005 (the date Community Bank's
board of directors voted on the merger), the merger consideration was fair to Community Bank shareholders from a financial point of view. This
opinion was subsequently confirmed in writing as of the date of this proxy statement/prospectus. A copy of the updated opinion delivered by
Sandler O'Neill & Partners, L.P. is attached to this document as Appendix D. Community Bank shareholders should read the opinion
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carefully and completely. The opinion outlines the assumptions made, matters considered and limitations of the review undertaken by
Sandler O'Neill in providing its opinion.

        Sandler O'Neill's opinion is directed to the Community Bank board of directors and does not constitute a recommendation to any
shareholder as to any matters relating to the merger. Community Bank has agreed to pay Sandler O'Neill a fee of approximately $2,100,000 in
connection with the merger, based upon the closing price of Bankshares' common stock on March 23, 2005. A substantial portion of this fee is
payable and contingent upon the completion of the merger; Sandler O'Neill has also received a fee of $50,000 for rendering its opinion, which
will be credited against the fee payable upon closing of the merger.

Community Bank Officers and Directors Have Some Interests in the Merger That Are Different than or in Addition to Their Interests
as Shareholders (See Page 57).

        In addition to their interests as shareholders, the directors and executive officers of Community Bank may have interests in the merger that
are different from or in addition to your interests. These interests relate to or arise from, among other things:

�
the retention of certain of the directors of Community Bank as directors of MSD&T and the directors' receipt of
compensation for their service;

�
the retention of certain of the executive officers of Community Bank as officers of MSD&T and the officers' receipt of
compensation for their employment; and

�
the potential receipt by executive officers of Community Bank of change in control, severance, supplemental retirement
plans and bonus payments.

        Community Bank's board of directors was aware of these interests and took them into account in its decision to approve and adopt the
merger agreement and the transactions contemplated by the merger agreement. For information concerning these interests, please see the
discussion under the caption "Interests of Certain Persons in the Merger." Certain executive officers of Community Bank are expected to be
appointed as officers of MSD&T upon completion of the merger. As employees of MSD&T, they will be eligible for certain employee benefits
as discussed under the caption "The Merger Agreement�Employee Benefit Plans and Existing Agreements."

Material United States Federal Income Tax Consequences (See Page 39).

        We have structured the merger as a "reorganization" for United States federal income tax purposes. Accordingly, holders of shares of
Community Bank common stock will generally not recognize any gain or loss for United States federal income tax purposes on the exchange of
their shares of Community Bank common stock for Bankshares common stock in the merger, except for any gain or (in certain cases) loss
recognized in connection with any cash received as part of the merger consideration. The companies themselves will not recognize gain or loss
as a result of the merger. It is a condition to the obligations of Community Bank and Bankshares to complete the merger that each receive a legal
opinion from its outside counsel that the merger will be a reorganization for United States federal income tax purposes.

The United States federal income tax consequences described above may not apply to all holders of Community Bank common
stock, including certain holders specifically referred to on page 39. Your tax consequences will depend on your own situation. You
should consult your tax advisor to determine the particular tax consequences of the merger to you.
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No Dissenters' or Appraisal Rights (See Page 23).

        Community Bank shareholders will not have any dissenters' or appraisal rights in connection with the merger.

The Merger Will Be Accounted for under the Purchase Method of Accounting (See Page 38).

        The merger will be accounted for under the purchase method of accounting, as such term is used under accounting principles generally
accepted in the United States of America. A comparison of the most recent annual financial statements of Bankshares and Community Bank
indicates that Bankshares' investment in Community Bank will represent less than 6% of Bankshares' assets.

Completion of the Merger Is Subject to Certain Conditions (See Page 50).

        Completion of the merger is subject to a number of conditions, including the approval of the merger agreement by Community Bank
shareholders and the receipt of necessary regulatory consents and approvals. Certain conditions to the merger may be waived by Bankshares or
Community Bank, as applicable.

We May Not Complete the Merger without All Required Regulatory Approvals (See Page 39).

        The merger requires the receipt of certain regulatory consents and approvals, including the approvals of the FDIC, the Maryland
Commissioner of Financial Regulation and the Virginia State Corporation Commission (including the Virginia Bureau of Financial Institutions).
We have made filings and notifications for these purposes. We expect to obtain all necessary regulatory approvals, although we cannot be
certain if or when we will obtain them.

The Merger Is Expected to Occur by the End of the Second Quarter of 2005 (See Page 49).

        The merger of Community Bank and MSD&T will occur shortly after all of the conditions to its completion have been satisfied or waived.
Currently, we anticipate that the merger will occur by the end of the second quarter of 2005. However, we cannot assure you when or if the
merger will occur.

Termination of the Merger Agreement (See Page 54).

        Bankshares and Community Bank can mutually agree to abandon the merger and terminate the merger agreement at any time prior to the
time the merger is completed, even after shareholder approval. Also, either Community Bank or Bankshares can decide, without the consent of
the other, to abandon the merger in a number of situations, including:

�
The merger has not been completed by August 31, 2005; provided, however, that this right is not available to any party
whose breach of the merger agreement results in the merger not being completed.

�
The other party materially breaches a representation, warranty or covenant in the merger agreement and the breach is
incapable of being cured by August 31, 2005.

�
A law, judgment, injunction, order or decree of a court or governmental body prohibits the merger.

�
Community Bank shareholder approval is not obtained at the special meeting.

        Bankshares can terminate the merger agreement if:

�
Community Bank's board of directors fails to make, withdraws or modifies in a manner adverse to Bankshares its approval
or recommendation of the merger agreement.
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�
Community Bank enters into or publicly announces its intention to enter into an agreement with a third party for a
transaction that it determines is a superior proposal.

�
Community Bank's board of directors fails to call and hold the special meeting or Community Bank's board of directors
breaches the covenant restricting Community Bank's ability to solicit or negotiate with a third party concerning an
alternative transaction.

        Community Bank can terminate the merger agreement if:

�
Community Bank's board of directors authorizes Community Bank to enter into an agreement concerning a superior
proposal. In order to terminate for this reason, Community Bank must provide Bankshares with written notice advising
Bankshares that the board of directors of Community Bank is prepared to accept a superior proposal, and only if, within
72 hours of receipt of such notice, Bankshares does not make an offer to Community Bank that is at least as favorable to the
shareholders of Community Bank as the superior proposal.

�
Both (1) the average closing price of Bankshares common stock for the 10 consecutive trading days ending on the seventh
day immediately prior to the effective date of the merger is less than $43.24 and (2) Bankshares' stock price has
underperformed the NASDAQ Bank Index by 15% or more since January 24, 2005. Community Bank's right to terminate
for this reason is subject to Bankshares' right to increase the exchange ratio, the cash election price and/or the number of
shares of Community Bank common stock that Bankshares will convert into the right to receive cash to the extent necessary
(but subject to certain limitations) to cause either of these two conditions to be deemed not to exist.

Community Bank Must Pay Bankshares a Termination Fee under Certain Circumstances (See Page 56).

        If the merger agreement is terminated upon the occurrence of specified events, Community Bank must pay Bankshares a termination fee of
$7 million. Community Bank must pay the termination fee to Bankshares immediately upon termination of the merger agreement in the
following circumstances:

�
If Bankshares terminates the merger agreement because Community Bank's board of directors fails to make, withdraws or
modifies, in a manner adverse to Bankshares, its recommendation of the merger agreement.

�
If Bankshares terminates the merger agreement because Community Bank enters into or publicly announces its intention to
enter into an agreement for a transaction that it determines is a superior proposal.

�
If Community Bank terminates the merger agreement to accept a superior proposal from a third party and Bankshares
chooses not to make an offer that is at least as favorable to the Community Bank shareholders as the superior proposal.

        Community Bank must also pay the termination fee to Bankshares upon termination in the following circumstances:

�
the merger agreement is terminated by Bankshares or Community Bank because of failure to complete the merger by
August 31, 2005;

�
the merger agreement is terminated by Bankshares or Community Bank because Community Bank shareholder approval is
not obtained at the special meeting; or

�
the merger agreement is terminated by Bankshares because Community Bank's board of directors fails to call and hold the
special meeting or fails to recommend approval of the merger agreement by Community Bank shareholders or Community
Bank's board of directors breaches
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the covenant restricting Community Bank's ability to solicit or negotiate with a third party concerning an alternative
transaction;

and, prior to any such termination, an acquisition proposal with respect to Community Bank has been publicly proposed by a third party and
within 12 months following such termination, Community Bank completes, or enters into a definitive agreement relating to, an acquisition by a
third party.

        Community Bank agreed to this termination fee arrangement in order to induce Bankshares to enter into the merger agreement. This
arrangement could have the effect of discouraging other companies from trying to acquire Community Bank.

Effect of Merger on Rights of Community Bank Shareholders (See Page 63).

        The rights of Community Bank shareholders are governed by Virginia law, as well as Community Bank's articles of incorporation and
bylaws. After completion of the merger, the rights of the former Community Bank shareholders receiving Bankshares common stock in the
merger will be governed by Maryland law, as well as Bankshares' articles of incorporation and bylaws. There are substantive and procedural
differences between Community Bank's and Bankshares' articles of incorporation and bylaws that will affect the rights of such Community Bank
shareholders.

Appointment of Additional Members to MSD&T Board (See Page 42).

        Upon completion of the merger, MSD&T's board of directors will be increased by at least two but not more than three members and the
vacancies will be filled by the appointment of individuals who are currently directors of Community Bank.

Share Information and Market Prices.

        The following table sets forth the closing sale price per share of Bankshares common stock and Community Bank common stock, and the
Equivalent Price Per Share for Community Bank common stock of the merger consideration, as of January 24, 2005 (the last full trading day
before the public announcement of the merger agreement) and as of March 28, 2005, the most recent practicable trading day prior to the date of
this proxy statement/prospectus, respectively. The Equivalent Price Per Share as of the relevant date is calculated as the sum of (a) $20.375
multiplied by 40% and (b) the closing sale price of Bankshares common stock on the relevant date multiplied by (x) the exchange ratio of 0.4005
and (y) 60%.

Bankshares
Common Stock

Community Bank
Common Stock

Equivalent
Price Per

Share

January 24, 2005 $ 50.41 $ 17.20 $ 20.26
March 28, 2005 $ 50.25 $ 20.10 $ 20.23

        The market prices of both Bankshares and Community Bank common stock will fluctuate prior to the merger. You should obtain current
market quotations for Bankshares common stock and Community Bank common stock.
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COMPARATIVE STOCK PRICES AND DIVIDENDS

        Bankshares' common stock is listed on the NASDAQ National Market under the symbol "MRBK." Community Bank's common stock is
listed on the NASDAQ National Market under the symbol "CBNV." The following table sets forth, for the periods indicated, the high and low
sales prices per share for Bankshares and Community Bank common stock as reported on the NASDAQ National Market, and the cash
dividends declared per share for Bankshares and Community Bank.

Bankshares Community Bank

High Low
Cash

Dividend High Low
Cash

Dividend

For the period January 1, 2005 through March 28,
2005 $ 52.35 $ 48.40 $ 0.35 $ 20.69 $ 16.67 $ 0.10

Quarter Ended:
December 31, 2004 $ 53.09 $ 47.07 $ 0.35 $ 18.02 $ 14.53 $ 0.10
September 30, 2004 49.34 44.18 0.35 17.10 13.45 0.10
June 30, 2004 47.93 40.31 0.35 17.99 12.85 0.10
March 31, 2004 46.01 41.50 0.33 19.00 16.40 0.09

Quarter Ended:
December 31, 2003 $ 45.95 $ 39.76 $ 0.33 $ 19.45 $ 15.79 $ 0.08
September 30, 2003 42.49 38.91 0.33 17.80 12.00 0.08
June 30, 2003 41.30 33.90 0.33 19.00 11.64 0.07
March 31, 2003 40.47 30.16 0.30 19.30 10.65 0.07
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COMPARATIVE PER SHARE DATA

        The following table shows certain historical per share data for Bankshares and Community Bank for the periods indicated. It also shows
certain per share data that assumes the merger has occurred, which we refer to as "pro forma combined" information. In presenting the
comparative pro forma information for the periods shown, we assumed that we had been combined throughout those periods.

        The merger will be accounted for under the "purchase" method of accounting. Under the purchase method of accounting, the assets and
liabilities of the company not surviving a merger are, as of the completion date of the merger, recorded at their respective fair values and added
to those of the surviving company. Financial statements of the surviving company issued after consummation of the merger reflect such values
and are not restated retroactively to reflect the historical financial position or results of operations of the company not surviving. The operating
results of Community Bank will be reflected in Bankshares' consolidated financial statements from and after the date the merger is
consummated.

        The information listed as "equivalent pro forma" for Community Bank was obtained by multiplying the pro forma combined amounts by
the exchange ratio of 0.4005 of a share of Bankshares common stock for each share of Community Bank common stock. The exchange ratio is
fixed and was calculated by dividing $20.375, the amount of cash payable for each share of Community Bank common stock that will be
converted into the right to receive cash, by $50.87, the average closing price of Bankshares common stock over the 10-day trading period ending
on January 21, 2005.

        We expect that we will incur reorganization and restructuring expenses as a result of combining our companies. While we hope that the
merger also will provide the new company with financial benefits that include reduced operating expenses and the opportunity to earn more
revenue, the pro forma combined information does not reflect these expenses or benefits and does not attempt to predict or suggest future results.

        The final allocation of the purchase price will be determined after the merger is completed and after completion of thorough analyses to
determine the fair values of Community Bank's tangible and identifiable intangible assets and liabilities as of the date the merger is completed.
In addition, estimates of merger-related charges are subject to final decisions related to combining the companies. Any change in the fair value
of the net assets of Community Bank will change the amount of the purchase price allocable to goodwill. Additionally, changes to Community
Bank's shareholders' equity, including net income and changes in the market value of Bankshares' common stock through the date the merger is
completed, will also change the amount of goodwill recorded. As a result, the final adjustments may be materially different from the unaudited
pro forma adjustments used in preparing the pro forma information presented herein. The information in the following table is based on, and
should be read together with, the historical financial information that we have included in this proxy statement/prospectus or presented in
Bankshares' and Community Bank's prior filings with the Securities and Exchange Commission (the "SEC") and the FDIC, respectively, which
are incorporated into this proxy statement/prospectus by reference. See "Where You Can Find More Information" on page 72.
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Comparative Per Common Share Data

Year Ended
December 31,

2004

Year Ended
December 31,

2003

EARNINGS PER COMMON SHARE:
Basic
Bankshares $ 2.90 $ 2.70
Community Bank 0.90 0.78
Pro forma combined 2.88 2.67
Equivalent pro forma for one Community Bank common share(1) 1.15 1.07

Diluted
Bankshares $ 2.87 $ 2.68
Community Bank 0.88 0.77
Pro forma combined 2.86 2.65
Equivalent pro forma for one Community Bank common share(1) 1.14 1.06

CASH DIVIDENDS PER COMMON SHARE:
Bankshares $ 1.38 $ 1.29
Community Bank 0.39 0.30
Pro forma combined 1.38 1.29
Equivalent pro forma for one Community Bank common share(1) 0.55 0.52

SHAREHOLDER'S EQUITY PER COMMON SHARE:
Bankshares $ 24.18 $ 23.08
Community Bank 5.94 5.50
Pro forma combined 24.98 23.91
Equivalent pro forma for one Community Bank common share(1) 10.00 9.58

(1)
The equivalent pro forma represents the pro forma combined amount multiplied by the exchange ratio of 0.4005.
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SELECTED FINANCIAL DATA

        The following tables present selected historical financial information of Bankshares and Community Bank. The historical information is
derived from the audited financial statements of Bankshares and Community Bank for their respective fiscal years ended December 31, 2000
through December 31, 2004. In all cases, the financial information for each of Bankshares and Community Bank is presented on a consolidated
basis.

        The information in the following tables is only a summary and should be read together with the historical financial statements and related
notes that Bankshares and Community Bank have presented in their prior filings with the SEC and the FDIC, respectively. Bankshares and
Community Bank have incorporated this material into this proxy statement/prospectus by reference to those other filings. See "Where You Can
Find More Information" on page 72. A comparison of the most recent annual financial statements of Bankshares and Community Bank indicates
that Bankshares' investment in Community Bank will represent less than 6% of Bankshares' assets.

MERCANTILE BANKSHARES CORPORATION
Selected Consolidated Financial Data

(dollars in thousands, except per share data)

Year Ended December 31,

2004 2003 2002 2001 2000

BALANCE SHEET DATA (AT END OF PERIOD):
Total assets $ 14,425,690 $ 13,695,472 $ 10,790,376 $ 9,928,786 $ 8,938,030
Loans 10,228,433 9,272,160 7,312,027 6,906,246 6,693,294
Deposits 10,799,199 10,262,553 8,260,940 7,447,372 6,796,541
Long-term debt 690,955 647,722 287,214 269,437 92,547
Shareholders' equity 1,917,683 1,841,441 1,324,358 1,230,206 1,173,301

STATEMENT OF INCOME DATA:
Net interest income $ 545,781 $ 472,349 $ 441,035 $ 417,327 $ 408,434
Noninterest income 213,929 183,572 144,519 146,404 126,492
Noninterest expense 391,958 337,447 272,608 263,959 243,505
Net income 229,407 196,814 190,238 181,295 175,230

PER COMMON SHARE DATA:
Net income, basic $2.90 $2.70 $2.74 $2.57 $2.53
Net income, diluted 2.87 2.68 2.72 2.55 2.51
Cash dividends paid 1.38 1.29 1.18 1.10 1.02
Book value (at end of period) 24.18 23.08 19.24 17.63 16.50
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COMMUNITY BANK OF NORTHERN VIRGINIA
Selected Consolidated Financial Data

(dollars in thousands, except per share data)

Year Ended December 31,

2004 2003 2002 2001 2000

BALANCE SHEET DATA (AT END OF PERIOD):
Total assets $ 879,919 $ 779,884 $ 676,184 $ 652,895 $ 394,501
Loans 653,420 558,764 412,177 372,940 287,629
Deposits 649,413 594,750 550,090 554,885 313,479
Long-term debt 112,714 61,457 39,200 20,000 15,000
Shareholders' equity 60,360 55,660 51,575 36,038 32,484

STATEMENT OF INCOME DATA:
Net interest income $ 30,854 $ 27,723 $ 24,504 $ 21,289 $ 15,658
Noninterest income 1,920 2,238 2,237 791 543
Noninterest expense 16,186 14,391 12,029 10,627 9,079
Income before discontinued operations 8,685 9,155 8,315 5,568 3,855
Income (loss) from discontinued operations 434 (1,277) (796) (1,570) 672
Net income 9,119 7,878 7,519 3,998 4,527

PER COMMON SHARE DATA:
Income before discontinued operations, basic $ 0.86 $ 0.91 $ 0.85 $ 0.61 $ 0.46
Net income, basic 0.90 0.78 0.77 0.44 0.54
Net income before discontinued operations, diluted 0.84 0.89 0.83 0.59 0.44
Net income, diluted 0.88 0.77 0.75 0.42 0.51
Cash dividends paid 0.39 0.30 0.19 0.18 0.10
Book value (at end of period) 5.94 5.50 5.18 3.91 3.68
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RISK FACTORS

In addition to the other information contained or incorporated by reference in this proxy statement/prospectus, the following factors should
be considered carefully when evaluating this transaction and the proposal to approve the merger agreement at the Community Bank special
meeting.

Because the market price of Bankshares common stock may fluctuate, you cannot be sure of the value of the stock portion of the merger
consideration that you may receive.

        Upon completion of the merger, each share of Community Bank common stock will be converted into the right to receive the merger
consideration consisting of shares of Bankshares common stock or cash, pursuant to the terms of the merger agreement. Because Bankshares is
issuing its shares at a fixed exchange ratio as part of the merger consideration, any change in the price of Bankshares common stock prior to
completion of the merger will affect the value of any shares of Bankshares common stock you receive upon completion of the merger. Stock
price changes may result from a variety of factors, including general market and economic conditions, changes in our respective businesses,
operations and prospects, and regulatory considerations. Many of these factors are beyond our control.

        Accordingly, at the time of the Community Bank special meeting, you will not be able to determine the value of the Bankshares common
stock you may receive upon completion of the merger.

The market price of the shares of Bankshares common stock may be affected by factors different from those affecting the shares of
Community Bank common stock.

        Upon completion of the merger, certain holders of Community Bank common stock will become holders of Bankshares common stock.
Some of Bankshares' current businesses and markets differ from those of Community Bank and, accordingly, the results of operations of
Bankshares after the merger may be affected by factors different from those currently affecting the results of operations of Community Bank.
For further information on the businesses of Bankshares and Community Bank and the factors to consider in connection with those businesses,
see the documents incorporated by reference into this proxy statement/prospectus and referred to under "Where You Can Find More
Information" on page 72.

You cannot be certain of the form of merger consideration that you receive.

        Bankshares will pay cash for 40% of the shares of Community Bank common stock outstanding at the effective time of the merger and
shares of Bankshares common stock for 60% of the shares of Community Bank common stock outstanding at the effective time of the merger. If
the number of Community Bank shares for which an election to receive cash is made is higher than 40% of the outstanding shares of Community
Bank common stock, a pro rata portion of those shares will be converted into the right to receive Bankshares common stock in order to provide
the 40% cash/60% stock allocation. If the number of Community Bank shares for which an election to receive cash is made is lower than 40% of
the outstanding shares of Community Bank common stock, a pro rata portion of the shares for which no election to receive cash is made will be
converted into the right to receive cash in order to provide the 40% cash/60% stock allocation. If such a proration is required, holders of
Community Bank common stock who elected to receive cash may receive a portion of their consideration in Bankshares common stock, and
holders who made no election may receive a portion of their consideration in cash. Accordingly, there is a risk that you will receive a portion of
the merger consideration in the form that you do not desire, which could result in, among other things, tax consequences that differ from those
that would have resulted had you received the form of consideration you elected, including the recognition of taxable gain to the extent cash is
received.
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We may fail to realize the cost savings we estimate for the merger.

        The success of the merger will depend, in part, on our ability to realize the estimated cost savings from combining the businesses of
Bankshares and Community Bank. Bankshares' management originally estimated that cost savings equal to approximately 25% of Community
Bank's 2004 non-interest expense would be realized from the merger. We believe that a portion of these cost savings will begin to be realized in
the fourth quarter of 2005 and that the cost savings will be fully realized in 2006. While we believe, as of the date of this proxy
statement/prospectus, that these cost savings estimates are achievable, it is possible that the potential cost savings could turn out to be more
difficult to achieve than we anticipated. Our cost savings estimates also depend on our ability to combine the businesses of Bankshares and
Community Bank in a manner that permits those cost savings to be realized. If our estimates turn out to be incorrect or we are not able to
combine successfully our two companies, the anticipated cost savings may not be realized fully or at all, or may take longer to realize than
expected.

Combining our two companies may be more difficult, costly or time-consuming than we expect, or could result in the loss of customers.

        Bankshares and Community Bank have operated, and, until the completion of the merger, will continue to operate, independently. It is
possible that the integration process could result in the loss of key employees, the disruption of each company's ongoing business or
inconsistencies in standards, controls, procedures and policies that adversely affect our ability to maintain relationships with clients and
employees or to achieve the anticipated benefits of the merger. As with any merger of banking institutions, there also may be disruptions that
cause us to lose customers or cause customers to withdraw their deposits from our banks. Certain customers' branches may be consolidated with
other branches in the market area resulting in new office locations and new banking associates serving such customers. There can be no
assurance that customers will readily accept changes to their banking arrangements after the merger.

Certain officers and directors of Community Bank have potential conflicts of interest in the merger.

        Community Bank shareholders should be aware of potential conflicts of interest and the benefits available to Community Bank officers and
directors when considering Community Bank's board of directors' recommendation to approve the merger. Community Bank officers and
directors have benefit plans that provide them with interests in the merger that are different from, or in addition to, interests of Community Bank
shareholders. In addition, certain officers and directors of Community Bank will become officers and directors of MSD&T, the surviving bank
in the merger.

Bankshares has various measures that could impede the takeover of Bankshares or make it difficult for Bankshares stockholders to
remove Bankshares' board of directors or management.

        Bankshares has various measures in place, any one or more of which may impede the takeover of Bankshares without the approval of
Bankshares' board of directors and may prevent you from taking part in a transaction in which you could realize a premium over the current
market price of Bankshares common stock. In addition, these measures could make it more difficult for stockholders to remove Bankshares'
board of directors or management.

        The measures include:

�
a stockholders' rights plan, which, among other things, provides for the dilution of the Bankshares common stock holdings of
a person who, together with any affiliate of the person, acquires beneficial ownership of 10% or more of the outstanding
Bankshares common stock; and
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�
various charter provisions providing for, among other things, a "staggered" board of directors, fixing the number of directors
only by a vote of directors, filling vacancies on the board only by the vote of the remaining directors, and certain voting
requirements in connection with removal of directors and calling special meetings of stockholders.

FORWARD-LOOKING STATEMENTS

        Bankshares and Community Bank make forward-looking statements in this proxy statement/prospectus and their public documents within
the meaning of and pursuant to the safe harbor provisions of the Private Securities Litigation Reform Act of 1995. A forward-looking statement
encompasses any estimate, prediction, opinion or statement of belief in this document and the underlying management assumptions. These
"forward-looking statements" can be identified by words such as "believes," "expects," "anticipates," "intends" and similar expressions.
Forward-looking statements appear in the discussions of matters such as the benefits of the merger between Community Bank and Bankshares,
including future financial and operating results and cost saving enhancements to revenue that may be realized from the merger, and Bankshares'
and Community Bank's plans, objectives, expectations and intentions and other statements contained in this document that are not historical
facts. These statements are based upon the current reasonable expectations and assessments of the respective managements of Bankshares and
Community Bank and are inherently subject to significant business, economic and competitive uncertainties and contingencies, many of which
are beyond our control. In addition, these forward-looking statements are subject to assumptions with respect to future business strategies and
decisions that are subject to change.

        In addition to factors that we have previously disclosed in our respective reports filed with the SEC and the FDIC and those that we discuss
elsewhere in this proxy statement/prospectus, the following factors, among others, could cause actual results to differ materially from the
anticipated results or other expectations expressed in the forward-looking statements:

�
the businesses of Bankshares and Community Bank may not be combined successfully, or such combination, including the
conversion of Community Bank's systems, controls and procedures, may take longer, be more difficult, time-consuming or
costly to accomplish than expected;

�
the expected cost savings from the merger may not be fully realized or may take longer to realize than expected;

�
customer relationship losses, increases in operating costs and business disruption following the merger may be greater than
expected;

�
adverse effects on relationships with employees may be greater than expected;

�
the regulatory approvals required for the merger may not be obtained on the proposed terms or on the anticipated schedule;

�
adverse governmental or regulatory policies may be enacted;

�
the interest rate environment may compress margins and adversely affect net interest income;

�
adverse affects may be caused by continued diversification of assets and adverse changes to credit quality;

�
competition from other financial services companies in Bankshares' and Community Bank's markets could adversely affect
operations;

�
an economic slowdown could adversely affect credit quality and loan originations;

�
resolution of Community Bank's outstanding litigation matters may take longer than anticipated or be more costly than
anticipated; and
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�
social and political conditions such as war, political unrest and terrorism or natural disasters could have unpredictable
negative effects on our businesses and the economy.

        The forward-looking statements are made as of the date of the applicable document and, except as required by applicable law, Bankshares
and Community Bank assume no obligation to update these forward-looking statements or to update the reasons why actual results could differ
from those projected in the forward-looking statements. You should consider these risks and uncertainties in evaluating forward-looking
statements and you should not place undue reliance on these statements.

THE COMMUNITY BANK SPECIAL SHAREHOLDERS' MEETING

        Community Bank is providing this proxy statement/prospectus to you as its proxy statement in connection with the solicitation of proxies
by Community Bank's board of directors to be voted at the special meeting of Community Bank shareholders to be held on May 16, 2005, and at
any adjournments or postponements of the special meeting. This document is first being mailed to Community Bank shareholders on or about
April 5, 2005.

        Bankshares is also providing this document to you as a prospectus in connection with the offer and sale by Bankshares of its shares of
common stock as a result of the proposed merger.

Date; Time and Place of Meeting

        The special meeting of Community Bank shareholders is scheduled to be held as follows:

Date: May 16, 2005

Time: 11:00 a.m.

Place: McLean Hilton, 7920 Jones Branch Drive, McLean, Virginia 22102

Purpose of the Special Meeting

        At the special meeting, shareholders of Community Bank will be asked to:

�
approve the merger agreement with Bankshares under which Community Bank will merge with and into a wholly-owned
subsidiary of Bankshares, and each outstanding share of Community Bank will be converted into the right to receive the
merger consideration described in this proxy statement/prospectus; and

�
transact any other business that may properly come before the special meeting or any postponements or adjournments of that
meeting.

Record Date and Outstanding Shares

        Community Bank's board of directors has fixed the close of business on March 23, 2005 as the record date for the special meeting and only
shareholders of record of Community Bank common stock at the close of business on the record date are entitled to notice of, and to vote at, the
special meeting. Each holder of record of Community Bank common stock at the close of business on the record date is entitled to one vote for
each share of Community Bank common stock then held on each matter voted on by shareholders. At the close of business on the record date,
there were 10,173,577 shares of Community Bank common stock issued and outstanding and entitled to vote.

Vote Required to Approve the Merger
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common stock.
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Quorum; Abstentions and Broker Non-Votes

        The holders of a majority of the outstanding shares of Community Bank common stock entitled to vote at the special meeting must be
present in person or represented by proxy to constitute a quorum for the transaction of business at the special meeting. If a share is represented
for any purpose at the special meeting, it is deemed to be present for the transaction of all business. Abstentions are counted for purposes of
determining whether a quorum exists.

        If you hold your shares of Community Bank common stock in street name through a broker, bank or other nominee, generally the nominee
may only vote your Community Bank common stock in accordance with your instructions. However, if your nominee has not timely received
your instructions, such nominee may vote on matters for which it has discretionary voting authority. Brokers will not have discretionary voting
authority to vote on the proposal to approve the merger agreement. If a nominee cannot vote on a matter because it does not have discretionary
voting authority, this is a "broker non-vote" on that matter. Broker shares that are not voted on any matter at the special meeting will not be
counted as shares present or represented at the special meeting for purposes of determining whether a quorum exists. In the event that a quorum
is not present at the special meeting, it is expected that the special meeting will be adjourned or postponed to solicit additional proxies.

For purposes of the vote with respect to the merger agreement required under Virginia law, a failure to vote, a vote to abstain and
a broker non-vote will each have the same legal effect as a vote against approval of the merger agreement.

Voting by Directors and Executive Officers

        As of the record date, Community Bank directors and executive officers beneficially owned 5,609,795 shares of Community Bank common
stock, or approximately 55.1% of the shares entitled to vote at the special meeting.

        Messrs. Katzen, Dickens and Summers, each a member of Community Bank's board of directors, who together beneficially own or control
shares of Community Bank common stock which represented approximately 30% of the outstanding shares of Community Bank common stock
as of the date of the merger agreement, have executed voting agreements with Bankshares. Under the voting agreements, Messrs. Katzen,
Dickens and Summers have agreed to vote these shares for approval of the merger agreement. Messrs. Katzen, Dickens and Summers executed
an irrevocable proxy that enables Bankshares to vote these shares to approve the merger agreement. Messrs. Katzen, Dickens and Summers were
not paid any additional consideration in connection with the irrevocable proxy. The voting agreements terminate upon any termination of the
merger agreement. The voting agreements are attached to this proxy statement/prospectus as Appendix C. See "The Merger Agreement�Voting
Agreements."

Voting and Revocation of Proxies

        After carefully reading and considering the information presented in this proxy statement/prospectus, you should complete, date, sign and
promptly return the enclosed proxy card in the enclosed postage-prepaid envelope so that your shares are represented at the special meeting. You
can also vote at the special meeting, but we encourage you to submit your proxy now in any event.

        All shares represented by each properly executed and valid proxy received by the secretary of Community Bank before the special meeting
will be voted in accordance with the instructions given on the proxy. If a Community Bank shareholder executes a proxy card without giving
instructions, the shares of Community Bank common stock represented by that proxy card will be voted "FOR" approval of the merger
agreement. Community Bank's board of directors is not aware of any other matters to be voted on at the special meeting. If any other matters
properly come before the special
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meeting, including a motion to adjourn or postpone the special meeting in order to solicit additional proxies, the persons named on the proxy
card will vote the shares represented by all properly executed proxies on those matters in their discretion, except that shares represented by
proxies that have been voted "AGAINST" approval of the merger agreement will not be used to vote "FOR" adjournment or postponement of
the special meeting to allow additional time to solicit additional votes "FOR" the merger agreement.

        You may revoke your proxy at any time before the proxy is voted by one of the following means:

�
sending the secretary of Community Bank a written notice revoking the proxy at the address provided under "Where You
Can Find More Information" on page 72;

�
submitting a duly executed proxy with a later date;

�
attending the special meeting and voting in person at the special meeting (your attendance at the special meeting will not, by
itself, revoke your proxy; you must vote in person at the meeting); or

�
if you have instructed a broker, bank or other nominee to vote your shares, following the directions received from your
broker, bank or other nominee.

Solicitation of Proxies and Expenses

        The accompanying proxy is being solicited by Community Bank's board of directors, and Community Bank will pay for the entire cost of
the solicitation. Arrangements will also be made with brokerage houses and other custodians, nominees and fiduciaries for forwarding the
solicitation material to the beneficial owners of Community Bank common stock held of record by those persons, and Community Bank may
reimburse them for reasonable transaction and clerical expenses. In addition to the use of the mail, proxies may be solicited personally or by
telephone, facsimile or other means of communication by Community Bank's directors, officers and regular employees. These people will
receive no additional compensation for these services, but will be reimbursed for any expenses incurred by them in connection with these
services. Community Bank has engaged D.F. King & Co., Inc., a proxy solicitation firm, to assist in the solicitation of proxies. Community Bank
will pay D.F. King & Co., Inc. $6,500 for its services and reimburse its out-of-pocket expenses for such items as mailing, copying, phone calls,
faxes and other related matters, and will indemnify D.F. King & Co., Inc. against any losses arising out of its proxy soliciting services on
Community Bank's behalf.

Board Recommendation

        Community Bank's board of directors unanimously determined that the merger agreement and the transactions contemplated by the merger
agreement are fair to and in the best interests of Community Bank and its shareholders. Accordingly, Community Bank's board of directors
unanimously approved and adopted the merger agreement and the transactions contemplated by the merger agreement, and unanimously
recommends that Community Bank shareholders vote "FOR" the proposal to approve the merger agreement.

        The proposed merger is of great importance to the shareholders of Community Bank. Accordingly, you are urged to read and carefully
consider the information presented in this proxy statement/prospectus, and to complete, date, sign and promptly return the enclosed proxy card
in the enclosed postage-prepaid envelope.
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You Do Not Have Dissenters' or Appraisal Rights

        Under Virginia law, you are not entitled to exercise dissenters' or appraisal rights as a result of the merger or to demand payment for your
shares.

You should not send any certificates representing Community Bank common stock at this time. Following the effective time of the
merger, you will receive instructions for the surrender and exchange of your Community Bank stock certificates. See "The Merger
Agreement�Procedures for Surrendering Community Bank Stock Certificates."

THE COMPANIES

Bankshares

        Mercantile Bankshares Corporation ("Bankshares") is a regional multibank holding company headquartered in Baltimore, Maryland. It is
comprised of Mercantile-Safe Deposit and Trust Company ("MSD&T"), 12 community banks, a mortgage banking company and other
subsidiaries that provide insurance and securities brokerage services. Bankshares' affiliate banks serve communities in Maryland, Washington,
D.C., northern Virginia, the Delmarva Peninsula and southern Pennsylvania. The largest and lead bank, MSD&T, a wholly-owned subsidiary of
Bankshares, represents approximately 33% of Bankshares' total assets and operates 26 offices in Maryland and one commercial office in
Pennsylvania as of December 31, 2004. Nearly all of Bankshares' substantial trust operations and specialized corporate banking services are
provided by MSD&T. Bankshares is in the process of combining its affiliate that serves the Washington, D.C. region, Mercantile Potomac Bank,
with MSD&T, subject to regulatory approval. Bankshares intends to operate the current branches of Mercantile Potomac Bank as a division of
MSD&T under the Mercantile Potomac Bank trade name. It is currently anticipated that upon completion of the combination of Mercantile
Potomac Bank and MSD&T, Mercantile Potomac Bank's directors will join the board of MSD&T. Through its affiliated banks, Bankshares
provides a full range of banking services, including mortgage, trust and investment services, designed to meet the financial needs of its
customers.

        Bankshares commenced operations in 1969. At December 31, 2004, it had total assets of approximately $14.4 billion, total loans of
approximately $10.2 billion, total deposits of approximately $10.8 billion and approximately $1.9 billion in stockholders' equity. Bankshares'
common stock trades on the NASDAQ National Market under the symbol "MRBK". The deposits associated with its affiliated banks are insured
by the FDIC.

        The principal executive offices of Bankshares are located at Two Hopkins Plaza, Baltimore, Maryland 21201 and its telephone number is
(410) 237-5900.

Community Bank

        Community Bank of Northern Virginia ("Community Bank") was organized in 1991 under the name Northern Virginia Banking Company
to acquire Community Bank and Trust Company in Sterling, Virginia, which had been declared insolvent by regulatory authorities. After
receiving regulatory approvals, the bank commenced operations on February 22, 1992, with its only office located at 107 Free Court, Sterling,
Virginia. The name of the bank was changed to Community Bank of Northern Virginia in 1993. Since opening at its Sterling location,
Community Bank has established 13 additional branches in Centreville, Chantilly, Fairfax, Herndon, Kingstowne, Leesburg, Manassas, McLean,
Potomac Falls, Purcellville, Reston, Tyson's Corner, and Vienna.

        Community Bank provides a range of services traditionally associated with independent community banks, with an emphasis on personal
relationship banking. These services include checking accounts, savings accounts and other time deposits of various types ranging from money
market accounts to longer-term certificates of deposit. Retirement accounts such as individual retirement accounts are also
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available. Community Bank's automated teller machines (ATMs) are linked to regional networks, providing customers with access to
ATMs nationwide as well as internationally. All deposit accounts are insured by the FDIC up to the maximum amount permitted by law.
Community Bank solicits accounts from individuals, small businesses, associations, organizations and governments.

        Community Bank also offers a range of short- to intermediate-term consumer and commercial loans. Consumer loans are made directly to
individuals for various purposes, including automobiles, boats, and other recreational vehicles, home improvements, overdraft protection,
education and personal investments. Commercial loans are made to companies in Community Bank's market area. These loans are both secured
and unsecured credit facilities required by commercial businesses for working capital (including inventory and receivables), business expansion
(including acquisition of real estate and improvements) and the purchase of equipment and machinery.

THE MERGER

General

        We are providing this document to holders of Community Bank common stock in connection with the solicitation of proxies by Community
Bank's board of directors to be voted at Community Bank's special shareholders' meeting, and at any adjournments or postponements of such
meeting. At the Community Bank special shareholders' meeting, Community Bank will ask its shareholders to vote upon a proposal to approve
the Agreement and Plan of Merger, dated as of January 24, 2005, among Mercantile Bankshares Corporation, Community Bank and
Mercantile-Safe Deposit and Trust Company, a wholly-owned subsidiary of Bankshares ("MSD&T"), and the related plan of merger, and any
other matters that are properly brought before the meeting.

        The merger agreement provides for the merger of Community Bank with and into MSD&T, with MSD&T continuing as the surviving bank
and a wholly-owned subsidiary of Bankshares. We have attached a copy of the merger agreement as Appendix A to this proxy/prospectus. We
urge you to read the merger agreement in its entirety. For additional information about the merger, see "The Merger Agreement�Structure of the
Merger" beginning on page 42 of this proxy statement/prospectus.

Background of the Merger

        The merger agreement is the result of arms-length negotiations between representatives of Bankshares and representatives of Community
Bank, during which Bankshares and Community Bank consulted their respective legal and financial advisors. The following is a brief discussion
of the background of these negotiations.

        As part of its regular evaluation of its businesses and plans, from time to time Community Bank has reviewed various strategic alternatives,
including whether Community Bank should continue as an independent entity or combine with a larger financial institution. This review
generally took into account a variety of factors, including industry trends and conditions, the merger and acquisition environment affecting
financial institutions, Community Banks' historical and projected earnings and prospects, Community Bank's competitive position relating to
other banks and financial services institutions, the values that might be obtainable in a business combination transaction with a larger financial
institution, the strategic merit of a business combination with a larger financial institution, and the impact of a business combination transaction
on Community Bank's customers, employees and the communities served by Community Bank. Community Bank engaged Sandler O'Neill &
Partners, L.P. as its financial advisor in connection with this evaluation and any potential discussions with third parties.

        In February 2003, Sandler O'Neill approached certain regional bank holding companies identified by it and Community Bank to determine
their potential interest in a business combination with
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Community Bank. Certain of these bank holding companies entered into confidentiality agreements with Community Bank and reviewed a
memorandum concerning the business and prospects of Community Bank. Certain publicly available and proprietary information was furnished
to certain of these regional bank holding companies, but none expressed an interest in going forward with definitive due diligence or negotiation
of an acquisition proposal. At a meeting held on April 22, 2003, Community Bank's board of directors determined to terminate this process.

        In October 2004, during a discussion regarding the current market, Bankshares and Sandler O'Neill discussed a possible business
combination transaction between Bankshares and Community Bank. Over the course of several conversations, representatives of each of Sandler
O'Neill and Bankshares agreed that the principals should meet in person to discuss a potential transaction.

        On November 8, 2004, Edward J. Kelly, III, Chairman of the Board, President and Chief Executive Officer of Bankshares, met with David
P. Summers, President and Chief Executive Officer of Community Bank and a member of Community Bank's board of directors, two members
of Community Bank's board of directors, and a representative of Sandler O'Neill. Among other things, the group discussed the possibility of
exploring a business combination transaction between Bankshares and Community Bank. Mr. Kelly and the representatives of Community Bank
agreed that further discussions between the parties should be pursued.

        During mid-November 2004, representatives of Bankshares and Community Bank discussed certain legal matters related to a possible
business combination transaction between Bankshares and Community Bank. After those discussions, Bankshares and Community Bank
determined to continue discussions about a possible business combination transaction.

        On November 29, 2004, Community Bank and Bankshares entered into a confidentiality agreement, which, among other things, provided
that for a period of one year, Bankshares would not, without the consent of Community Bank, acquire or offer to acquire any equity securities of
Community Bank or take certain other actions.

        Following the signing of the confidentiality agreement, representatives and advisors of Bankshares began preliminary business, legal and
financial due diligence investigations of Community Bank.

        Following the substantial completion of Bankshares' preliminary due diligence review, Mr. Kelly indicated to Sandler O'Neill that
Bankshares might be interested in acquiring Community Bank at a price in the range of $20-21 per share of Community Bank common stock,
subject to the completion of comprehensive due diligence.

        At a regular meeting held on December 28, 2004, Community Bank's board of directors met to consider the terms of the proposed business
combination transaction with Bankshares. Sandler O'Neill gave a presentation on the financial terms of the transaction as then proposed,
including the price range of $20-$21 per share at which Bankshares would consider acquiring Community Bank. Following the presentation and
the discussion regarding the proposed transaction that followed, Community Bank's board of directors authorized Community Bank's
management and financial advisors to continue discussions with representatives of Bankshares.

        In late December 2004, the parties agreed to pursue further discussions concerning a potential transaction. In connection with these
discussions, and continuing up until the signing of the definitive agreements for the transaction, representatives and advisors of each of
Bankshares and Community Bank conducted extensive business, legal and financial due diligence investigations of the other company. As part
of this due diligence process, on January 7, 8 and 9, 2005, Community Bank's management and advisors made a presentation to, and had
numerous conversations with, Bankshares and its representatives and advisors concerning the business and affairs of Community Bank.

25

Edgar Filing: MERCANTILE BANKSHARES CORP - Form POS AM

39



        Also on January 7, 2005, Bankshares' outside legal counsel delivered an initial draft of a proposed merger agreement to Community Bank,
and shortly thereafter the parties and their respective advisors began to negotiate definitive documentation for the proposed transaction.
Bankshares concurrently negotiated employment agreements with certain employees of Community Bank, as described under "Interests of
Certain Persons in the Merger�New Employment Agreements." These negotiations continued up until the signing of the definitive agreements for
the transaction.

        On January 20, 2005, after negotiations between Mr. Kelly and representatives of Sandler O'Neill on certain transaction terms, including
price, Mr. Kelly informed Sandler O'Neill that Bankshares proposed to acquire all of the outstanding shares of Community Bank common stock
pursuant to a merger in which each outstanding share of Community Bank common stock would be converted into the right to receive either
0.4005 of a share of Bankshares common stock or $20.375 in cash, without interest, in each case subject to proration to ensure that Bankshares
would pay cash for 40% of the outstanding shares of Community Bank common stock and issue shares of Bankshares common stock for 60% of
the outstanding shares of Community Bank common stock. Following this conversation, Sandler O'Neill communicated Bankshares' proposal to
Community Bank's management.

        At a special telephonic meeting held on January 21, 2005, Community Bank's board of directors received an update on the status of the
negotiations with Bankshares with respect to the proposed merger, including the proposed merger consideration, the terms of the proposed
merger agreement, and the due diligence process.

        At a special meeting held on January 24, 2005, Community Bank's outside legal counsel reviewed with Community Bank's board of
directors its duties under Virginia law and the principal provisions of the proposed merger agreement. Special attention was given to the
provisions of the proposed merger agreement limiting the ability of Community Bank's board of directors to pursue another offer, including the
fee of $7 million that would be payable to Bankshares under certain conditions. Sandler O'Neill gave a presentation that analyzed, among other
matters, the financial terms of the transaction between Community Bank and Bankshares. Community Bank's board of directors requested that
Sandler O'Neill render an opinion as to whether the merger consideration to be received by Community Bank shareholders in the transaction
proposed by Bankshares was fair, from a financial point of view, to Community Bank's shareholders. After its presentation, Sandler O'Neill
delivered its oral opinion, subsequently confirmed in writing, that as of the date of the merger agreement, and subject to the assumptions made,
procedures followed, matters considered and limitations of the review undertaken, the consideration to be received by Community Bank's
shareholders pursuant to the merger agreement was fair to such shareholders from a financial point of view. The full text of Sandler O'Neill's
fairness opinion, as updated to the date of this proxy statement/prospectus, which sets forth the assumptions made, procedures followed, matters
considered and limits of the review undertaken, is attached as Appendix D to this proxy statement/ prospectus. After deliberation and questions,
Community Bank's board of directors unanimously (1) determined that the merger agreement and the transactions contemplated by the merger
agreement are fair to and in the best interests of Community Bank and its shareholders, (2) approved and adopted the merger agreement and the
transactions contemplated thereby and (3) recommended that Community Bank's shareholders approve the merger agreement.

        On January 24, 2005, Bankshares' board of directors approved the merger agreement. Following these board meetings, representatives of
Community Bank and Bankshares finalized the merger agreement and other transaction documents, and Community Bank and Bankshares
executed the merger agreement late in the evening of January 24, 2005. Community Bank and Bankshares publicly announced the transaction
before the beginning of trading on the NASDAQ National Market on January 25, 2005.
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Community Bank's Reasons for the Merger; Recommendation of Community Bank's Board of Directors

        In reaching its determination to approve and adopt the merger agreement and the transactions contemplated thereby, and to recommend the
merger agreement to Community Bank shareholders, Community Bank's board of directors consulted with Community Bank's management and
its financial and legal advisors, and considered a number of factors. The following include the material factors considered by Community Bank's
board of directors:

�
the familiarity of Community Bank's board of directors with and review of Community Bank's business, operations,
financial condition and earnings on an historical and a prospective basis, including, without limitation, its potential growth
and profitability;

�
the review by Community Bank's board of directors, based on the presentation of its financial advisor, Sandler O'Neill, of
the business, operations, financial condition and earnings of Bankshares on an historical and a prospective basis and of the
combined company on a pro forma basis and the historical stock price performance and liquidity of Bankshares common
stock, and the resulting relative interests of Community Bank shareholders and Bankshares stockholders in the common
equity of the combined company;

�
the current and prospective economic and competitive environment facing community banking institutions generally, and
Community Bank in particular, including the continued rapid consolidation in northern Virginia, and the competitive effects
of the increased consolidation on community banking institutions such as Community Bank particularly in the northern
Virginia market;

�
the value to be received by holders of Community Bank common stock under the merger agreement in relation to the
historical trading prices of Community Bank common stock, including the fact that the proposed consideration to be
received by holders of Community Bank common stock under the merger agreement represented a premium of
approximately 16% over the closing price of Community Bank common stock on January 21, 2005;

�
the increase in the pro forma dividends and earnings per share of Community Bank shareholders receiving shares of
Bankshares common stock in the merger and the ability of these shareholders to participate in the potential growth of their
investment following the merger;

�
the financial analyses and other information presented by Sandler O'Neill to Community Bank's board of directors with
respect to the merger and the opinion delivered to the board by Sandler O'Neill to the effect that, as of the date of that
opinion, the merger consideration was fair to the holders of Community Bank common stock from a financial point of view;

�
the option of Community Bank shareholders to elect to receive cash for some or all of their shares of Community Bank
common stock, subject to proration under certain circumstances;

�
the other alternative strategic options potentially available to Community Bank, including remaining independent;

�
the assessment by Community Bank's board of directors of Bankshares' ability to fund the cash portion of the merger
consideration;

�
the previous experience of Bankshares' management in completing acquisition transactions;

�
the terms of the merger agreement, which provide for representations, warranties and covenants, conditions to closing and
rights related to termination and payment of termination fees that are substantially similar to the representations, warranties,
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�
the ability of Community Bank's board of directors to terminate the merger agreement, subject to certain conditions, to
accept a superior proposal from a third party;

�
the ability of Community Bank's board of directors to terminate the merger agreement under limited circumstances in the
event that the price of Bankshares common stock declines and Bankshares common stock underperforms in relation to the
NASDAQ Bank Index;

�
the general impact that the merger could be expected to have on the constituencies served by Community Bank, including its
customers, employees and communities;

�
the expectation that the merger would constitute a reorganization under Section 368(a) of the Internal Revenue Code and that
it would be accounted for as a purchase for accounting and financial reporting purposes;

�
the corporate governance aspects of the merger, including the fact that Bankshares has agreed to appoint at least two, but not
more than three, members of the board of directors of Community Bank to the board of directors of MSD&T, which is
expected to provide a degree of continuity and involvement by Community Bank following the merger, in the interest of
Community Bank's customers and employees;

�
the results of the due diligence investigation of Bankshares conducted by Community Bank's management and advisors; and

�
the assessment by Community Bank's board of directors, based on Bankshares' recent acquisition of F&M Bancorp,
concerning the likelihood that all required regulatory approvals would be obtained promptly.

        Community Bank's board of directors also considered:

�
the fact that Community Bank's directors and officers might be deemed to have interests in the merger that are in addition to
their interests generally as Community Bank shareholders, which have the potential effect to influence such directors' and
officers' views and actions in connection with the merger;

�
the risk that the benefits sought in the merger would not be fully realized;

�
the risk that the merger would not be consummated;

�
the taxable nature of the transaction for United States federal income tax purposes for Community Bank shareholders who
receive cash in exchange for their shares of Community Bank common stock;

�
the effect of the public announcement of the merger on Community Bank's customer relationships, ability to retain
employees and the trading price of Community Bank common stock; and

�
the $7 million termination fee payable, under certain circumstances, by Community Bank to Bankshares, including the risk
that the termination fee might discourage third parties from offering to acquire Community Bank by increasing the cost of a
third party acquisition, and recognition that the termination fee was a condition to Bankshares' willingness to enter into the
merger agreement.

        In the judgment of Community Bank's board of directors, the potential benefits of the merger outweigh these considerations.

        The preceding discussion of the information and factors considered by Community Bank's board of directors was not intended to be
exhaustive, but, rather, includes all of the material factors considered by it in connection with its evaluation of the merger. In reaching its
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determination to approve and
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adopt the merger agreement and recommend that Community Bank shareholders approve the merger agreement, Community Bank's board of
directors did not quantify, rank or otherwise assign any relative or specific weights to the factors considered in reaching that determination. In
addition, Community Bank's board of directors did not undertake to make any specific determination as to whether any factor, or any particular
aspect of any factor, supported or did not support its ultimate determination. Moreover, in considering the information and factors described
above, individual directors may have given differing weights to different factors. Community Bank's board of directors based its determination
on the totality of the information presented.

Community Bank's board of directors unanimously determined that the merger agreement and the transactions contemplated by
the merger agreement are fair to and in the best interests of Community Bank and its shareholders. Accordingly, Community Bank's
board of directors unanimously approved and adopted the merger agreement and the transactions contemplated thereby, and
unanimously recommends that Community Bank shareholders vote "FOR" the proposal to approve the merger agreement.

Opinion of Community Bank's Financial Advisor

        By letter dated December 30, 2004, Community Bank retained Sandler O'Neill to act as its financial advisor in connection with a possible
business combination with a second party. Sandler O'Neill is a nationally recognized investment banking firm whose principal business specialty
is financial institutions. In the ordinary course of its investment banking business, Sandler O'Neill is regularly engaged in the valuation of
financial institutions and their securities in connection with mergers and acquisitions and other corporate transactions.

        Sandler O'Neill acted as financial advisor to Community Bank in connection with the proposed merger and participated in certain of the
negotiations leading to the merger agreement. At the January 24, 2005 meeting at which Community Bank's board considered and approved the
merger agreement, Sandler O'Neill delivered to the board its oral opinion, subsequently confirmed in writing that, as of such date, the merger
consideration was fair to Community Bank's shareholders from a financial point of view. Sandler O'Neill has confirmed its January 24, 2005
opinion by delivering to the board of Community Bank a written opinion dated the date of this proxy statement/prospectus. In rendering its
updated opinion, Sandler O'Neill confirmed the appropriateness of its reliance on the analyses used to render its earlier opinion by reviewing the
assumptions upon which its analyses were based, performing procedures to update certain of its analyses and reviewing the other factors
considered in rendering its opinion. The full text of Sandler O'Neill's updated opinion is attached as Appendix D to this proxy
statement/prospectus. The opinion outlines the procedures followed, assumptions made, matters considered and qualifications and
limitations on the review undertaken by Sandler O'Neill in rendering its opinion. The description of the opinion set forth below is
qualified in its entirety by reference to the opinion. Sandler O'Neill urges Community Bank shareholders to read the entire opinion
carefully in connection with their consideration of the proposed merger.

Sandler O'Neill's opinion speaks only as of the date of the opinion. The updated opinion was directed to the Community Bank
board and is directed only to the fairness of the merger consideration to Community Bank shareholders from a financial point of view.
It does not address the underlying business decision of Community Bank to engage in the merger or any other aspect of the merger and
is not a recommendation to any Community Bank shareholder as to how such shareholder should vote at the special meeting with
respect to the merger, the form of consideration such shareholder should elect or any other matter.

        In connection with rendering its January 24, 2005 opinion, Sandler O'Neill reviewed and considered, among other things:

(1)
the merger agreement;
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(2)
certain publicly available financial statements and other historical financial information of Community Bank that Sandler
O'Neill deemed relevant;

(3)
certain publicly available financial statements and other historical financial information of Bankshares that Sandler O'Neill
deemed relevant;

(4)
an internal budget for Community Bank for the year ending December 31, 2005 furnished by and reviewed with senior
management of Community Bank;

(5)
median earnings per share estimates for Bankshares for the year ending December 31, 2005 published by I/B/E/S and
reviewed with and confirmed by, senior management of Bankshares; and the long term estimates of earnings per share
growth rates published by I/B/E/S and reviewed with and confirmed by senior management of Bankshares;

(6)
the pro forma financial impact of the merger on Bankshares based on assumptions relating to purchase accounting
adjustments, transaction expenses and cost savings determined by and reviewed with senior management of Community
Bank and discussed with Lehman Brothers Inc., in its capacity as financial advisor to Bankshares and, as to cost savings,
also discussed with senior management of Bankshares;

(7)
the publicly reported historical price and trading activity for Community Bank's and Bankshares' common stock, including a
comparison of certain financial and stock market information for Community Bank and Bankshares with similar publicly
available information for certain other companies the securities of which are publicly traded;

(8)
the financial terms of certain recent business combinations in the commercial banking industry, to the extent publicly
available;

(9)
the current market environment generally and the banking environment in particular; and

(10)
such other information, financial studies, analyses and investigations and financial, economic and market criteria as Sandler
O'Neill considered relevant.

        Sandler O'Neill also discussed with certain members of senior management of Community Bank the business, financial condition, results of
operations and prospects of Community Bank and held similar discussions with certain members of senior management of Bankshares regarding
the business, financial condition, results of operations and prospects of Bankshares. In connection with its engagement, Sandler O'Neill was not
asked to, and did not, solicit indications of interest in a potential transaction from third parties.

        In performing its reviews and analyses and in rendering its opinion, Sandler O'Neill relied upon the accuracy and completeness of all of the
financial and other information that was available to it from public sources, that was provided by Community Bank or Bankshares or their
respective representatives, or that was otherwise reviewed by Sandler O'Neill and have assumed such accuracy and completeness for purposes of
rendering the opinion. Sandler O'Neill further relied on the assurances of management of Community Bank and Bankshares that they were not
aware of any facts or circumstances that would make any of the information provided by Community Bank and Bankshares, respectively,
inaccurate or misleading. Sandler O'Neill has not been asked to undertake, and has not undertaken, an independent verification of any of such
information and Sandler O'Neill does not assume any responsibility or liability for the accuracy or completeness thereof. Sandler O'Neill did not
make an independent evaluation or appraisal of the specific assets, the collateral securing assets or the liabilities (contingent or otherwise) of
Community Bank or Bankshares or any of their subsidiaries, or the collectibility of any such assets, nor has Sandler O'Neill been furnished with
any such evaluations or appraisals. Sandler O'Neill did not make an independent evaluation of the adequacy of the allowance for loan losses of
Community Bank or Bankshares nor has Sandler O'Neill reviewed any individual credit files relating to Community Bank or Bankshares.
Sandler O'Neill assumed, with Community
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Bank's consent, that the respective allowances for loan losses for both Community Bank and Bankshares are adequate to cover such losses.

        Sandler O'Neill's opinion was necessarily based upon market, economic and other conditions as they existed on, and could be evaluated as
of, the date of its opinion. Sandler O'Neill assumed, in all respects material to its analysis, that all of the representations and warranties contained
in the merger agreement and all related agreements are true and correct, that each party to such agreements will perform all of the covenants
required to be performed by such party under such agreements and that the conditions precedent in the merger agreement are not waived.
Sandler O'Neill also assumed, with Community Bank's consent, that there has been no material change in Community Bank's and Bankshares'
assets, financial condition, results of operations, business or prospects since the date of the last financial statements made available to them, that
Community Bank and Bankshares will remain as going concerns for all periods relevant to its analyses, and that the merger will qualify as a
tax-free reorganization for federal income tax purposes. Finally, with Community Bank's consent, Sandler O'Neill relied upon the advice
received from its legal, accounting and tax advisors as to all legal, accounting and tax matters relating to the merger agreement and the other
transactions contemplated by the merger agreement.

        In rendering its January 24, 2005 opinion, Sandler O'Neill performed a variety of financial analyses. The following is a summary of the
material analyses performed by Sandler O'Neill, but is not a complete description of all the analyses underlying Sandler O'Neill's opinion. The
summary includes information presented in tabular format. In order to fully understand the financial analyses, these tables must be read
together with the accompanying text. The tables alone do not constitute a complete description of the financial analyses. The preparation
of a fairness opinion is a complex process involving subjective judgments as to the most appropriate and relevant methods of financial analysis
and the application of those methods to the particular circumstances. The process, therefore, is not necessarily susceptible to a partial analysis or
summary description. Sandler O'Neill believes that its analyses must be considered as a whole and that selecting portions of the factors and
analyses considered without considering all factors and analyses, or attempting to ascribe relative weights to some or all such factors and
analyses, could create an incomplete view of the evaluation process underlying its opinion. Also, no company included in Sandler O'Neill's
comparative analyses described below is identical to Community Bank or Bankshares and no transaction is identical to the merger. Accordingly,
an analysis of comparable companies or transactions involves complex considerations and judgments concerning differences in financial and
operating characteristics of the companies and other factors that could affect the public trading values or merger transaction values, as the case
may be, of Community Bank or Bankshares and the companies to which they are being compared.

        The financial projections used and relied upon by Sandler O'Neill in its analyses for Community Bank were reviewed with the senior
management of Community Bank who confirmed to Sandler O'Neill that those projections reflected the best currently available estimates and
judgments of such management of the future financial performance of Community Bank. The I/B/E/S earnings per share and growth rate
estimates used and relied upon by Sandler O'Neill in its analyses for Bankshares were reviewed with the senior management of Bankshares who
confirmed to Sandler O'Neill that those estimates reflected the best currently available estimates and judgments of such management of the
future financial performance of Bankshares. The projections of transaction costs, estimates of purchase accounting adjustments and expected
cost savings relating to the merger used and relied upon by Sandler O'Neill in its analyses were determined by, and reviewed with, senior
management of Community Bank and such management confirmed that those projections reflected the best currently available estimates and
judgments of such management. These projections were discussed with Lehman Brothers Inc., in its capacity as financial advisor to Bankshares,
and, in the case of cost savings, with senior management of Bankshares. With respect to all projections and estimates used in its analyses,
Sandler O'Neill assumed that financial performance reflected in those projections and estimates would
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be achieved. Sandler O'Neill expressed no opinion as to such financial projections or estimates or the assumptions on which they were based.
These projections, as well as the other estimates used by Sandler O'Neill in its analyses, were based on numerous variables and assumptions
which are inherently uncertain and, accordingly, actual results could vary materially from those set forth in such projections.

        In performing its analyses, Sandler O'Neill also made numerous assumptions with respect to industry performance, business and economic
conditions and various other matters, many of which cannot be predicted and are beyond the control of Community Bank, Bankshares and
Sandler O'Neill. The analyses performed by Sandler O'Neill are not necessarily indicative of actual values or future results, which may be
significantly more or less favorable than suggested by such analyses. Sandler O'Neill prepared its analyses solely for purposes of rendering its
opinion and provided such analyses to the Community Bank board at the board's January 24, 2005 meeting. Estimates on the values of
companies do not purport to be appraisals or necessarily reflect the prices at which companies or their securities may actually be sold. Such
estimates are inherently subject to uncertainty and actual values may be materially different. Accordingly, Sandler O'Neill's analyses do not
necessarily reflect the value of Community Bank's common stock or Bankshares' common stock or the prices at which Community Bank's or
Bankshares' common stock may be sold at any time.

        Summary of the Merger.    Sandler O'Neill reviewed the financial terms of the merger agreement. Assuming the fixed exchange ratio of
0.4005 of a share of Bankshares common stock for each share of Community Bank common stock (and the average closing price of Bankshares
common stock over the ten-day trading period ending on January 21, 2005 of $50.41), or fixed cash consideration of $20.375 per share, and that
60% of Community Bank's shares are exchanged for shares of Bankshares common stock and 40% of Community Bank's shares are exchanged
for cash, Sandler O'Neill calculated an implied transaction value of $20.375 per share. Based upon per-share financial information for
Community Bank for the twelve months ended December 30, 2004, Sandler O'Neill calculated the following ratios:

Transaction Ratios

Transaction value/Last 12 months' EPS 23.3x
Transaction value/Estimated 2005 EPS(1) 19.6x
Transaction value/Tangible book value per share 345.5%
Transaction value/Stated book value per share 343.2%
Tangible book premium/ Core Deposits(2) 28.9%

(1)
Based upon Community Bank management estimates

(2)
Core deposits exclude time deposits with account balances greater than $100,000 and brokered CDs. Tangible book premium/core
deposits calculated by dividing the excess of the aggregate transaction value of $212.4 million over tangible book value by core
deposits.

        For purposes of Sandler O'Neill's analyses, earnings per share were based on fully diluted earnings per share. The aggregate transaction
value was approximately $212.4 million, based upon 10,166,577 shares of Community Bank common stock outstanding and including the
intrinsic value of options to purchase 353,500 shares of Community Bank common stock at a weighted average strike price of $5.42. Sandler
O'Neill noted that the per share transaction value represented a 15.9% premium to the January 21, 2005 closing price of Community Bank's
common stock of $17.58.

        Stock Trading History.    Sandler O'Neill reviewed the history of the reported trading prices and volume of Community Bank's and
Bankshares' common stock for the one-year and three-year periods ended January 21, 2005. Sandler O'Neill compared the relationship between
the movements in the
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prices of Community Bank's common stock to movements in the prices of Bankshares common stock, the NASDAQ Bank Index, S&P 500
Index, and the weighted average (by market capitalization) performance of composite peer groups of publicly traded commercial banks selected
by Sandler O'Neill for Community Bank. Sandler O'Neill compared the relationship between the movements in the prices of Bankshares'
common stock to movements in the prices of Community Bank common stock, the NASDAQ Bank Index, S&P 500 Index, and the weighted
average (by market capitalization) performance of composite peer groups of publicly traded commercial banks selected by Sandler O'Neill for
Bankshares. The composition of the peer groups for Community Bank and Bankshares, respectively, is discussed under the relevant section
under "Comparable Company Analysis" below.

        During the one-year period ended January 21, 2005, the Community Bank common stock underperformed the Bankshares common stock,
the various indices and the peer group to which it was compared. Over the three-year period ended January 21, 2005, the Community Bank
common stock generally outperformed the Bankshares common stock and the indices to which it was compared while it generally
underperformed the peer group.

Community Bank's Stock Performance

Beginning Index Value
January 21, 2004

Ending Index Value
January 21, 2005

Community Bank 100.00% 93.51%
Bankshares 100.00 112.32
Community Bank Peer Group 100.00 102.31
NASDAQ Bank Index 100.00 103.35
S&P 500 Index 100.00 101.76

Beginning Index Value
January 18, 2002

Ending Index Value
January 21, 2005

Community Bank 100.00% 152.87%
Bankshares 100.00 112.64
Community Bank Peer Group 100.00 174.90
NASDAQ Bank Index 100.00 142.45
S&P 500 Index 100.00 103.57
        During the one-year period ended January 21, 2005, the Bankshares common stock generally outperformed the Community Bank common
stock, the various indices and the peer group to which it was compared. During the three-year period ended January 21, 2005, the Bankshares
common stock underperformed the Community Bank common stock, the Nasdaq Bank Index and the peer group to which it was compared. The
Bankshares common stock generally performed on par or modestly outperformed the S&P 500 Index over the same period of time.

Bankshares' Stock Performance

Beginning Index Value
January 21, 2004

Ending Index Value
January 21, 2005

Bankshares 100.00% 112.32%
Community Bank 100.00 93.51
Bankshares Peer Group 100.00 103.77
NASDAQ Bank Index 100.00 103.35
S&P 500 Index 100.00 101.76
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Beginning Index Value
January 18, 2002

Ending Index Value
January 21, 2005

Bankshares 100.00% 112.64%
Community Bank 100.00 152.87
Bankshares Peer Group 100.00 124.95
NASDAQ Bank Index 100.00 142.45
S&P 500 Index 100.00 103.57
        Comparable Company Analysis.    Sandler O'Neill used publicly available information to compare selected financial and market trading
information for Community Bank and Bankshares, respectively and two different groups of commercial banks selected by Sandler O'Neill.

        The comparable group for Community Bank consisted of the following publicly traded commercial banks located in Maryland, Virginia,
and the District of Columbia:

Abigail Adams National Bancorp, Inc.
Access National Corporation
Alliance Bankshares Corporation
Annapolis Bancorp, Inc.
Cardinal Financial Corporation
Columbia Bancorp
Eagle Bancorp, Inc.
Eagle Financial Services, Inc.
Fauquier Bankshares, Inc.
First United Corporation
IBW Financial Corporation(2)
James Monroe Bancorp, Inc.

Middleburg Financial Corporation
Millennium Bankshares Corporation
National Capital Bank of Washington(2)
Old Line Bancshares, Inc.
Premier Community Bankshares
    Incorporated(1)
Sandy Spring Bancorp, Inc.
Shore Financial Corporation
Tri-County Financial Corporation
United Financial Banking Companies, Inc.
Virginia Commerce Bancorp, Inc.(1)
Virginia Financial Group, Inc.

(1)
Data as of and for the twelve-month period ended December 31, 2004.

(2)
Data as of and for the twelve-month period ended June 30, 2004.

        The analysis compared publicly available financial and market trading information for Community Bank as of and for the twelve-month
period ended December 31, 2004 and the data for the comparable peer group as of and for the twelve-month period ended September 30, 2004
(unless noted otherwise above). The table below compares the data for Community Bank as of and for the twelve-month period ended
December 31, 2004 and the median data for the comparable peer group as of and for the twelve-month period ended September 30, 2004 (unless
noted otherwise above) with pricing data as of January 21, 2005.
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Comparable Group Analysis

Community
Bank

Peer Group
Median

Total assets (in millions) $ 879.9 $ 424.8
Tangible equity/Tangible assets 6.82% 7.73%
LTM Return on average assets 1.08% 1.01%
LTM Return on average equity 15.76% 11.43%
Price/Tangible book value 298.1% 217.8%
Price/LTM earnings per share 20.0x 19.4x
Price/Estimated 2005 earnings per share 16.7x(1) 16.2x(2)
Market Capitalization (in millions) $ 178.7 $ 078.0

(1)
Based on Community Bank management estimate.

(2)
I/B/E/S median.

        The comparable group for Bankshares consisted of the following publicly traded commercial banks located in the Northeast, Mid-Atlantic,
and Midwest regions of the United States:

Associated Banc-Corp(1)
Citizens Banking Corporation(1)
Commerce Bancshares, Inc.(1)
FirstMerit Corporation(1)
Fulton Financial Corporation(1)
Hudson United Bancorp
Old National Bancorp

Sky Financial Group, Inc.
Susquehanna Bancshares, Inc.
TCF Financial Corporation(1)
Valley National Bancorp
Webster Financial Corporation
Wilmington Trust Corporation

(1)
Data as of and for the twelve-month period ended December 31, 2004

        The analysis compared publicly available financial and market trading information for Bankshares as of and for the twelve-month period
ended December 31, 2004 and the data for the comparable peer group as of and for the twelve-month period ended September 30, 2004 (unless
noted otherwise above). The table below compares the data for Bankshares as of and for the twelve-month period ended December 31, 2004 and
the median data for the comparable peer group as of and for the twelve-month period ended September 30, 2004 (unless noted otherwise above)
with pricing data as of January 21, 2005.

Comparable Group Analysis

Bankshares
Peer Group

Median

Total assets (in millions) $ 14,425.7 $ 10,630.9
Tangible equity/Tangible assets 9.82% 6.51%
LTM Return on average assets 1.64% 1.43%
LTM Return on average equity 12.26% 15.19%
Price/Tangible book value 293.3% 320.3%
Price/LTM earnings per share 17.5x 15.5x
Price/Estimated 2005 earnings per share(1) 15.5x 13.8x
Market Capitalization (in millions) $ 3,992.0 $ 2,569.9

(1)
I/B/E/S median
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        Analysis of Selected Merger Transactions.    Sandler O'Neill reviewed 9 merger transactions announced from January 1, 2003 through
January 21, 2005 involving commercial banks acquired in
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Maryland, Virginia, and the District of Columbia (the "Regional Group") with announced transaction values greater than $15 million. Sandler
O'Neill also reviewed 120 merger transactions announced in the United States (the "Nationwide Group") from January 1, 2004 through
January 21, 2005 involving commercial banks with announced transaction values greater than $15 million. Sandler O'Neill reviewed the
following multiples: transaction price at announcement to last twelve months' EPS, transaction price to estimated EPS, transaction price to book
value per share, transaction price to tangible book value per share, tangible book premium to core deposits, and premium to current market price.
Sandler O'Neill computed a high, low, mean, and median multiple and premium for the transactions. The median multiples from the Regional
Group and the median multiples for the Nationwide Group were applied to Community Bank's financial information as of and for the twelve
months ended December 31, 2004. As illustrated in the following table, Sandler O'Neill derived imputed ranges of values per share for
Community Bank's common stock of $16.28 to $22.88 based upon the median multiples for the commercial bank transactions in the Regional
Group and $14.86 to $22.29 based upon the median multiples for commercial bank transactions in the Nationwide Group.

Comparable Transaction Multiples

Median Regional
Group Multiple

Implied
Value

Median Nationwide
Group Multiple

Implied
Value

Transaction price/LTM EPS 23.7x $ 20.89(1) 24.1x $ 21.24(1)
Transaction price/ Est. EPS 18.0x $ 18.87(2) 18.4x $ 19.35(2)
Transaction price/Book value 274.3% $ 16.28(3) 250.4% $ 14.86(3)
Transaction price/Tangible book value 318.6% $ 18.79(3) 261.8% $ 15.44(3)
Tangible book premium/Core deposits(4) 23.9% $ 18.31(5) 19.7% $ 16.11(5)
Market Premium 30.1% $ 22.88(6) 26.8% $ 22.29(6)

(1)
Based on 10,343,967 LTM average diluted shares outstanding as of December 31, 2004.

(2)
Based on management's 2005 EPS estimate and 10,354,222 average diluted shares outstanding.

(3)
Based on 10,166,577 common shares outstanding as of December 31, 2004.

(4)
Assumes 18.66% of total deposits are non-core deposits.

(5)
Assumes Community Bank's total core deposits are $528.2 million. Tangible book premium/core deposits calculated by dividing the
excess of the aggregate transaction value of $212.4 million over tangible book value by core deposits.

(6)
Based upon stock price as of January 21, 2005.

        Discounted Dividend Stream and Terminal Value Analysis.    Sandler O'Neill performed an analysis that estimated the future stream of
after-tax dividend flows of Community Bank through December 31, 2007 under various circumstances, assuming Community Bank's projected
dividend stream and that Community Bank performed in accordance with Community Bank management's earnings projections through 2005.
For years after 2005, Sandler O'Neill assumed an annual growth rate of earnings per share of approximately 7%. To approximate the terminal
value of Community Bank's common stock at December 31, 2007, Sandler O'Neill applied price/earnings multiples ranging from 11.0x to 26.0x
and multiples of tangible book value ranging from 200% to 450%. The dividend income streams and terminal values were then discounted to
present values using different discount rates ranging from 9.0% to 14.0% chosen to reflect different assumptions regarding required rates of
return of holders or prospective buyers of Community Bank common stock. As illustrated in the following tables, this analysis indicated an
imputed range of values per share for Community Bank common stock of $10.68 to $27.00 when applying the price/earnings multiples and
$12.08 to $29.31 when applying multiples of tangible book value.
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Earnings Per Share Multiples

Discount
Rate 11.0x 14.0x 17.0x 20.0x 23.0x 26.0x

9.00% 12.16 15.12 18.09 21.06 24.03 27.00
10.00% 11.84 14.73 17.62 20.51 23.39 26.28
10.14% 11.80 14.67 17.55 20.43 23.31 26.18
11.00% 11.54 14.35 17.16 19.97 22.78 25.59
12.00% 11.24 13.98 16.72 19.45 22.19 24.92
13.00% 10.96 13.62 16.29 18.95 21.62 24.28
14.00% 10.68 13.28 15.87 18.47 21.06 23.66

Tangible Book Value Percentages

Discount
Rate 200% 250% 300% 350% 400% 450%

9.00% 13.75 16.86 19.98 23.09 26.20 29.31
10.00% 13.39 16.42 19.45 22.48 25.50 28.53
10.14% 13.34 16.36 19.38 22.39 25.41 28.42
11.00% 13.05 15.99 18.94 21.89 24.83 27.78
12.00% 12.71 15.58 18.45 21.32 24.19 27.06
13.00% 12.39 15.18 17.98 20.77 23.56 26.36
14.00% 12.08 14.80 17.52 20.24 22.96 25.68

        In addition, Sandler O'Neill performed an analysis that estimated the future stream of after-tax dividend flows of Bankshares through
December 31, 2007 under various circumstances, assuming Bankshares' projected dividend stream and that Bankshares performed in accordance
with the I/B/E/S earnings per share projections for 2005 and I/B/E/S long term growth rate estimates reviewed with and confirmed by
management of Bankshares. To approximate the terminal value of Bankshares common stock at December 31, 2007, Sandler O'Neill applied
price to price/earnings multiples of 10.0x to 25.0x. The dividend income streams and terminal values were then discounted to present values
using different discount rates ranging from 9.0% to 14.0% chosen to reflect different assumptions regarding required rates of return of holders or
prospective buyers of Bankshares common stock. As illustrated in the following table, this analysis indicated an imputed range of values per
share for Bankshares common stock of $30.14 to $78.76 when applying price to earnings multiples. The average closing price for Bankshares
common stock for the ten-trading days ending with January 21, 2005 was $50.87.

Earnings Per Share Multiples

Discount
Rate 10.0x 13.0x 16.0x 19.0x 22.0x 25.0x

9.00% 34.23 43.13 52.04 60.95 69.85 78.76
10.00% 33.35 42.02 50.68 59.35 68.01 76.68
10.14% 33.23 41.86 50.49 59.13 67.76 76.39
11.00% 32.50 40.94 49.37 57.80 66.24 74.67
12.00% 31.69 39.90 48.10 56.31 64.52 72.73
13.00% 30.90 38.89 46.88 54.88 62.87 70.86
14.00% 30.14 37.92 45.71 53.49 61.27 69.06

        In connection with its analyses, Sandler O'Neill considered and discussed with the Community Bank board how the present value analyses
would be affected by changes in the underlying assumptions, including variations with respect to net income. Sandler O'Neill noted that the
discounted dividend stream and terminal value analysis is a widely used valuation methodology, but the results of such methodology are highly
dependent upon the numerous assumptions that must be made, and the results thereof are not necessarily indicative of actual values or future
results.
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        Pro Forma Merger Analysis.    Sandler O'Neill analyzed certain potential pro forma effects of the merger, assuming the following: (1) the
merger closes on June 30, 2005, (2) 60% of the Community Bank shares are exchanged for Bankshares common stock at an exchange ratio of
0.4005x and the other 40% of Community Bank's shares are exchanged for $20.375 per share in cash, (3) earnings per share projections for
Community Bank are consistent with per share estimates for 2005 confirmed with Community Bank's management, (4) earnings per share
projections for Bankshares are consistent with per share estimates for 2005 published by I/B/E/S and confirmed with Bankshares' management,
(5) the purchase accounting adjustments, charges, transaction costs and cost savings associated with the merger determined by the senior
management of Community Bank, and (6) options to purchase shares of Community Bank common stock are converted into options to purchase
Bankshares common stock. The analyses indicated that for the year ending December 31, 2005, the merger would be accretive to Bankshares'
projected earnings per share and cash earnings per share and, at June 30, 2005 (the assumed closing date of the merger) the merger would be
dilutive to Bankshares' tangible book value per share. From the standpoint of a Community Bank shareholder receiving all stock in the merger,
for the year ending December 31, 2005, based on the assumptions provided above, the merger would be slightly accretive to both earnings per
share and dividends per share. At the assumed closing date of June 30, 2005, the merger would be accretive to tangible book value per share.
The actual results achieved by the combined company may vary from projected results and the variations may be material.

        Community Bank has agreed to pay Sandler O'Neill a transaction fee in connection with the merger of approximately $2,100,000 (based
upon the closing price of Bankshares common stock on March 23, 2005), of which $586,076 has been paid and the balance of which is
contingent, and payable, upon closing of the merger. The actual transaction fee will be 1.0% of a defined transaction value determined closer to
the closing of the merger. Sandler O'Neill has also received a fee of $50,000 for rendering its opinion, which fee will be credited against the
portion of the transaction fee payable upon closing of the merger. Community Bank has also agreed to reimburse certain of Sandler O'Neill's
reasonable out-of-pocket expenses incurred in connection with its engagement and to indemnify Sandler O'Neill and its affiliates and their
respective partners, directors, officers, employees, agents, and controlling persons against certain expenses and liabilities, including liabilities
under securities laws.

        Sandler O'Neill has provided certain other investment banking services to Community Bank in the past and has received compensation for
such services. In addition, Sandler O'Neill has in the past provided certain investment banking services to Bankshares and may provide, and
receive compensation for, such services in the future, including during the period prior to the closing of the merger.

        In the ordinary course of our business as a broker-dealer, Sandler O'Neill may purchase securities from and sell securities to Community
Bank and Bankshares and their affiliates. Sandler O'Neill may also actively trade the debt and/or equity securities of Community Bank or
Bankshares or their affiliates for our own account and for the accounts of our customers and, accordingly, may at any time hold a long or short
position in such securities.

Accounting Treatment

        Bankshares will account for the merger as a purchase, as that term is used under United States generally accepted accounting principles
("GAAP"), for accounting and financial reporting purposes. Under purchase accounting, the assets and liabilities of Community Bank as of the
effective time will be recorded at their respective fair values and added to those of Bankshares. The amount by which the purchase price paid by
Bankshares exceeds the fair value of the net tangible and identifiable intangible assets acquired by Bankshares through the merger will be
recorded as goodwill. Financial statements of Bankshares issued after the effective time will reflect these values and will not be restated
retroactively to reflect the historical financial position or results of operations of Community Bank. A comparison of the most recent annual
financial statements of Bankshares and Community Bank indicates that Bankshares' investment in Community Bank will represent less than 6%
of Bankshares' assets.
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Regulatory Approvals Required for the Merger

        Bankshares and Community Bank have agreed to use their best efforts to obtain all regulatory approvals required to consummate the
transactions contemplated by the merger agreement, which include the approval of the FDIC, the Maryland Commissioner of Financial
Regulation, and the State Corporation Commission of the Commonwealth of Virginia (through the Virginia Bureau of Financial Institutions).
We have made applications and other filings for these purposes. The merger cannot proceed without these regulatory approvals. It is presently
contemplated that if any additional governmental approvals or actions are required, such approvals or actions will be sought. Although
Bankshares and Community Bank expect to obtain all necessary regulatory approvals, there can be no assurance as to if and when these
regulatory approvals will be obtained. There can likewise be no assurance that the United States Department of Justice or any state attorney
general will not attempt to challenge the merger on antitrust grounds, or, if such a challenge is made, there can be no assurance as to its result.

        A regulatory body's approval may contain terms or impose conditions or restrictions relating or applying to, or requiring changes in or
limitations on, the operation or ownership of any asset or business of Bankshares, Community Bank or any of their subsidiaries, or Bankshares'
ownership of Community Bank, or requiring asset divestitures. If approval of this nature occurs, the merger agreement permits Bankshares to
decline to consummate the merger. We can give no assurance that the required regulatory approvals will be obtained on terms that satisfy the
conditions to closing of the merger or within the time frame contemplated by Bankshares and Community Bank. See "The Merger
Agreement�Conditions to the Completion of the Merger" on page 50.

Material United States Federal Income Tax Consequences

General

        The following discusses the material United States federal income tax consequences of the merger. This discussion is based on the Internal
Revenue Code of 1986, as amended, applicable Treasury regulations, administrative interpretations and court decisions as in effect as of the date
of this proxy statement/prospectus, all of which may change, possibly with retroactive effect.

        This discussion only addresses the consequences of the exchange of shares of Community Bank common stock held as capital assets. It
does not address all aspects of federal income taxation that may be important to a Community Bank shareholder in light of that shareholder's
particular circumstances or to a Community Bank shareholder subject to special rules, such as:

�
a shareholder who is not a citizen or resident of the United States;

�
a financial institution or insurance company;

�
a tax-exempt organization;

�
a dealer or broker in securities;

�
a shareholder who holds his Community Bank common stock as part of a hedge, appreciated financial position, straddle,
conversion or other integrated transaction; or

�
a shareholder who acquired his Community Bank common stock pursuant to the exercise of compensatory options or
otherwise as compensation.

Federal Income Tax Consequences of the Transaction

        Tax Opinions.    Bankshares has received an opinion of Davis Polk & Wardwell, and Community Bank has received an opinion of
Hunton & Williams LLP (together with Davis Polk & Wardwell, "tax counsel"), each dated as of the date of this proxy statement/prospectus, to
the effect that the merger will be a reorganization within the meaning of Section 368(a) of the Internal Revenue Code and that
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Bankshares, MSD&T and Community Bank will each be a party to that reorganization within the meaning of Section 368(b) of the Internal
Revenue Code. It is a condition to the obligation of each of Bankshares and Community Bank to complete the merger that the relevant tax
counsel deliver the same opinions as of the closing date of the merger. Neither Bankshares nor Community Bank intends to waive this condition.

        The opinions of tax counsel regarding the merger have relied, and the opinions regarding the merger as of the closing date (the "closing
date opinions") will each rely, on (1) representations and covenants made by Bankshares and Community Bank, including those contained in
certificates of officers of Bankshares and Community Bank, and (2) certain assumptions, including an assumption regarding the completion of
the merger in the manner contemplated by the merger agreement. In addition, the opinions of tax counsel have assumed, and tax counsel's ability
to provide the closing date opinions will depend on, the absence of changes in existing facts or in law between the date of this proxy
statement/prospectus and the closing date of the merger. If any of those representations, covenants or assumptions is inaccurate, tax counsel may
not be able to provide the required closing date opinions or the tax consequences of the merger could differ from those described in the opinions
that tax counsel have delivered. An opinion of tax counsel neither binds the Internal Revenue Service ("IRS") nor precludes the IRS or the courts
from adopting a contrary position. Neither Bankshares nor Community Bank intends to obtain a ruling from the IRS on the tax consequences of
the merger.

        Federal Income Tax Treatment of the Merger.    The merger will be a reorganization within the meaning of Section 368(a) of the Internal
Revenue Code, and Bankshares, MSD&T and Community Bank will each be a party to that reorganization within the meaning of Section 368(b)
of the Internal Revenue Code. None of Bankshares, MSD&T and Community Bank will recognize any gain or loss for federal income tax
purposes as a result of the merger.

        Federal Income Tax Consequences to Community Bank Shareholders.    For federal income tax purposes:

�
A holder of Community Bank common stock who receives only shares of Bankshares common stock in the merger generally
will not recognize any gain or loss, except for any gain or loss recognized with respect to cash received in lieu of a fractional
share of Bankshares common stock. See "�Cash Received in Lieu of a Fractional Share."

�
A holder of Community Bank common stock who receives only cash in the merger will recognize gain or loss equal to the
difference between the amount of cash received and the holder's adjusted federal income tax basis in the shares of
Community Bank common stock surrendered in exchange. (If, however, a holder of Community Bank common stock
actually or constructively owns shares of Bankshares common stock after the merger, the shareholder might be subject to
dividend treatment in certain circumstances. See "�Possible Treatment of Cash as a Dividend.")

�
A holder of Community Bank common stock who receives both Bankshares common stock and cash in the merger will not
recognize any loss on the exchange, and will recognize gain (if any) equal to the lesser of: (1) the amount of cash received
(other than cash received in lieu of a fractional share); and (2) the amount of gain realized (that is, the excess of the sum of
the amount of cash received and the fair market value, on the date of the merger, of the shares of Bankshares common stock
received over the shareholder's adjusted federal income tax basis for the shares of Community Bank common stock
surrendered in exchange). See "The Merger Agreement�Proration" regarding the potential for Community Bank's
shareholders to receive Bankshares common stock and cash.

�
A holder of Community Bank common stock who receives Bankshares common stock will have a tax basis in the
Bankshares common stock received in the merger equal to the adjusted federal income tax basis of the shares of Community
Bank common stock surrendered (other than any basis allocable to cash received in lieu of a fractional share of Community
Bank common stock), increased by the amount of gain, if any, recognized (other than any gain recognized with respect to
cash received in lieu of a fractional share), and decreased by the amount of cash, if any, received (other than cash received in
lieu of a fractional share).

40

Edgar Filing: MERCANTILE BANKSHARES CORP - Form POS AM

58



�
The holding period for shares of Bankshares common stock received in exchange for shares of Community Bank common
stock in the merger will include the holding period for the shares of Community Bank common stock surrendered in the
merger.

�
In the case of a Community Bank shareholder who holds shares of Community Bank common stock with differing tax bases
and/or holding periods, the preceding rules must be applied separately to each identifiable block of shares of Community
Bank common stock.

        Capital Gain Treatment.    Any gain recognized with respect to shares of Community Bank common stock as a consequence of
participating in the merger will generally be capital gain, and generally will be long-term capital gain if the shares have been held for more than
one year. Long-term capital gain is generally taxable to individual shareholders at the rate of 15% for United States federal income tax purposes.

        Possible Treatment of Cash as a Dividend.    It is anticipated that any gain recognized by most Community Bank shareholders will be
treated as capital gain, as described above. However, it is possible that a Community Bank shareholder would instead be required to treat all or
part of such gain as dividend income, if that shareholder's percentage ownership in Bankshares (including shares that the shareholder is deemed
to own) after the transaction is not meaningfully reduced from what the shareholder's percentage ownership would have been if the holder had
received solely shares of Bankshares common stock rather than a combination of cash and Bankshares common stock in the merger. A
Community Bank shareholder described in the preceding sentence should consult its own tax advisor about whether the shareholder's receipt of
cash in the merger will be treated as capital gain or dividend income under the Internal Revenue Code.

        Cash Received in Lieu of a Fractional Share.    Holders will generally recognize gain or loss on any cash received in lieu of a fractional
share of Bankshares common stock. The amount of such gain or loss will be equal to the difference between the amount of cash received in lieu
of the fractional share and the portion of the holder's aggregate adjusted tax basis of the shares of Community Bank common stock surrendered
that is allocable to the fractional share. Such gain or loss generally will be long-term capital gain or loss if the holding period for Community
Bank common stock is more than one year as of the date of the merger.

        Federal Income Tax Consequences to Bankshares Stockholders.    For federal income tax purposes, holders of Bankshares common stock
will not recognize gain or loss as a result of the merger.

Backup Withholding and Information Reporting

        Information returns will be filed with the IRS in connection with cash payments for shares of Community Bank common stock pursuant to
the merger. Backup withholding at a rate of 28% may apply to cash paid to a Community Bank shareholder, unless the shareholder furnishes a
correct taxpayer identification number and certifies that he or she is not subject to backup withholding on the substitute Form W-9 included in
the letter of transmittal to be delivered to the shareholder following the completion of the merger.

        Any amount withheld under the backup withholding rules will be allowable as a refund or credit against United States federal income tax
liability, provided required information is furnished to the IRS. The IRS may impose a penalty upon any taxpayer that fails to provide the correct
taxpayer identification number.

Reporting Requirements

        If you receive Bankshares common stock as a result of the merger, you will be required to retain records pertaining to the merger and you
will be required to file with your United States federal
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income tax return for the year in which the merger takes place a statement setting forth facts relating to the merger, including:

�
the cost or other basis of your shares of Community Bank common stock transferred in the merger; and

�
the fair market value of the Bankshares common stock and the amount of cash you receive in the merger.

        This discussion of material United States federal income tax consequences is not a complete analysis or description of all potential federal
income tax consequences of the merger. This discussion does not address tax consequences that may vary with, or are contingent on, individual
circumstances. In addition, it does not address any non-income tax or any foreign, state or local tax consequences of the merger. Accordingly,
we strongly urge each Community Bank shareholder to consult his or her own tax advisor to determine the particular United States
federal, state, local or foreign income or other tax consequences of the merger to him or her.

THE MERGER AGREEMENT

The following is a summary of the material terms and conditions of the merger agreement. This summary may not contain all the
information about the merger agreement that is important to you. This summary is qualified in its entirety by reference to the merger agreement
attached as Appendix A to this proxy statement/prospectus, which is incorporated by reference into this proxy statement/prospectus. We
encourage you to read the merger agreement in its entirety.

Explanatory Note Regarding the Summary of the Merger Agreement; Representations and Warranties in the Merger Agreement Are
Not Intended to Function or Be Relied on as Public Disclosures

        Our summary of the terms of the merger agreement is intended to provide information about the terms of the transaction. The terms and
information in the merger agreement should not be relied on as disclosures about Bankshares or Community Bank. Our public disclosures are
those we set forth in our public reports with the SEC, in the case of Bankshares, and the FDIC, in the case of Community Bank. The merger
agreement, although included as an appendix to this proxy statement/prospectus, is not intended to change or supplement the disclosures in our
public reports.

Structure of the Merger

        The merger agreement provides for a transaction in which Community Bank will merge with and into Mercantile-Safe Deposit and Trust
Company, a wholly-owned subsidiary of Bankshares ("MSD&T"). MSD&T will be the surviving bank in the merger. Each share of Community
Bank common stock issued and outstanding at the effective time of the merger will be converted into the right to receive either an amount of
cash or a number of shares of Bankshares common stock, as described below.

        The MSD&T charter will be the charter of the surviving bank after completion of the merger, and the MSD&T bylaws will be the bylaws of
the surviving bank. Upon completion of the merger, at least two, but not more than three, members of Community Bank's current board of
directors will be mutually selected by Community Bank and Bankshares to join the MSD&T board of directors.

Merger Consideration

        At the effective time of the merger, each share of Community Bank common stock issued and outstanding immediately prior to the
effective time will be converted into the right to receive either 0.4005 of a share of Bankshares common stock or $20.375 in cash, without
interest. Bankshares will pay cash for 40% of the outstanding shares of Community Bank common stock and issue shares of
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Bankshares common stock for 60% of the outstanding shares of Community Bank common stock. In this proxy statement/prospectus, we refer to
the cash and Bankshares common stock to be received in the merger by Community Bank shareholders as the merger consideration. Community
Bank shareholders will have the right to elect to convert their Community Bank common stock into cash or to make no election, subject to
proration to provide for the stock/cash allocation described in the preceding sentence. See "�Election Procedure."

        The merger agreement obligates Bankshares to have the Bankshares common stock to be issued in connection with the merger approved for
listing on the NASDAQ National Market, subject to official notice of issuance, prior to the effective time of the merger. Shares of Bankshares
common stock issued in the merger will be accompanied by the requisite number of rights under Bankshares' stockholders' rights agreement.
These rights are exercisable for Bankshares preferred stock or common stock under certain circumstances following certain acquisitions of, or
tender offers or exchange offers for, outstanding Bankshares common stock. See "Comparative Rights of Stockholders�Stockholders' Rights
Agreement." In our discussion, we refer to the number of shares of Bankshares common stock to be received for each share of Community Bank
common stock as the "exchange ratio" and the amount of cash to be received for each share of Community Bank common stock as the "cash
election price."

No assurance can be given that the current market price of Bankshares common stock will be equivalent to the market price of
Bankshares common stock on the date that stock is received by a Community Bank shareholder or at any other time. The market price
of Bankshares common stock when received by a Community Bank shareholder may be greater or less than the current market price of
Bankshares common stock.

        Community Bank may terminate the merger agreement during the three-day period beginning on the seventh day prior to the effective date
of the merger if (1) the trailing 10-day average closing stock price of Bankshares at the beginning of such period is less than $43.24 and
(2) Bankshares' stock price has underperformed the NASDAQ Bank Index by 15% or more since January 24, 2005. This termination right is
subject to Bankshares' right to increase the exchange ratio, the cash election price and/or the number of shares of Community Bank common
stock that Bankshares will convert into the right to receive cash to the extent necessary to cause either of these two conditions to be deemed not
to exist, provided that no such increase will be permitted to the extent it jeopardizes the intended tax treatment of the merger. See "�Termination
of the Merger Agreement."

        If, between the date of the merger agreement and the effective time, the shares of Bankshares common stock are changed into a different
number or class of shares by reason of reclassification, recapitalization, stock split or combination, exchange or readjustment of shares, or any
stock dividend is declared with a record date within that period, appropriate adjustments will be made to the exchange ratio and the cash election
price.

        No fractional shares of Bankshares common stock will be issued to any holder of Community Bank common stock upon completion of the
merger. For each fractional share that would otherwise be issued, Bankshares will pay cash in an amount equal to the fraction multiplied by the
closing price of Bankshares common stock on the trading day immediately preceding the effective time. No interest will be paid or accrued on
cash payable in lieu of fractional shares of Bankshares common stock.

Election Procedure

        Subject to the proration mechanism described under "�Proration" below, each Community Bank shareholder may elect to receive cash with
respect to each of his or her shares of Community Bank common stock, or may make no election.
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        Cash Election Shares.    Shareholders who validly elect to receive cash for some or all of their shares will, subject to the proration
mechanism described below, receive $20.375 in cash, without interest, for each share of Community Bank common stock for which a valid cash
election is made. In our discussion we refer to the shares for which shareholders have made cash elections as "cash election shares."

        Non-Election Shares.    Shareholders who do not validly elect to receive cash for their shares of Community Bank common stock will be
deemed to have made a "non-election." Shareholders who are deemed to have made a non-election will, subject to the proration mechanism
described below, receive 0.4005 of a share of Bankshares common stock for each share of Community Bank common stock. In our discussion
we refer to the shares held by shareholders who have not made an election to receive cash, or do not make a valid election to receive cash, as
"non-electing shares."

Bankshares will pay cash for 40% of the outstanding shares of Community Bank common stock and issue shares of Bankshares
common stock for 60% of the outstanding shares of Community Bank common stock. If the number of Community Bank shares for
which an election to receive cash is made is higher than 40% of the outstanding shares of Community Bank common stock, a pro rata
portion of those shares will be converted into the right to receive Bankshares common stock in order to provide the 40% cash/60% stock
allocation. If the number of Community Bank shares for which an election to receive cash is made is lower than 40% of the outstanding
shares of Community Bank common stock, a pro rata portion of the non-electing shares will be converted into the right to receive cash
in order to provide the 40% cash/60% stock allocation. Because of the 40% cash/60% stock allocation, you cannot be certain of
receiving the form of consideration that you desire with respect to all of your shares of Community Bank common stock. The proration
procedures are described below under "�Proration."

        Election Form.    An election form and letter of transmittal is being mailed under separate cover to Community Bank shareholders who hold
shares of Community Bank common stock in registered form. The election form and letter of transmittal allows you to specify the number of
shares with respect to which you elect to receive the cash election price.

        Holders of shares of Community Bank common stock in registered form who wish to elect to receive cash in the merger should carefully
review and follow the instructions set forth in the election form and letter of transmittal. Shares of Community Bank common stock as to which
the holder has not made a valid election to receive cash prior to the election deadline, which is 5:00 p.m. on May 16, 2005, the date of the
Community Bank shareholder meeting, will be deemed non-electing shares. You are not required to vote in favor of the merger in order to make
an election.

To make an election to receive cash, a properly completed election form and letter of transmittal along with the stock certificates
representing the shares of Community Bank common stock with respect to which you have made a cash election must be received by
American Stock Transfer & Trust Company, the exchange agent, by or prior to 5:00 p.m. on May 16, 2005 in accordance with the
instructions on the election form and letter of transmittal.

If you do not want to elect to receive cash for any of your shares of Community Bank common stock, do not send a completed
election form and letter of transmittal to the exchange agent.

        An election to receive cash may be revoked by the person submitting the election form and letter of transmittal prior to the election
deadline. In the event of a revocation of an election to receive cash, a revoking holder will be deemed to have made no election. The exchange
agent will have reasonable discretion to determine whether any election or revocation has been properly or timely made and to disregard
immaterial defects in any election form and letter of transmittal, and any good faith decisions of Bankshares regarding these matters will be
binding and conclusive. Neither Bankshares nor the exchange agent will be under any obligation to notify any person of any defects in an
election form and letter of transmittal.
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        If you own shares of Community Bank common stock in "street name" through a broker or other financial institution and you wish to make
an election to receive cash, you will receive or should seek instructions from the institution holding your shares concerning how to make your
election. "Street name" holders may be subject to an election deadline earlier than 5:00 p.m. on May 16, 2005. Therefore, you should carefully
read any materials you receive from your broker. If you instructed a broker to submit an election for your shares, you must follow such person's
directions for changing those instructions.

Proration

        Bankshares will pay cash for 40% of the outstanding shares of Community Bank common stock and issue shares of Bankshares common
stock for 60% of the outstanding shares of Community Bank common stock. Because of the 40% cash/60% stock allocation, you cannot be
certain of receiving the form of consideration that you elect with respect to all of your shares of Community Bank common stock. If the
number of cash election shares is not equal to 40% of the shares of Community Bank common stock outstanding at the effective time of the
merger, the exchange agent will allocate shares of Community Bank between cash and Bankshares common stock in the manner described
below. We refer to the number of shares that equals 40% of the shares of Community Bank common stock outstanding at the effective time of
the merger as the "cash election number."

        Oversubscription of Cash Election Shares.    If the number of cash election shares is greater than the cash election number, then:

�
each non-electing share will be converted into the right to receive 0.4005 of a share of Bankshares common stock;

�
a number of cash election shares of each shareholder making a cash election equal to the product of (x) the cash election
number divided by the total number of cash election shares and (y) the total number of cash election shares held by such
shareholder, will be converted into the right to receive $20.375 in cash, without interest; and

�
each cash election share that has not been converted into the right to receive $20.375 in cash, without interest, pursuant to
the prior bullet point will be converted into the right to receive 0.4005 of a share of Bankshares common stock.

        Undersubscription of Cash Election Shares.    If the number of cash election shares is less than the cash election number, then:

�
each cash election share will be converted into the right to receive $20.375 in cash, without interest;

�
a number of non-electing shares of each shareholder equal to the product of (x) the quotient of (1) the difference between the
cash election number and the total number of cash election shares and (2) the total number of non-electing shares and (y) the
total number of non-electing shares of such shareholder, will be converted into the right to receive $20.375 in cash, without
interest; and

�
each non-electing share that has not been converted into the right to receive $20.375 in cash, without interest, pursuant to the
prior bullet point will be converted into the right to receive 0.4005 of a share of Bankshares common stock.

Because the United States federal income tax consequences of receiving cash, Bankshares common stock, or both cash and
Bankshares common stock will differ, Community Bank shareholders are urged to read carefully the information set forth under the
caption "The Merger�Material United States Federal Income Tax Consequences" and to consult their tax advisors for a full
understanding of the merger's tax consequences to them. In addition, because the stock consideration may fluctuate in
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value from the determination made during the valuation period, the economic value per share received by Community Bank
shareholders who receive the stock consideration may, as of the date of receipt by them, be more or less than the amount of cash
consideration per share received by Community Bank shareholders who receive cash consideration.

Illustrative Examples of Proration

        For illustrative purposes only, the following examples describe the application of the proration provisions of the merger agreement in the
case of an oversubscription of cash election shares and in the case of an undersubscription of cash election shares. Solely for the purposes of
these examples, we have assumed that 10,000,000 shares of Community Bank common stock were outstanding at the time of the proration
calculation. Pursuant to the 40% cash/60% stock allocation described above, 4,000,000 (or 40%) of those shares would be converted into the
right to receive cash and 6,000,000 (or 60%) of those shares would be converted into the right to receive Bankshares common stock.

Example 1 (Oversubscription of Cash Election Shares)

        Assume that valid cash elections are received with respect to 5,000,000 shares (50% of the outstanding shares) of Community Bank
common stock. In order to provide for the 40% cash/60% stock allocation, 1,000,000 of the 5,000,000 cash election shares (or 20% of the cash
election shares) would be converted into the right to receive shares of Bankshares common stock instead of cash.

Application of proration:

�
Partial Cash Election.  Assume that Shareholder A holds 1,600 shares of Community Bank common stock and makes a valid
cash election with respect to 800 (or 50%) of her shares, leaving 800 shares as non-electing shares. Pursuant to proration,
20% of her cash election shares (or 160 out of 800 shares) will be converted into the right to receive Bankshares common
stock. All 800 of Shareholder A's non-electing shares will be converted into the right to receive Bankshares common stock.
Shareholder A would therefore receive cash for 640 (or 40%) of her shares of Community Bank common stock and shares of
Bankshares common stock for the remaining 960 of her shares of Community Bank common stock.

�
Complete Cash Election.  Assume that Shareholder B holds 1,600 shares of Community Bank common stock and makes a
valid cash election with respect to all 1,600 of her shares. Shareholder B would receive shares of Bankshares common stock
for 320 shares (or 20%), of her shares of Community Bank common stock and cash for the remaining 1,280 shares (or 80%),
of her shares of Community Bank common stock.

�
No Election.  Assume that Shareholder C holds 1,600 shares of Community Bank common stock and does not make a cash
election for any of his shares, leaving all 1,600 of his shares as non-electing shares. All of Shareholder C's shares will be
converted into the right to receive shares of Bankshares common stock, and Shareholder C will not receive any cash.

Example 2 (Undersubscription of Cash Election Shares)

        Assume that valid cash elections are received with respect to 2,000,000 shares (or 20%) of Community Bank common stock. In order to
provide for the 40% cash/60% stock allocation, 2,000,000 of the 8,000,000 non-electing shares (or 25% of the non-electing shares) will be
converted into the right to receive cash.

Application of proration:

�
Partial Cash Election.  Assume that Shareholder A holds 1,600 shares of Community Bank common stock and makes a valid
cash election with respect to 800 (or 50%) of her shares,
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leaving 800 shares as non-electing shares. Pursuant to proration, Shareholder A will receive cash for those 800 shares as well
as cash for 25% of her non-electing shares (or 200 out of 800 shares). Shareholder A will therefore receive cash for 1000 (or
62.5%) of her shares and shares of Bankshares common stock for the remaining 600 shares of Community Bank common
stock.

�
Complete Cash Election.  Assume that Shareholder B holds 1,600 shares of Community Bank common stock and makes a
valid cash election with respect to all of her shares. Because cash elections are undersubscribed, all of Shareholder B's shares
will be converted into cash as elected.

�
No Election.  Assume that Shareholder C holds 1,600 shares of Community Bank common stock and does not make a cash
election for any of his shares. Pursuant to proration, Shareholder C will receive cash for 400 (or 25%), of his 1,600 shares
and shares of Bankshares common stock for the remaining 1,200 of his shares of Community Bank common stock.

Procedures for Surrendering Community Bank Stock Certificates

        Soon after the completion of the merger, the exchange agent will send a letter of transmittal to each person who was a Community Bank
shareholder at the effective time of the merger. This mailing will contain instructions on how to surrender shares of Community Bank common
stock in exchange for the merger consideration the holder is entitled to receive under the merger agreement.

        Until you surrender your Community Bank stock certificates for exchange, you will accrue, but will not be paid, any dividends or other
distributions declared after the effective time of the merger with respect to Bankshares common stock into which any of your shares may have
been converted. When you surrender your certificates, Bankshares will pay any unpaid dividends or other distributions, without interest. After
the effective time of the merger, there will be no transfers on the stock transfer books of Community Bank of any shares of Community Bank
common stock.

        If certificates representing shares of Community Bank common stock are presented for transfer after the completion of the merger, they will
be cancelled and exchanged for the merger consideration into which the shares of Community Bank common stock represented by that
certificate shall have been converted.

        If a certificate for Community Bank common stock has been lost, stolen or destroyed, the exchange agent will issue the consideration
properly payable under the merger agreement upon receipt of appropriate evidence as to that loss, theft or destruction, appropriate evidence as to
the ownership of that certificate by the claimant, and appropriate and customary indemnification.

Employee Benefit Plans and Employment Agreements

        Employee Benefit Plans.    Following the effective time of the merger, Community Bank employees will be eligible to participate in those
Bankshares benefit plans in which similarly situated employees of Bankshares participate. However, until January 1, 2006, Bankshares may
instead continue the Community Bank benefit plans for such employees or provide benefit plans for such employees that are no less favorable
than the Community Bank benefit plans in effect immediately prior to the effective time of the merger.

        With respect to each Bankshares employee benefit plan for which length of service is taken into account for any purposes, service with
Community Bank or any of its subsidiaries will be treated as service with Bankshares for purposes of determining eligibility to participate,
vesting and entitlement to benefits, including severance benefits and vacation entitlements (but not for accrual of defined benefit pension
benefits). Such length of service with Community Bank will also be taken into account for purposes of satisfying waiting periods, evidence of
insurability requirements or the application of any pre-existing condition limitations. In addition, each Bankshares plan will waive pre-existing
condition
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limitations to the same extent waived under the applicable Community Bank plan. Such employees will also be given credit for amounts paid
under a corresponding benefit plan during the same period for purposes of applying deductibles, co-payments and out-of-pocket maximums as
though such amounts had been paid in accordance with the terms and conditions of the relevant Bankshares plan.

        Severance Plan.    Following the effective time of the merger, if the employment of an employee of the former Community Bank is
terminated within one year after the effective time of the merger, such employee upon signing an appropriate release in a form reasonably
determined by Bankshares will be eligible to receive the same severance benefits that Bankshares from time to time has provided its similarly
situated employees.

        Executive Employment Agreements.    Bankshares will assume and honor the Community Bank benefit plans and employment agreements
entered into by Community Bank and provided to Bankshares. Bankshares has further agreed that a "change in control" has occurred for
purposes of those benefit plans and employment agreements. With respect to those employment agreements that provide for severance in the
event of a voluntary or involuntary termination of employment following a "change in control", as soon as practicable following termination of
employment of the respective executives or cancellation of such employment agreements on or following the effective time of the merger,
Bankshares shall pay to each such executive the amount of severance accrued by Community Bank prior to closing. For further information, see
"Interests of Certain Persons in the Merger" beginning on page 57.

        Supplemental Retirement Plans and Split-Dollar Life Insurance Agreements.    Bankshares will assume and honor the supplemental
retirement plans and forms of split-dollar life insurance agreements entered into by Community Bank with certain executives. Community Bank
shall not make any withdrawals (other than to pay the respective benefits in the ordinary course) or take any loans from the split-dollar life
insurance policies. For further information, see the section entitled "Interests of Certain Persons in the Merger" beginning on page 57.

        Retention Plan.    Prior to the effective time of the merger, in consultation with and subject to the approval of Bankshares, Community
Bank may adopt a retention program that may include a retention pool of no more than $200,000 providing for payment to certain selected
employees of Community Bank for continuous service up to a release date mutually agreed to by Community Bank and Bankshares.

        Employee Stock Purchase Plan.    After the final scheduled purchase of shares under Community Bank's employee stock purchase plan
immediately prior to the effective time of the merger, Bankshares and/or Community Bank shall cause any remaining funds in a participant's
account to be refunded to such participant.

Treatment of Options

        Each outstanding, unexercised and vested option to acquire Community Bank common stock granted under Community Bank's stock
option plans will be converted automatically at the effective time of the merger into a fully vested option to purchase Bankshares common stock.
Community Bank stock options will continue to be governed by the terms of the Community Bank stock option plans under which they were
granted, except that:

�
the number of shares of Bankshares common stock subject to the new Bankshares option will be equal to the product of
(a) the number of shares of Community Bank common stock subject to the Community Bank stock option and (b) 0.4005,
rounded down to the nearest whole share, and

�
the exercise price per share of Bankshares common stock subject to the new Bankshares stock option will be equal to (a) the
exercise price per share of Community Bank common stock under the Community Bank stock option divided by (b) 0.4005,
rounded up to the nearest cent.
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Restrictions on Resales by Affiliates

        Shares of Bankshares common stock to be issued to Community Bank shareholders in the merger have been registered under the Securities
Act of 1933 and may be traded freely and without restriction by those stockholders not deemed to be affiliates (as that term is defined under the
Securities Act) of Community Bank. Any subsequent transfer of shares, however, by any person who is an affiliate of Community Bank at the
time the merger is submitted for a vote of Community Bank shareholders will, under existing law, require either:

�
the further registration under the Securities Act of the Bankshares common stock to be transferred,

�
compliance with Rule 145 promulgated under the Securities Act, which permits limited sales under certain circumstances, or

�
the availability of another exemption from registration.

        An "affiliate" of Community Bank is a person who directly, or indirectly through one or more intermediaries, controls, is controlled by, or
is under common control with, Community Bank. These restrictions generally are expected to apply to the directors and executive officers of
Community Bank and the holders of 10% or more of the Community Bank common stock. The same restrictions apply to certain relatives or the
spouse of those persons and any trusts, estates, corporations or other entities in which those persons have a 10% or greater beneficial or equity
interest. Bankshares will give stop transfer instructions to the transfer agent with respect to the shares of Bankshares common stock to be
received by persons subject to these restrictions, and the certificates for their shares will be appropriately legended.

        If any person who is an affiliate of Community Bank becomes an affiliate of Bankshares, such person may only transfer shares in a manner
permitted by Rule 144 promulgated under the Securities Act.

        Community Bank has agreed in the merger agreement to use its reasonable best efforts to cause each person who is an affiliate of
Community Bank for purposes of Rule 145 under the Securities Act to deliver to Bankshares a written agreement intended to ensure compliance
with the Securities Act.

Fractional Shares

        Bankshares will not issue fractional shares in the merger. Instead, a payment will be made in an amount in cash, without interest, equal to
the product of (a) the fractional part of a share of Bankshares common stock multiplied by (b) the closing price of Bankshares common stock on
the trading day immediately prior to the effective time of the merger.

Effective Time

        The merger will become effective at such time as the later of the following has occurred: (1) a certificate of merger is issued by the Clerk of
the State Corporation Commission of the Commonwealth of Virginia and (2) a certificate of merger is issued by the Commissioner of Financial
Regulation of Maryland (or at such later time as specified in the certificates of merger).

        We anticipate that the merger will be completed by the end of the second quarter of 2005. However, completion of the merger could be
delayed if there is a delay in satisfying any conditions to the merger. There can be no assurances as to whether, or when, Bankshares and
Community Bank will complete the merger. If the merger is not completed on or before August 31, 2005, either Bankshares or Community
Bank may terminate the merger agreement, unless the failure to complete the merger by that date is due to the failure of the party seeking to
terminate the merger agreement to perform its
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covenants in the merger agreement. See "The Merger�Regulatory Approvals Required for the Merger" on page 39 and "�Conditions to the
Completion of the Merger" below.

Conditions to the Completion of the Merger

        Mutual Closing Conditions.    The obligations of each of Bankshares and Community Bank to consummate the merger are subject to the
satisfaction or waiver at or before the effective time of the merger of the following conditions:

�
approval of the merger agreement by Community Bank shareholders;

�
absence of legal prohibitions on completion of the merger;

�
expiration of any applicable waiting periods under the Hart-Scott-Rodino Antitrust Improvements Act of 1976, the Bank
Holding Company Act and the Bank Merger Act;

�
effectiveness of the registration statement for the Bankshares common stock being issued in the merger and the absence of
any SEC stop order suspending such effectiveness or any proceedings for such purpose pending or threatened by the SEC;

�
approval for the listing on the NASDAQ National Market of the Bankshares common shares to be issued in the merger;

�
completion of any required filings with, and receipt of all required approvals from, any governmental body, agency, official
or authority, including all bank regulatory approvals necessary for Bankshares to own and operate the business of
Community Bank;

�
accuracy as of the date specified in the merger agreement of the representations and warranties made by the other party to
the extent specified in the merger agreement;

�
performance in all material respects by the other party of the obligations required to be performed by it at or prior to closing;
and

�
delivery of opinions of Bankshares' and Community Bank's counsel that the merger will qualify as a reorganization for
United States federal income tax purposes.

        Additional Closing Conditions for Bankshares' Benefit.    The obligation of Bankshares to complete the merger is subject to the satisfaction
or waiver at or before the effective time of the following additional conditions:

�
absence of any action or proceeding by any government entity or other person that (1) seeks to delay materially or otherwise
prohibit the merger, seeks to restrain Bankshares' ability to exercise full rights of ownership of MSD&T following the
merger, seeks to restrain the operation of or seeks the disposition of any material portion of the business or assets of
Community Bank or Bankshares and its other subsidiaries, or that (2) in the reasonable judgment of Bankshares, is likely to
have a material adverse effect on Community Bank or Bankshares;

�
delivery of a certification from Community Bank to the effect that Community Bank is not a "United States real property
holding corporation" for purposes of the Internal Revenue Code;

�
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absence of any action or determination of any governmental agency or department, including under the Federal Deposit
Insurance Act, relating to the status or conduct of Community Bank that adversely affects in any material manner the
anticipated economic benefits to Bankshares of the merger;

�
absence of developments or changes in certain Community Bank litigation matters as set forth in the merger agreement that
are, in the aggregate, material and adverse to Community Bank; and
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�
receipt of required opinions and documentation required for the assumption by MSD&T of Community Bank's existing
subordinated debentures.

Representations and Warranties

        The merger agreement contains a number of representations and warranties made by both Bankshares and Community Bank as to, among
other things:

�
corporate existence, good standing and qualification to conduct business;

�
due authorization, execution, delivery and validity of the merger agreement;

�
capital structure;

�
subsidiaries;

�
governmental and third-party consents necessary to complete the merger;

�
absence of any conflict with organizational documents or any violation of agreements, laws or regulations as a result of the
consummation of the merger;

�
compliance with laws and court orders;

�
SEC filings and the absence of material misstatements or omissions from such filings;

�
reports of condition and income required to be filed with the FDIC and the absence of material deficiencies from such
reports;

�
financial statements;

�
absence of changes having a material adverse effect;

�
absence of undisclosed material liabilities;

�
regulatory compliance, agreements with regulatory agencies and regulatory approvals;

�
absence of legal proceedings and bank regulatory actions having a material adverse effect or, as of the date of the merger
agreement, involving the imposition of permanent injunctive relief on Community Bank;

�
receipt of a fairness opinion from its financial advisor;

�
fees payable to financial advisors in connection with the merger; and
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�
the United States federal income tax treatment of the merger.

        Bankshares also makes a representation and warranty relating to the availability of sufficient cash and cash equivalents on hand for
Bankshares to pay the cash portion of the merger consideration.

        Community Bank also makes representations and warranties relating to: employees and employee benefit matters; taxes; certain loan
matters; private equity investments; properties; material contracts; capital, management and U.S. Community Reinvestment Act ratings;
derivative instruments; affiliate transactions; inapplicability of state takeover statutes and rights plans; environmental matters; intellectual
property; and insurance.

        Certain of these representations and warranties are qualified as to "materiality" or "material adverse effect." For purposes of the merger
agreement, "material adverse effect" means, with respect to Bankshares or Community Bank, as the case may be, a material adverse effect on
(1) the condition (financial or otherwise), business, assets or results of operations of such party and its subsidiaries, taken as a whole or (2) the
ability of such party to perform its obligations under or to consummate the
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transactions contemplated by the merger agreement, provided that none of the following will be taken into account in determining whether there
has been or will be a material adverse effect:

�
changes in tax, banking and similar laws or interpretations thereof by courts or governmental authorities, but only to the
extent the effect of such changes on such party is not materially worse than the effect on similarly situated banks;

�
changes in GAAP or regulatory accounting requirements applicable to banks and their holding companies generally, but
only to the extent the effect of such changes on such party is not materially worse than the effect on similarly situated banks
and their holding companies;

�
changes in economic conditions affecting financial institutions generally, including, but not limited to, changes in market
interest rates or the projected future interest rate environment;

�
any modifications or changes to valuation policies and practices that might be expected to occur, or restructuring charges
that might be expected to be taken, following consummation of the merger, in each case in accordance with GAAP;

�
actions and omissions of Bankshares, MSD&T or Community Bank taken with the prior written consent of the other parties
in contemplation of the transactions contemplated by the merger agreement;

�
the effects of compliance by the parties with the covenants in the merger agreement or expenses incurred in consummating
the transactions contemplated by the merger agreement; or

�
changes in national or international political or social conditions, including due to war or terrorism, but only to the extent the
effect of such changes on such party is not materially worse than the effect on similarly situated banks and their holding
companies.

        The representations and warranties in the merger agreement do not survive after the effective time of the merger.

Conduct of Business Pending the Merger

        Interim Operations of Bankshares and Community Bank.    Each of Bankshares and Community Bank has undertaken a separate covenant
that places restrictions on it and its subsidiaries until either the effective time of the merger or the termination of the merger agreement. In
general, Bankshares and its subsidiaries and Community Bank and its subsidiaries are required to conduct their business in the ordinary course
consistent with past practice and to use their best efforts to preserve intact their present business organizations and relationships with third
parties and to keep available the services of their present officers and employees. Each party has also agreed to certain restrictions on its and its
subsidiaries activities that are subject to exceptions described in the merger agreement.

        Community Bank is restricted from:

�
amending its organizational documents;

�
entering into any merger, consolidation or other significant transaction with a third party;

�
acquiring or disposing of a material subsidiary or material assets, except pursuant to existing commitments and in the
ordinary course consistent with past practice;

�

Edgar Filing: MERCANTILE BANKSHARES CORP - Form POS AM

72



taking any other action that would make any representation or warranty by it inaccurate in any material respect;

�
increasing employee compensation or benefits, except for normal ordinary course increases consistent with past practice;

�
amending the terms of any outstanding employee or director stock options;
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�
entering into any new line of business;

�
making any new loans or extensions of credit that exceed certain thresholds described in the merger agreement; and

�
making capital expenditures in excess of $50,000, subject to certain ordinary course exceptions.

        Bankshares is restricted from amending its organizational documents and taking any other action that would make any representation or
warranty by it inaccurate in any material respect.

        Community Bank Board's Covenant to Recommend.    Community Bank's board of directors has agreed to recommend the approval of the
merger agreement by Community Bank's shareholders and to call a meeting of its shareholders for this purpose. The board, however, can fail to
make, withdraw, or modify in a manner adverse to Bankshares its recommendation as discussed below under "�No Solicitation by Community
Bank."

        No Solicitation by Community Bank.    Community Bank has agreed that none of Community Bank, its subsidiaries or any of their officers,
directors, employees or representatives shall, directly or indirectly, (1) solicit, initiate or take any action to facilitate or encourage the submission
of any Acquisition Proposal (as defined below), (2) enter into or participate in any discussions or negotiations with, furnish any information
relating to Community Bank or any of its subsidiaries or afford access to the business, properties, assets, books or records of Community Bank
or any of its subsidiaries to, otherwise cooperate in any way with, or knowingly assist, participate in, facilitate or encourage any effort by any
third party that is seeking to make, or has made, an Acquisition Proposal; provided that if Community Bank receives an Acquisition Proposal
from a third party that Community Bank's board of directors reasonably believes may, upon clarification, constitute a Superior Proposal (as
defined below), Community Bank may communicate with the person making such Acquisition Proposal solely to the limited extent necessary to
obtain the necessary clarification, (3) grant any waiver or release under any standstill or similar agreement with respect to any class of equity
securities of Community Bank or any of its subsidiaries or (4) enter into any agreement with respect to an Acquisition Proposal.

        However, Community Bank's board of directors, directly or indirectly, through advisors, agents or other intermediaries, may (1) engage in
negotiations or discussions with any third party that, subject to compliance with the terms of the preceding paragraph, has made a bona fide
Acquisition Proposal that Community Bank's board of directors reasonably believes will lead to a Superior Proposal, (2) furnish to such third
party nonpublic information relating to Community Bank or any of its subsidiaries pursuant to a confidentiality agreement with terms no less
favorable to Community Bank than those contained in the confidentiality agreement between Bankshares and Community Bank (except any
standstill provisions contained in the confidentiality agreement between Bankshares and Community Bank), (3) following receipt of such
Acquisition Proposal, fail to make, withdraw, or modify in a manner adverse to Bankshares its recommendation to its shareholders or (4) enter
into an agreement concerning a Superior Proposal, but in each case of (1) through (3) above only if Community Bank's board of directors
determines in good faith by a majority vote, after consultation with outside legal counsel to Community Bank, that it taking such action is in the
best interests of Community Bank and its shareholders and that such action is necessary to comply with its fiduciary duties under Virginia law.
Community Bank's board of directors cannot take any of the actions described in clauses (1) through (3) above unless Community Bank has
provided Bankshares with prior written notice advising Bankshares that it intends to take such action, and Community Bank continues to advise
Bankshares after taking such action.

        "Acquisition Proposal" means, other than the transactions contemplated by the merger agreement, any offer, proposal or inquiry relating
to, or any third-party indication of interest in, (A) any acquisition or purchase, direct or indirect, of 20% or more of the consolidated assets of
Community Bank and its subsidiaries or over 20% of any class of equity or voting securities of Community Bank or any of its
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subsidiaries whose assets, individually or in the aggregate, constitute more than 20% of the consolidated assets of Community Bank, (B) any
tender offer (including a self-tender offer) or exchange offer that, if consummated, would result in such third party's beneficially owning 20% or
more of any class of equity or voting securities of Community Bank or any of its subsidiaries whose assets, individually or in the aggregate,
constitute more than 20% of the consolidated assets of Community Bank, or (C) a merger, consolidation, share exchange, business combination,
sale of substantially all the assets, reorganization, recapitalization, liquidation, dissolution or other similar transaction involving Community
Bank or any of its subsidiaries whose assets, individually or in the aggregate, constitute more than 20% of the consolidated assets of Community
Bank.

        "Superior Proposal" means any bona fide, unsolicited written Acquisition Proposal for at least a majority of the outstanding shares of
Community Bank common stock on terms that Community Bank's board of directors determines in good faith by a majority vote, after
considering the advice of a financial advisor of nationally recognized reputation and taking into account all the terms and conditions of the
Acquisition Proposal, including any break-up fees, expense reimbursement provisions and conditions to consummation, are more favorable and
provide greater value to all of Community Bank's shareholders than as provided under the merger agreement and for which financing, to the
extent required, is then fully committed or reasonably determined to be available by Community Bank's board of directors.

        Community Bank agreed to terminate any discussions or negotiations with a third party existing as of the date the merger agreement was
entered into.

        Indemnification and Insurance.    The merger agreement provides that, for a period of six years following the effective time of the merger,
MSD&T will indemnify and hold harmless Community Bank's present and former officers and directors for acts or omissions occurring at or
before the effective time of the merger and will provide these officers and directors with directors' and officers' liability insurance in respect of
such acts or omissions. These matters are more fully discussed below under the heading "Interests of Certain Persons in the
Merger�Indemnification and Insurance" on page 61.

        Best Efforts Covenant.    Bankshares and Community Bank have agreed to use their best efforts to take, or cause to be taken, all actions and
to do, or cause to be done, all things necessary, proper or advisable under applicable laws and regulations to complete the merger and the other
transactions contemplated by the merger agreement.

        Certain Other Covenants.    The merger agreement contains additional mutual covenants, including covenants relating to cooperation
regarding filings with governmental and other agencies and organizations and obtaining any governmental or third-party consents or approvals,
public announcements, further assurances, access to information, mutual notification of particular events, confidential treatment of non-public
information, and actions to be taken so as not to jeopardize the intended tax treatment of the merger. Community Bank also covenants to obtain
appropriate documentation from persons who are affiliates of Community Bank.

Termination of the Merger Agreement

        The merger agreement may be terminated at any time before the effective time of the merger, whether before or after approval of the
matters presented in connection with the merger by the Community Bank shareholders, in any of the following ways:

(a)
by mutual written consent of Bankshares and Community Bank,
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(b)
by either Bankshares or Community Bank if:

�
the merger has not been consummated on or before August 31, 2005, provided that neither Bankshares nor
Community Bank can terminate the merger agreement for this reason if its breach of any obligation under the
merger agreement has resulted in the failure of the merger to occur on or before that date,

�
there is a permanent legal prohibition to completing the merger,

�
Community Bank shareholders fail to give the necessary approval at a duly-held shareholders' meeting, or

�
there has been an incurable breach by the other party of any representation or warranty or failure to perform any
covenant or agreement that would result in the failure of that party to satisfy a condition to the closing and such
condition is incapable of being satisfied by August 31, 2005.

(c)
by Bankshares if:

�
Community Bank's board of directors fails to make, withdraws, or modifies in a manner adverse to Bankshares, its
approval or recommendation of the merger agreement or the plan of merger,

�
Community Bank enters into, or publicly announces its intention to enter into, a definitive agreement or agreement
in principle with respect to a Superior Proposal, or

�
Community Bank willfully and materially breaches (1) its covenants to (A) call a shareholder meeting and submit
the merger to its shareholders or (B) recommend approval of the merger by Community Bank shareholders
(subject to the exceptions discussed under "�Conduct of Business Pending the Merger�Community Bank Board's
Covenant to Recommend," on page 53), or (2) its covenant not to solicit an alternative transaction (as discussed
under "�Conduct of Business Pending the Merger�No Solicitation by Community Bank," on page 53).

(d)
by Community Bank if:

�
Community Bank's board of directors authorizes Community Bank to enter into an agreement concerning a
Superior Proposal; provided that to terminate on this basis, Community Bank must (1) give Bankshares at least
72 hours prior written notice of its intention to terminate and to accept a Superior Proposal, and Bankshares does
not make during this period an offer that is at least as favorable to Community Bank shareholders as the Superior
Proposal and (2) pay any termination fees (as discussed under "�Termination Fees Payable by Community Bank,"
on page 56), or

�
(1) the average closing price of Bankshares common stock for the 10 consecutive trading days ending on the
seventh day immediately prior to the effective date of the merger is less than $43.24 and (2) Bankshares' stock
price has underperformed the NASDAQ Bank Index by 15% or more since January 24, 2005. This termination
right may be exercised by Community Bank during the three-day period beginning on the seventh day prior to the
effective date of the merger and is subject to Bankshares' right to increase the cash election price or the exchange
ratio, or change the number of shares of Community Bank common stock for which Bankshares will pay cash, to
the extent necessary to cause either of these two conditions to be deemed not to exist. Any adjustment of the
merger consideration is permitted only to the extent that such change would not effect the tax-free nature of the
receipt of the stock portion of the merger consideration.
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        If the merger agreement is validly terminated, the agreement will become void without any liability on the part of any party unless the party
is in willful breach of the merger agreement. However, the provisions of the merger agreement relating to confidentiality, termination fees and
expenses, governing law, jurisdiction and waiver of jury trial, will continue in effect notwithstanding termination of the merger agreement.

Termination Fees Payable by Community Bank

        Community Bank has agreed to pay Bankshares a fee of $7 million if any of the following payment events occurs:

�
termination of the merger agreement by Bankshares as described in the first or second bullet point under paragraph (c) and
termination by Community Bank as described in the first bullet point under paragraph (d) under "�Termination of the Merger
Agreement" above. Payment of the termination fee for any of these payment events must be made simultaneously with the
occurrence of the event.

�
termination of the merger agreement by either Bankshares or Community Bank as described in the first and third bullet
points of paragraph (b) and the third bullet point of paragraph (c) under "�Termination of the Merger Agreement" above, but
only if (1) prior to such termination, an Acquisition Proposal shall have been publicly proposed (other than by Bankshares or
any of its affiliates) or a third party has publicly announced its intention to make an Acquisition Proposal or such Acquisition
Proposal or intention has otherwise become widely known to Community Bank's shareholders and (2) within 12 months
following the date of such termination: (A) Community Bank merges with or into, or is acquired directly or indirectly, by
merger or otherwise by, a third party; (B) a third party, directly or indirectly, acquires more than 50% of the total assets of
Community Bank and its subsidiaries, taken as a whole; (C) a third party, directly or indirectly, acquires more than 50% of
the outstanding shares of Community Bank common stock; or (D) Community Bank adopts or implements a plan of
liquidation, recapitalization or share repurchase relating to more than 50% of the outstanding shares of Community Bank
common stock or an extraordinary dividend relating to more than 50% of such outstanding shares or 50% of the assets of
Community Bank and its subsidiaries, taken as a whole (or in any of clauses (A) through (D) Community Bank shall have
entered into a definitive agreement providing for such action).

        If Community Bank fails promptly to pay any of the termination fees described above, Community Bank has also agreed to pay any costs
and expenses incurred by Bankshares or MSD&T in connection with any legal enforcement action for payment that results in a judgment against
Community Bank for payment of the termination fees described above.

Amendments; Waivers

        Any provision of the merger agreement may be amended or waived before the effective time of the merger if, but only if, the amendment or
waiver is in writing and signed, in the case of an amendment, by each party to the merger agreement or, in the case of a waiver, by each party
against whom the waiver is to be effective, provided that, after approval of the merger agreement by Community Bank shareholders and without
their further approval, no amendment or waiver can reduce the amount or change the kind of consideration to be received in exchange for
Community Bank common shares.

Voting Agreements

        General.    As an inducement to Bankshares to enter into the merger agreement, Messrs. Katzen, Dickens and Summers, shareholders of
Community Bank who are also directors of Community Bank,
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entered into voting agreements with Bankshares. As of the date of the merger agreement, these shareholders beneficially owned or controlled
approximately 30%, including options exercisable, of the outstanding shares of Community Bank common stock. The following summary of the
voting agreements is qualified by reference to the complete text of the agreements, which are incorporated by reference and attached as
Appendix C to this proxy statement/prospectus. You are encouraged to read the voting agreements.

        Voting and Proxies.    Pursuant to the voting agreements, the shareholders have agreed, among other things, to vote all of shares of
Community Bank common stock owned or subsequently acquired by them to approve the merger agreement and each other action or agreement
related to the merger agreement. The shareholders have also agreed that they will not vote in favor of the approval of any Acquisition Proposal
(as defined above), reorganization or similar transaction or any transaction that would frustrate or delay the merger. The shareholders have
revoked any and all previous proxies, and granted an irrevocable proxy appointing Bankshares as their attorney-in-fact and proxy, with full
power to vote their shares. The proxy granted to Bankshares by the shareholders will be revoked only upon termination of the voting
agreements.

        Other Provisions.    The voting agreements provide that the shareholders will not, among other things, without the prior written consent of
Bankshares, directly or indirectly,

�
grant any proxies or enter into any voting trust or other agreement or arrangement with respect to the voting of any of their
shares of Community Bank common stock, or

�
acquire, sell, transfer, encumber or otherwise dispose of, any of their shares of Community Bank common stock during the
terms of the respective voting agreements.

        In addition, the shareholders agreed not to authorize or permit any investment bankers, attorneys, accountants, consultants or other agents
or advisors of the shareholders, directly or indirectly, to take any of the actions that Community Bank is restricted from taking pursuant to the
merger agreement described under the first paragraph of the section entitled "�Conduct of Business Pending the Merger�No Solicitation by
Community Bank" on page 53. The shareholders have also agreed to promptly notify Bankshares after receipt of any Acquisition Proposal.

        However, the shareholders may take any action in their capacity as directors of Community Bank that the board of directors would be
permitted to take in accordance with the terms and conditions of the merger agreement.

        The voting agreements terminate upon any termination of the merger agreement.

Stock Market Listing

        Bankshares common stock is listed on the NASDAQ National Market. Bankshares has agreed to use its best efforts to cause the shares of
Bankshares common stock to be issued in the merger to be listed on the NASDAQ National Market. It is a condition to the completion of the
merger that those shares be listed on the NASDAQ National Market. Upon completion of the merger, shares of Community Bank common stock
will cease to be listed on the NASDAQ National Market.

Expenses

        The merger agreement provides that each of Bankshares and Community Bank will pay its own expenses in connection with the
transactions contemplated by the merger agreement.

INTERESTS OF CERTAIN PERSONS IN THE MERGER

        In considering the recommendation of Community Bank's board of directors that Community Bank shareholders vote in favor of the
proposal to approve the merger agreement, Community Bank
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shareholders should be aware that Community Bank directors and executive officers may have interests in the merger that may be different from,
or in addition to, their interests as shareholders of Community Bank. Community Bank's board of directors was aware of these interests and took
them into account in its decision to approve and adopt the merger agreement and the transactions contemplated by the merger agreement. These
interests relate to or arise from the following:

Options to Purchase Shares

        As of the record date, the directors and executive officers of Community Bank held options to purchase approximately 239,500 shares of
Community Bank common stock. Each outstanding, unexercised and vested option to acquire Community Bank common stock granted under
Community Bank's stock option plans will be converted automatically at the effective time of the merger into a fully vested option to purchase
Bankshares common stock. Community Bank stock options will continue to be governed by the terms of the Community Bank stock option
plans under which they were granted, except that:

�
the number of shares of Bankshares common stock subject to the new Bankshares option will be equal to the product of
(a) the number of shares of Community Bank common stock subject to the Community Bank stock option and (b) 0.4005,
rounded down to the nearest whole share, and

�
the exercise price per share of Bankshares common stock subject to the new Bankshares stock option will be equal to (a) the
exercise price per share of Community Bank common stock under the Community Bank stock option divided by (b) 0.4005,
rounded up to the nearest cent.

Change in Control Payments under Current Community Bank Employment Agreements and Additional Severance

        Community Bank has employment agreements with nine of its executive officers: David P. Summers, Thomas F. Lackey, B. Lisa
Benjamin, Denise M. Calabrese, Richard A. Hutchison, Christopher D. Mortensen, Dale G. Phelps, Robert W. Patterson and Richard S. Johnson.
The employment agreements contain change in control provisions and, for the purpose of such employment agreements, the completion of the
merger will constitute a change in control of Community Bank.

        The executives entered into their respective employment agreements at various times between November 1, 1994 and January 1, 2005 and
the employment agreements have remained unmodified since their execution. The exact terms of the employment agreements differ, but in
general the employment agreements provide that if a change in control of Community Bank occurs and the executive is terminated for any
reason or terminates his or her employment within a stated period (which ranges from three to nine months depending on the agreement)
following such a change in control, the executive shall be entitled to receive the following:

�
any earned but unpaid salary through the date of such termination;

�
all unpaid bonuses that otherwise would have been payable for the fiscal year in which such termination occurs; and

�
compensation equal to 12, 24 or 36 months of his or her salary at the level in effect as of the effective date of such
termination.

        In addition to the above benefits, Bankshares has agreed that certain of the above executives will be provided additional severance
payments to compensate them in part for the potential effects of any estimated excise tax payments. The aggregate amount of the severance
benefits payable to all of the executive officers with employment agreements, as listed above, is approximately $2,044,986.
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New Employment Agreements

        Mr. Summers entered into an employment agreement with Bankshares and Mercantile Potomac Bank ("Mercantile Potomac") that will
become effective on, and is contingent upon, the effectiveness of the merger. The agreement provides that Mr. Summers will be employed as an
Executive Vice President of Mercantile Potomac for a period of two years. Mr. Summers will be entitled to a base annual salary of $275,000 and
will be eligible to participate in Mercantile Potomac's incentive plan and may receive up to 20% of his base salary according to the terms of the
incentive plan. Mr. Summers will also receive health and welfare and certain other benefits. Bankshares has agreed to cause Mr. Summers to be
elected to Mercantile Potomac's board of directors throughout his employment under the agreement.

        Mercantile Potomac may terminate the agreement, and Mr. Summers may resign and thereby terminate the agreement, for any reason upon
60 days prior written notice. Upon termination of the agreement for any reason, Mercantile Potomac may continue to pay Mr. Summers on a
monthly basis his base pay and health and welfare benefits for each month of the remaining term of the agreement in which Mercantile Potomac
elects to have Mr. Summers comply with the non-competition and non-solicitation provisions of the agreement. The non-competition and
non-solicitation provisions provide that upon termination, for the remaining term of the agreement, Mr. Summers shall not, on his own behalf or
as a partner, officer, director, employee, agent or consultant of any other person or entity, compete with Bankshares or Mercantile Potomac in
Northern Virginia or in Washington, D.C., contact or solicit Mercantile Potomac's customers or prospective customers or contact, solicit or
induce any employee of Mercantile Potomac to leave his or her employment or consider employment with another person or entity.

        Mr. Lackey and Mr. Mortensen also entered into employment agreements with Mercantile Potomac that will become effective on, and are
contingent upon, the effectiveness of the merger. The agreements provide that Mr. Lackey and Mr. Mortensen will each be employed as a Senior
Vice President for a period of 12 months. Mr. Lackey and Mr. Mortensen will be entitled to a base annual salary of $99,500 and $120,000,
respectively, and each will be eligible to participate in Mercantile Potomac's incentive plan. Mr. Lackey and Mr. Mortensen will also receive
health and welfare benefits, such fringe benefits as are generally provided to other employees of Mercantile Potomac and reimbursement for
reasonable expenses incurred in connection with the business of Mercantile Potomac. Upon the effective date of Mr. Lackey and
Mr. Mortensen's employment, each shall be granted options to purchase 5,000 shares of Bankshares common stock at a price per share equal to
the fair market value on the date of grant in accordance with the terms of the Bankshares Omnibus Stock Plan and the related option agreements
entered into by Mr. Lackey and Mr. Mortensen with Bankshares. In general, the option agreements provide that 2,500 of the options are
exercisable one year after the date of the initial grant, and the remaining 2,500 are exercisable 18 months after the date of the initial grant. Upon
termination of employment, the options that are not then exercisable will expire; options that are then exercisable will expire, if unexercised,
90 days following termination of employment, or if earlier, 10 years after the date of the initial grant.

        Mercantile Potomac may terminate the agreements for good cause. In the event Mercantile Potomac decides to terminate Mr. Lackey and/or
Mr. Mortensen for good cause, Mercantile Potomac shall give Mr. Lackey and/or Mr. Mortensen prior written notice and a period of 15 days
during which Mr. Lackey and/or Mr. Mortensen may cure the breach of any of the covenants under their agreements, provided that no cure is
available if the underlying cause of the termination is proven or admitted fraud or material illegal acts. Upon termination of the agreements for
good cause or expiration of the term of the agreements, Mercantile Potomac may continue to pay Mr. Lackey and/or Mr. Mortensen on a
monthly basis their respective base pay and health and welfare benefits for each month up to a maximum of six months, during which Mercantile
Potomac elects to have Mr. Lackey and/or Mr. Mortensen comply with the non-competition and non-solicitation provisions of their agreements.
The non-competition and non-solicitation provisions provide that upon termination or
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expiration of the agreements, for a period not to exceed six months, Mr. Lackey and/or Mr. Mortensen shall not, on their own behalf or as a
partner, officer, director, employee, agent or consultant of any other person or entity, compete with Bankshares or Mercantile Potomac in
Northern Virginia or in Washington, D.C., contact or solicit Mercantile Potomac's customers or prospective customers or contact, solicit or
induce any employee of Mercantile Potomac to leave his or her employment or consider employment with another person or entity. The length
of the non-competition period shall be reduced by one day for each day Mr. Lackey and/or Mr. Mortensen continue to work for Mercantile
Potomac after the 12-month term of the agreements.

Executive Supplemental Retirement Plan and Split Dollar Life Insurance Plans

        Bankshares has agreed that it, or MSD&T, as the surviving corporation in the merger, will assume, honor and continue to maintain, to the
extent permitted by applicable law, the split dollar life insurance policies and executive plans set forth below without reducing or impairing the
rights of the participants, provided that Bankshares or its appropriate subsidiary may substitute life insurance policies for those identified below
if the substitution does not impair or reduce the rights of the participants.

Executive Plans

        Community Bank has executive agreements with David P. Summers, Thomas F. Lackey, B. Lisa Benjamin, Denise M. Calabrese,
Richard A. Hutchison, Christopher D. Mortensen, Dale G. Phelps and Robert W. Patterson (individually, the "SRP Executive" and collectively,
the "SRP Executives"). The executive agreements provide for Community Bank to make certain payments to a SRP Executive upon the SRP
executive's retirement, or to the SRP Executive's beneficiary or beneficiaries in the event of the SRP Executive's death, pursuant to Community
Bank's Executive Supplemental Retirement Plan ("SRP") and the executive agreement. The executive agreements contain change in control
provisions and, for the purpose of such executive agreements, the consummation of the merger will constitute a change in control of Community
Bank.

        The SRP Executives entered into their respective executive agreements at various times between June 1, 2001 and November 18, 2004 and
the executive agreements have remained unmodified since their execution. The exact terms of the executive agreements differ, but in general the
executive agreements provide that if a change in control of Community Bank occurs and the SRP Executive is discharged without cause or
voluntarily resigns his or her employment (in some cases within 24 months of the change in control), then at age 65 the SRP Executive shall
commence receiving benefits provided for under the executive agreement on the first day of the following month as if the SRP Executive had
been continuously employed by Community Bank until age 65. The SRP Executive also will remain eligible for all promised death benefits in
the executive agreement.

        The present value as of January 1, 2005, of the accelerated vesting of the projected retirement payments due under the executive
agreements upon completion of the merger is estimated to be an aggregate of $2,669,895. This aggregate amount is an estimate only and is based
upon certain actuarial assumptions regarding performance of the executive agreement, mortality and discount rates.

Split Dollar Policies

        Community Bank has agreements to maintain life insurance for the SRP Executives. The agreements contain change in control provisions
and, for the purpose of such agreements, the consummation of the merger will constitute a change in control of Community Bank.

        The SRP Executives entered into their respective agreements at various times between June 1, 2001 and November 18, 2004 and the
agreements have remained unmodified since their execution. The agreements can generally be divided into two groups. The first group includes
David P. Summers, Denise M. Calabrese, Richard A. Hutchison and Christopher D. Mortensen ("Group A"). The
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Group A agreements provide that, upon a change in control of Community Bank, if the Group A executive is subsequently terminated other than
for cause, then the Group A executive shall be 100% vested in the benefits promised under the Group A agreement and upon the death of the
Group A executive, the Group A executive's beneficiary or beneficiaries shall receive the death benefit as if the Group A Executive died while
employed by Community Bank. The death benefit equals 80% of the death proceeds less the cash value of the respective policy or policies.

        The second group of agreements includes Thomas F. Lackey, B. Lisa Benjamin, Dale G. Phelps and Robert W. Patterson ("Group B"). The
Group B agreements provide that if a change in control of Community Bank occurs and the Group B executive is terminated within 24 months
of the change in control other than for cause, then the Group B executive's interest shall be fully vested and he or she shall have the right to
designate the beneficiary or beneficiaries for an amount of the death proceeds equal to 75% or 50% as the case may be, depending on the
particular agreement, of the net death proceeds under the Group B agreement. The net death proceeds are the total death proceeds less the cash
value of the policy or policies.

        Community Bank's Compensation Committee voted to add Richard S. Johnson to the SRP. However, no SRP agreement was ever executed
for Mr. Johnson. Any obligation of Community Bank to Mr. Johnson is to be discharged before completion of the merger in a manner acceptable
to Bankshares. Mr. Johnson and Community Bank entered into an agreement, dated February 25, 2005 (the "Johnson Agreement"), whereby Mr.
Johnson would agree to forego any and all of his rights and benefits in and to the SRP upon the payment by Community Bank of a lump sum in
the amount of $150,000; provided, that if the merger between Community Bank and MSD&T was not consummated prior to July 15, 2005, then
the Johnson Agreement would terminate and be of no further force or effect.

        In addition to the above, there are (1) a split dollar life insurance policy with a face amount of $300,000 for David P. Summers for which
Community Bank is the owner and a beneficiary for death proceeds equal to the greater of the premiums paid by Community Bank or the
policy's cash value (less any loans) and (2) a split dollar life insurance policy with a face amount of $275,000 for Joseph Malone for which
Community Bank has a collateral assignment.

Indemnification and Insurance

        The merger agreement provides that Bankshares will cause MSD&T to, and MSD&T agrees that it will, (a) for a period of six years after
the effective date of the merger, indemnify and hold harmless the present and former officers and directors of Community Bank in respect of
acts or omissions occurring at or prior to the effective time of the merger to the fullest extent permitted by Virginia law or any other applicable
laws or provided under Community Bank's articles of incorporation and bylaws in effect on the date of the merger and (b) for a period of six
years after the effective time of the merger, MSD&T shall provide officers' and directors' liability insurance in respect of acts or omissions
occurring prior to the effective time of the merger covering each present and former officer and director currently covered by Community Bank's
officers' and directors' liability insurance policy on terms with respect to coverage and in amounts no less favorable than those of such policy in
effect on the date of the merger agreement, provided that MSD&T shall not be obligated to pay premiums in excess of 200% of the amount per
annum Community Bank paid in its last full fiscal year.

Board of Directors of MSD&T

        Bankshares shall cause the board of directors of MSD&T to be expanded by at least two, but not more than three, members and shall take
all necessary actions to appoint the individuals designated by mutual agreement of Bankshares and Community Bank to become members of the
board of directors of MSD&T to fill the vacancies created by such increase. In connection with the annual meeting of MSD&T next following
the effective time of the merger, Bankshares shall vote all of its shares of voting equity securities of MSD&T in favor of the mutually agreed
upon newly appointed directors to serve for the term for directors specified in MSD&T's organizational documents.
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DESCRIPTION OF BANKSHARES CAPITAL STOCK

        The following description of the terms of the capital stock of Mercantile Bankshares Corporation is a summary only and is qualified by
reference to the relevant provisions of Maryland law and the Bankshares charter and bylaws.

Authorized Capital Stock

        Under the Bankshares charter, Bankshares' authorized capital stock consists of 130,000,000 shares of common stock, par value $2.00 per
share, and 2,000,000 shares of preferred stock, without par value, of which 1,600,000 shares have been classified as Class A Preferred Stock. As
of March 23, 2005, there were issued and outstanding:

�
79,421,634 shares of Bankshares common stock,

�
employee stock options to purchase an aggregate of approximately 1,567,011 shares of Bankshares common stock, and

�
no shares of Bankshares preferred stock.

        Under the Bankshares charter, Bankshares' board of directors is authorized to classify and reclassify any unissued shares of Bankshares
preferred stock by fixing or altering from time to time before issuance, the preferences, rights, voting powers, restrictions, qualifications,
dividends, redemption rights, conversion rights, and rights upon liquidation, dissolution or winding up, of such shares.

Bankshares Common Stock

        Bankshares Common Stock Outstanding.    The outstanding shares of Bankshares common stock are, and the shares of Bankshares common
stock issuable in the merger will be, duly authorized, validly issued, fully paid and nonassessable.

        Voting Rights.    Each share of Bankshares common stock is entitled to one vote, and except as otherwise provided in respect of any
Bankshares preferred stock, the exclusive voting power for all purposes is vested in the holders of Bankshares common stock. Shares of
Bankshares common stock are not entitled to cumulative voting rights.

        Dividend Rights.    Subject to the provisions of law and any preferential dividend rights granted to the holders of any shares of Bankshares
preferred stock that may at the time be outstanding, holders of Bankshares common stock are entitled to receive dividends at such time and in
such amounts as Bankshares' board of directors may deem advisable. The principal source of funds for any dividends that may be paid by
Bankshares to holders of Bankshares common stock are dividends that Bankshares receives from its subsidiaries. The payment of dividends by
such subsidiaries to Bankshares is subject to federal law restrictions as well as to the laws of the subsidiary's state of incorporation.

        Rights Upon Liquidation.    Holders of shares of Bankshares common stock are entitled to share ratably, upon any liquidation, dissolution
or winding up of Bankshares, whether voluntary or involuntary, in the remaining net assets of Bankshares available for distribution to
stockholders after payment or provision for payment of the debts and other liabilities of Bankshares and the amount to which the holders of any
shares of outstanding Bankshares preferred stock are entitled.

        Preemptive Rights.    Holders of shares of Bankshares common stock have no preemptive right to purchase, subscribe for or otherwise
acquire any unissued or treasury shares or other securities of Bankshares.
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Bankshares Rights Agreement; Class A Preferred Stock

        Pursuant to Bankshares' Stockholder Protection Rights Agreement, certain rights to purchase Bankshares Class A Preferred Stock or
Bankshares common stock attach to each share of Bankshares common stock, including the shares of Bankshares common stock issuable in the
merger. For additional information relating to these rights, see "Comparative Rights of Shareholders�Stockholders' Rights Agreement." Following
is a brief summary of the terms of the Class A Preferred Stock issuable pursuant to the rights agreement. As of the date of this proxy
statement/prospectus, no shares of Class A Preferred Stock were issued and outstanding.

        Voting Rights.    Each share of Class A Preferred Stock is entitled to 1,000 votes, voting with the Bankshares common stock as a class on all
matters submitted to holders of Bankshares common stock. Shares of Class A Preferred Stock are not entitled to cumulative voting rights.

        Dividend Rights.    The holders of the Class A Preferred Stock are entitled to receive, when and as declared by Bankshares' board of
directors, out of funds legally available for the purpose, quarterly cash dividends equal to the greater of $10.00 per share or one thousand times
the aggregate per share amount of cash and non-cash dividends (other than dividends payable in Bankshares common stock) declared on
Bankshares common stock. Dividends are cumulative without interest.

        Rights Upon Liquidation.    In the event of a liquidation, dissolution or winding-up, before any distribution is made to the holders of
Bankshares common stock, each share of Class A Preferred Stock is entitled to a liquidation preference of $1,000 per share, plus an amount
equal to any dividends accrued but unpaid, and is further entitled to share in liquidation proceeds with holders of Bankshares common stock with
the effect that the amount allocable to one share of Class A Preferred Stock is the same as the amount allocable to one thousand shares of
Bankshares common stock, less the liquidation preference.

        Redemption Rights.    Shares of Class A Preferred Stock may be redeemed at the option of Bankshares, in whole or in part, at any time or
from time to time, at a price per share equal to the average market price of Bankshares common stock multiplied by 1,000, plus an amount equal
to any dividends accrued or declared but unpaid.

        Preemptive Rights.    Holders of Class A Preferred Stock have no preemptive rights to purchase, subscribe for or otherwise acquire any
unissued or treasury shares or other securities of Bankshares.

Transfer Agent

        American Stock Transfer & Trust Company is the transfer agent and registrar for the shares of Bankshares common stock.

Stock Exchange Listing

        Bankshares common stock is listed on the NASDAQ National Market. It is a condition to the merger that the shares of Bankshares common
stock issuable in the merger be approved for listing on the NASDAQ National Market, subject to official notice of issuance.

COMPARATIVE RIGHTS OF SHAREHOLDERS

        The rights of Community Bank shareholders are currently governed by Virginia law and the Community Bank articles of incorporation and
bylaws. The rights of Bankshares stockholders are currently governed by Maryland law and the Bankshares charter and bylaws. Upon
completion of the merger, the rights of Community Bank shareholders who become stockholders of Bankshares in the merger will be governed
by Maryland law and the Bankshares charter and bylaws.
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        The following discussion summarizes the material differences between the current rights of Community Bank shareholders and the rights
they will have as Bankshares stockholders if they receive Bankshares common stock in the merger but does not purport to be a complete
statement of all such differences, or a complete description of the specific provisions referred to in this summary. The identification of specific
differences is not intended to indicate that other equally or more significant differences do not exist. The following comparison of shareholders'
rights is necessarily a summary and is not intended to be complete or to identify all differences that may, under given situations, be material to
Community Bank shareholders. This summary is qualified in its entirety by reference to Maryland law, Virginia law, Community Bank's articles
of incorporation and bylaws and Bankshares' charter and bylaws.

Authorized Capital Stock

        Bankshares.    Bankshares is authorized to issue 130,000,000 shares of common stock, par value $2.00 per share, and 2,000,000 shares of
preferred stock, without par value. Bankshares' board of directors may reclassify already classified, but unissued, shares of Bankshares' preferred
stock and may alter the rights, privileges and restrictions on the unissued Bankshares preferred stock. Currently, no Bankshares preferred stock
is outstanding but the Bankshares board of directors has designated 1,600,000 shares of preferred stock as Class A Preferred Stock in connection
with its stockholders' rights agreement.

        Community Bank.    Community Bank's total authorized shares of capital stock consists of (1) 25,000,000 shares of common stock, par
value $0.333 per share, and (2) 500,000 shares of preferred stock, par value $1.00 per share. As of March 23, 2005, 10,172,077 shares of
Community Bank common stock were issued and outstanding and no shares of Community Bank preferred stock were issued and outstanding.

        Community Bank's board of directors is authorized, without further shareholder action, to designate and issue from time to time one or
more series of preferred stock. Community Bank's board of directors may fix and determine the preferences, limitations and relative rights of
each series of preferred stock issued. Because Community Bank's board of directors has the power to establish the preferences and rights of each
series of preferred stock, it may afford the holders of any series of preferred stock preferences and rights, voting or otherwise, senior to the rights
of holders of Community Bank common stock. It is not possible to state the actual effect of the issuance of any shares of preferred stock upon
the rights of holders of Community Bank common stock until Community Bank's board of directors determines the specific rights of the holders
of preferred stock. However, the effects might include:

�
restricting dividends on Community Bank common stock;

�
diluting the voting power of Community Bank common stock;

�
impairing liquidation rights of Community Bank common stock; or

�
delaying or preventing a change in control of Community Bank without further action by shareholders of Community Bank.

Voting Rights

        Bankshares.    Each holder of Bankshares common stock is entitled to one vote for each share of Bankshares common stock held by such
holder and, except as otherwise provided in respect of any Bankshares preferred stock, the exclusive voting power for all purposes is vested in
the holders of Bankshares common stock. Holders of Bankshares common stock may not cumulate votes for the election of directors.
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        Community Bank.    Each holder of Community Bank common stock is entitled to one vote for each share held of record and may not
cumulate votes for the election of directors.

Dividends

        Bankshares.    Subject to the provisions of law and any preferential dividend rights granted to the holders of any shares of Bankshares
preferred stock that may at the time be outstanding, holders of Bankshares common stock are entitled to receive dividends at such time and in
such amounts as Bankshares' board of directors may deem advisable. The principal source of funds for any dividends that may be paid by
Bankshares to holders of Bankshares common stock are dividends that Bankshares receives from its subsidiaries. The payment of dividends by
such subsidiaries to Bankshares is subject to federal law restrictions as well as to the laws of the subsidiary's state of incorporation.

        Community Bank.    Virginia law provides that a corporation may make distributions to its shareholders, unless, after giving effect to the
distribution, the corporation would not be able to pay its debts as they become due in the usual course of business, or the corporation's total
assets would be less than the sum of its total liabilities plus the amount that would be needed, if the corporation were to be dissolved at the time
of the distribution, to satisfy the preferential rights upon the dissolution of shareholders whose preferential rights are superior to those receiving
the distribution.

Size of Board of Directors

        Bankshares.    Bankshares currently has 20 directors, which number may be increased or decreased by the action of the board. Bankshares'
board of directors is classified into three classes. One class of directors is elected at each annual meeting of stockholders to hold office for a term
of three years.

        Community Bank.    Virginia law provides that the board of directors of a Virginia corporation shall consist of a number of individuals
specified in or fixed in accordance with the bylaws of the corporation or, if not specified or fixed in accordance with the bylaws, then a number
specified in or fixed in accordance with the articles of incorporation of the corporation.

        The Community Bank articles of incorporation provide that the number of directors shall be specified in the bylaws. The Community Bank
bylaws provide that the board of directors shall not be less than five nor more than 12 in number. Currently, there are seven members of the
Community Bank board of directors.

        Under Virginia law, if the bylaws state a fixed number of directors and the board of directors has the right to amend the bylaws, the board
of directors may, by amendment, increase or decrease the number of directors, but by no more than 30% of the number of directors last elected
by the shareholders.

        Virginia law provides that a corporation's board of directors may be divided into two or three classes with staggered terms of office. The
Community Bank articles of incorporation provide that the Community Bank board of directors shall consist of three classes, as nearly equal in
number as possible, each of which shall serve for three years with one class being elected each year.

Removal of Directors

        Bankshares.    Bankshares' charter requires the affirmative vote of not less than two-thirds of all the votes entitled to be cast by the
stockholders generally in the election of directors to remove any director or the entire board of directors. Directors may be removed only for
cause as provided under Maryland law.

        Community Bank.    Under Virginia law, except as otherwise provided in a corporation's articles of incorporation, a director may be
removed from office, with or without cause, by the holders of a
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majority of the shares entitled to vote in the election of directors. Under the Community Bank articles of incorporation, any director may be
removed from office only for cause by the holders of not less than 75% of the shares entitled to vote in the election of directors.

Filling Vacancies on the Board of Directors

        Bankshares.    Under Bankshares' charter, a vacancy on the board of directors, including a vacancy resulting from an increase in the number
of directors, shall be filled by vote of a majority of directors remaining in office.

        Community Bank.    Under Virginia law, unless a corporation's articles of incorporation provide otherwise, vacancies, including a vacancy
resulting from an increase in the number of directors, may be filled by a plurality of the votes cast by the shares entitled to vote in the election at
a meeting at which a quorum is present or by a majority of the directors remaining in office, even though less than a quorum is present. If the
board of directors fills a vacancy, the director's term expires at the next shareholders' meeting at which directors are elected even if the
corporation has a classified board of directors with staggered terms and the new director is filling an unexpired term with more than one year
remaining. Virginia law also provides that a decrease in the number of directors does not shorten an incumbent director's term.

        The Community Bank articles of incorporation do not alter those provisions of Virginia law that relate to the filling of vacancies on a board
of directors.

Nomination of Director Candidates by Stockholders

        Bankshares.    Bankshares' bylaws provide that a stockholder entitled to vote for the election of directors may make nominations for the
election of directors at an annual meeting of stockholders by giving written notice to the Secretary of Bankshares not earlier than 120 days and
not later than 90 days prior to the anniversary date of mailing of notice for the preceding year's annual meeting. In the case of a special meeting
at which directors are to be elected, such notice must be given not earlier than 120 days and not later than 90 days prior to the date of the special
meeting. The notice must contain specific information as set forth in Bankshares' bylaws.

        Community Bank.    Community Bank's Nominating and Governance Committee has the primary responsibility of identifying qualified
individuals to become directors and nominating such individuals for election to the board of directors at the annual meetings. The committee's
charter provides that the committee shall consider director candidates that are recommended by the shareholders, if such recommendations are
submitted to the committee through its chairman, Mr. David A. Dickens. Community Bank's bylaws do not provide any specific advance notice
requirements with respect to shareholder nominations of director candidates.

Special Meetings of Stockholders

        Bankshares.    Bankshares' bylaws provide that special meetings of stockholders may be called at any time for any purpose by Bankshares'
board of directors, chairman, vice-chairman or president, or otherwise as required by law. In the case of a Maryland corporation which so elects,
as Bankshares has, Maryland law requires that a special meeting of stockholders be held upon the written request of stockholders entitled to cast
at least a majority of all the votes entitled to be cast at the proposed special meeting.
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        Community Bank.    Under Virginia law, a special meeting of shareholders may be called by the chairman of the board of directors, the
president, the board of directors or any other person authorized to do so in the corporation's articles of incorporation or bylaws. Virginia law
further provides that the only matters that may be considered and acted upon at a special meeting of shareholders are those described in the
notice of the special meeting.

        The Community Bank bylaws provide that a special meeting of the shareholders may be called by the chairman of the board, the president
or by a majority of the board of directors.

Stockholder Proposals

        Bankshares.    Bankshares' bylaws provide that a stockholder wanting to submit a stockholder proposal at an annual meeting must deliver
written notice to the Secretary of Bankshares not earlier than 120 days and not later than 90 days prior to the anniversary date of mailing of
notice for the preceding year's annual meeting. Stockholder proposals relating to a bylaw amendment adopted by the board of directors must be
delivered to the Secretary of Bankshares no later than the latter of the time set forth above or 10 days following public disclosure by Bankshares
of board action on an amendment.

        Community Bank.    Community Bank's bylaws do not provide any specific advance notice requirements with respect to shareholder
proposals.

Amendments to Articles of Incorporation

        Bankshares.    Maryland law provides that a corporation may amend its articles of incorporation if the board of directors proposes the
amendment to the stockholders, and such amendment receives the requisite stockholder approval. Unless a corporation's articles of incorporation
provides otherwise, such amendments must be approved by two-thirds of all votes entitled to be cast on the matter. Bankshares' charter does not
alter the default provisions of Maryland law.

        Community Bank.    Under Virginia law, unless a Virginia corporation's articles of incorporation provide for a greater or lesser vote,
amendments to the articles of incorporation must be approved by each voting group entitled to vote on the proposed amendment by more than
two-thirds of all the votes entitled to be cast by that voting group. However, the vote specified in the articles of incorporation may not be
reduced to less than a majority of all votes cast by the voting group at a meeting at which a quorum of the voting group exists.

        The Community Bank articles of incorporation do not alter the provisions of Virginia law relating to the process required to amend a
Virginia corporation's articles of incorporation.

Amendments to Bylaws

        Bankshares.    Bankshares' board of directors may amend, alter, suspend or repeal its bylaws. Actions by the directors relating to the bylaws
must be reported to the stockholders at the next annual meeting and the actions may be changed or rescinded by majority vote of all the stock
then outstanding and entitled to vote. The directors may not amend the bylaw amendment provision.

        Community Bank.    Under Virginia law, a corporation's shareholders or board of directors may amend or repeal bylaws, except to the
extent that the corporation's articles of incorporation or Virginia law reserves the power exclusively to the shareholders. A corporation's
shareholders may amend or repeal bylaws even though the bylaws may be amended or repealed by its board of directors.

        Virginia law expressly addresses an amendment or repeal of a bylaw provision that fixes a greater quorum or voting requirement for the
board of directors than the quorum or voting requirement fixed by Virginia law. If the shareholders originally adopted the provision, only they
may amend or repeal it.
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If the board of directors originally adopted the provision, either the shareholders or the board of directors may amend or repeal it.

        A bylaw adopted or amended by the shareholders that fixes a greater quorum or voting requirement for the board of directors may provide
that it may be amended or repealed only by a specified vote of either the shareholders or the board of directors.

        The Community Bank bylaws may be altered, amended or repealed at any meeting of the board of directors by affirmative vote of a
majority of the directors, subject to the power of the shareholders to alter or repeal the bylaws made by the board of directors at any annual or
special meeting of the shareholders.

Stockholder Vote on Fundamental Issues

        Bankshares.    Under Maryland law, certain transactions, including a merger, a statutory share exchange in which the corporation is not the
successor, a consolidation, the sale, lease, exchange or other disposition of all or substantially all of the property of the corporation, other than in
the usual and regular course of business, or voluntary dissolution of the corporation must generally be approved by the affirmative vote of the
holders of at least two-thirds of the votes entitled to be cast on the matter. A corporation's articles of incorporation may require a lower or higher
vote for approval, but the required vote must be at least a majority of the votes entitled to be cast on the matter. Bankshares' charter does not
alter the default provisions of Maryland law.

        Community Bank.    Under Virginia law, unless a corporation's articles of incorporation provide for a greater or lesser vote, certain
transactions such as mergers, share exchanges, sales, leases, exchanges or other dispositions of all or substantially all of the corporation's assets,
other than in the ordinary course of business, or voluntary dissolution of the corporation must be approved by each voting group entitled to vote
on the proposed transaction by more than two-thirds of all the votes entitled to be cast by that voting group. However, the vote specified in the
articles of incorporation may not be reduced to less than a majority of all votes cast by the voting group at a meeting at which a quorum of the
voting group exists.

        The Community Bank articles of incorporation do not alter the provisions of Virginia law that relate to the voting requirements for the
transactions contemplated above.

Stockholders' Rights Agreement

        Bankshares.    Bankshares has a stockholders' rights agreement, which will remain in effect after the merger. Rights, which under certain
circumstances may become exercisable for the purchase of Bankshares preferred stock or Bankshares common stock, or exchangeable for
Bankshares preferred stock or Bankshares common stock, attach to each share of Bankshares common stock, including shares of Bankshares
common stock issuable in connection with the merger agreement, under the Stockholder Protection Rights Agreement adopted by Bankshares'
board of directors in June, 1999. In general, these rights become exercisable within 10 business days after a person, or group, acquires or makes
a tender offer or an exchange offer for the beneficial ownership of 10% or more of the outstanding Bankshares common stock or at an earlier or
later time as the Bankshares board of directors may determine. Until the rights become exercisable, they will not be separable from the
Bankshares common stock and will automatically trade with the Bankshares common stock. When rights become exercisable after a person or
group acquires beneficial ownership of 10% or more of the outstanding common stock of Bankshares, the rights of such acquiring person or
group (and any affiliates and associates thereof) become void. Accordingly, the rights agreement can have a deterrent effect on unsolicited
takeover attempts and, therefore, may delay or make it more difficult to achieve a change in control of Bankshares.
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        Community Bank.    Community Bank does not currently have a shareholders' rights agreement.

Anti-Takeover Provisions

        Bankshares.    In addition to the stockholder rights agreement, there are a number of charter and Maryland law provisions which may have
a deterrent effect on unsolicited takeover attempts and may delay or make it more difficult to achieve a change of control of Bankshares. Among
these are the classified board of directors, the power of the board to fix the number of directors and fill vacancies on the board, the requirement
of a two-thirds vote of stockholders to remove directors (and then only for cause), and the inability of stockholders to call a special meeting
except upon the vote of at least a majority of the votes entitled to be cast at the meeting.

        Bankshares is also subject to the Maryland Business Combination Act, referred to here as the "MBCA." The MBCA would prohibit certain
future acquirors ("interested stockholders") of 10% or more of Bankshares' common stock, and their affiliates, from engaging in business
combinations with Bankshares for a period of five years after such acquisition. After the five year period, a business combination with an
interested stockholder or affiliate thereof must be recommended by the board of directors and may occur only (1) with a vote of 80% of the
voting stock (including two-thirds of the stock not held by the interested stockholder and its affiliates), or (2) if certain stringent fair price tests
are met. "Business combination" is broadly defined in the MBCA to include mergers, consolidations, certain share exchanges, asset transfers and
other transactions. The MBCA will not preclude or restrict any business combination with an interested stockholder if the board of directors
approves or exempts the transaction before such person becomes an interested stockholder.

        In addition to the MBCA, Bankshares was previously subject to the provisions of the Maryland Control Share Act. The Control Share Act
causes persons who acquire beneficial ownership of stock of a Maryland corporation at levels of 10%, 33% and more than 50% ("control share
acquisitions") to lose the voting rights of such stock unless voting rights are restored by the stockholders at a meeting by vote of two-thirds of all
the votes entitled to be cast on the matter (excluding stock held by the acquiring stockholder or officers or employee directors of the
corporation). The Control Share Act affords a cash-out election for stockholders other than the acquiring stockholder (at an appraised value),
payable by the corporation, if the acquiring stockholder is given voting rights for more than 50% of the outstanding stock. Under certain
circumstances, the corporation may redeem shares acquired in a control share acquisition if voting rights for such shares have not been
approved. The board of directors of Bankshares has adopted a bylaw amendment, exempting in advance any control share acquisition from the
Control Share Act. Such amendment could be rescinded or changed in the future.

        Community Bank.    Virginia law contains provisions governing "affiliated transactions." In general, these provisions prohibit a Virginia
corporation from engaging in material acquisition transactions with any holder of more than 10% of any class of its outstanding voting shares
(an "interested shareholder") for a period of three years following the date that such person became an interested shareholder unless:

�
the board of directors of the corporation and the holders of two-thirds of the voting shares, other than the shares beneficially
owned by the interested shareholder, approve the affiliated transaction; or

�
before the date the person became an interested shareholder, the board of directors approved the transaction that resulted in
the shareholder becoming an interested shareholder.

        Affiliated transactions subject to this approval requirement include mergers, share exchanges, material dispositions of corporate assets not
in the ordinary course of business, any dissolution of the corporation proposed by or on behalf of an interested shareholder or any
reclassification, including
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reverse stock splits, recapitalizations or mergers of the corporation with its subsidiaries, which increases the percentage of voting shares owned
beneficially by an interested shareholder by more than 5%.

        A Virginia corporation may include in its articles of incorporation initially filed with the State Corporation Commission of the
Commonwealth of Virginia a provision opting out of the affiliated transactions statute. The shareholders of a Virginia corporation may also
adopt an amendment to the corporation's articles of incorporation or bylaws opting out of the affiliated transactions statute.

        Neither the Community Bank articles of incorporation nor the Community Bank bylaws contain any provisions opting out of the affiliated
transactions statute.

        Virginia law also contains provisions relating to "control share acquisitions," which are transactions causing the voting strength of any
person acquiring beneficial ownership of shares of a Virginia public corporation to meet or exceed certain threshold percentages (20%, 331/3%
or 50%) of the total votes entitled to be cast for the election of directors. Shares acquired in a control share acquisition have no voting rights
unless:

�
the voting rights are granted by a majority vote of all outstanding shares other than those held by the acquiring person or any
officer or employee director of the corporation; or

�
the articles of incorporation or bylaws of the corporation provide that these Virginia law provisions do not apply to
acquisitions of its shares.

        An acquiring person may require that a special meeting of the shareholders be held, within 50 days of the acquiring person's request, to
consider the grant of voting rights to the shares acquired in the control share acquisition. If voting rights are not granted and the corporation's
articles of incorporation or bylaws permit, the acquiring person's shares may be repurchased by the corporation, at its option, at a price per share
equal to the acquiring person's cost. Virginia law grants dissenters' rights to any shareholder who objects to a control share acquisition that is
approved by a vote of disinterested shareholders and that gives the acquiring person control of a majority of the corporation's voting shares.

        A Virginia corporation may include in its articles of incorporation or bylaws a provision opting out of the control share acquisition statute.

        The Community Bank bylaws include a provision opting out of the control share acquisition statute.

Directors and Officers Liability and Indemnification

        Bankshares.    Maryland law provides that a corporation may indemnify any director made a party to a proceeding by reason of service in
that capacity unless it is established that: (1) the act or omission of the director was material to the matter giving rise to the proceeding and
(a) was committed in bad faith or (b) was the result of active and deliberate dishonesty, or (2) the director actually received an improper personal
benefit in money, property or services, or (3) in the case of any criminal proceeding, the director had reasonable cause to believe that the act or
omission was unlawful. To the extent that a director has been successful in defense of any proceeding, the law provides that he shall be
indemnified against reasonable expenses incurred in connection therewith. A Maryland corporation may indemnify its officers to the same
extent as its directors and to such further extent as is consistent with law.

        Bankshares' charter provides, in accordance with Maryland law, that the liability of directors and officers to Bankshares or its stockholders
for money damages shall be limited to the maximum extent that the liability of directors and officers of Maryland corporations is permitted to be
limited by Maryland law. This limitation on liability shall apply to events occurring at the time a person serves as a director of officer of
Bankshares whether or not such person is a director or officer at the time of any proceeding in which liability is asserted.
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        The Bankshares charter further provides that, to the maximum extent permitted by Maryland law, Bankshares shall indemnify its currently
acting and its former directors against any and all liabilities and expenses incurred in connection with their services in such capacities, shall
indemnify its currently acting and its former officers to the full extent that indemnification shall be provided to directors, and shall indemnify, to
the same extent, its employees and agents and persons who serve and have served, at its request as a director, officer, partner, trustee, employee
or agent of another corporation, partnership, joint venture or other enterprise. Bankshares shall advance expenses to its directors, officers and
other person referred to above to the extent permitted by Maryland law. Bankshares' board of directors may by bylaw, resolution or other
agreement make further provision for indemnification of directors, officers, employees and agents to the extent permitted by Maryland law.

        Maryland law permits a corporation to purchase and maintain insurance for a director or officer against any liability asserted him, and
incurred in his capacity as a director or officer or arising out of his position, whether or not the corporation would have the power to indemnify
him against such liability under Maryland law.

        Community Bank.    Under Virginia law, to the extent provided in the articles of incorporation or an amendment to the bylaws approved by
shareholders, a corporation may eliminate a director's or an officer's personal liability for monetary damages in any proceeding brought by or in
the right of a corporation or brought by or on behalf of shareholders, except for liability resulting from such director's or officer's willful
misconduct or a knowing violation of criminal law or of any federal or state securities law.

        The Community Bank articles of incorporation provide that, to the full extent that Virginia law permits the limitation or elimination of the
liability of directors and officers, the directors and officers shall not be liable for monetary damages to Community Bank or its shareholders.

        The Community Bank articles of incorporation require Community Bank, to the full extent permitted and in the manner prescribed by
Virginia law, to indemnify any director and officer who is or was a party to any proceeding due to his status as a director or officer or who is or
was serving at the request of Community Bank as a director, officer, employee or agent of another corporation, partnership, joint venture, trust,
employee benefit plan or other enterprise.

        Virginia law provides that any indemnification for a director or officer, unless ordered by a court, is subject to a determination that the
director or officer has met the applicable standard of conduct. The determination will be made by either:

�
a majority vote of a quorum of the directors who are not parties to such proceeding;

�
if there is not a quorum of such directors, by majority vote of a committee, consisting of two or more directors who are not
parties to such proceeding, duly designated by the directors;

�
by special legal counsel; or

�
by the shareholders.

        Under the Community Bank articles of incorporation, in the event there has been a change in the composition of a majority of the board of
directors after the date of the alleged act or omission with respect to which indemnification is claimed, any determination as to indemnification
will be made by special legal counsel agreed upon by the board of directors and the director or officer seeking indemnification. If the board of
directors and the director or officer seeking indemnification cannot agree upon a special legal counsel, the board of directors and the director or
officer will each select a nominee and the nominees will select the special legal counsel.

71

Edgar Filing: MERCANTILE BANKSHARES CORP - Form POS AM

92



        Under Virginia law, a corporation may advance expenses before the final disposition of a proceeding if:

�
the director or officer furnishes a written statement of his good faith belief that he has met the proper standard of conduct;

�
he undertakes to repay the amount if it is ultimately determined that the director or officer is not entitled to indemnification;
and

�
determination made on the facts then known would not preclude indemnification.

        Under Virginia law, to the extent that a director or officer has been successful on the merits or otherwise in defense of the proceeding, the
director or officer must be indemnified against reasonable expenses incurred by him in connection with that proceeding.

        Virginia law gives a corporation the power to purchase and maintain insurance on behalf of any director or officer against any liability
asserted against, and incurred in his capacity as a director or officer, whether or not the corporation would have the power to indemnify the
director or officer against this liability under Virginia law.

LEGAL MATTERS

        Certain legal matters in connection with the validity of Bankshares common stock to be issued in connection with the merger will be passed
upon by Venable LLP, Baltimore, Maryland. James L. Shea, a partner in Venable LLP, is a director of Bankshares.

EXPERTS

        The consolidated financial statements of Bankshares and subsidiaries as of December 31, 2004 and 2003 and for each of the years in the
three year period ended December 31, 2004 have been incorporated by reference herein and in the registration statement in reliance upon the
report of PricewaterhouseCoopers LLP, an independent registered public accounting firm, incorporated by reference herein and upon the
authority of said firm as experts in accounting and auditing. The financial statements and management's assessment of the effectiveness of
internal control over financial reporting (which is included in Management's Report on Internal Control over Financial Reporting) incorporated
in this proxy statement/prospectus by reference to Bankshares' Annual Report on Form 10-K for the year ended December 31, 2004 have been
so incorporated in reliance on the report(s) of PricewaterhouseCoopers LLP, an independent registered public accounting firm, given on the
authority of said firm as experts in auditing and accounting.

        The consolidated financial statements of Community Bank as of December 31, 2004 and 2003 and for each of the years in the three year
period ended December 31, 2004, have been incorporated by reference herein from Community Bank's annual report on Form 10-K for the year
ended December 31, 2004 in reliance upon the report of Grant Thornton LLP, an independent registered public accounting firm, incorporated by
reference herein, and upon their authority as experts in accounting and auditing.

WHERE YOU CAN FIND MORE INFORMATION

        Bankshares and Community Bank file annual, quarterly and special reports, proxy statements and other information with the SEC and the
FDIC, respectively. You may read and copy this information relating to Bankshares at the SEC's Public Reference Room, 450 Fifth St., N.W.,
Washington, D.C. 20549. Please call the SEC at 1-800-SEC-0330 for further information on the public reference room. The SEC also maintains
an Internet website that has reports, proxy statements and other information about Bankshares. The address of that site is http://www.sec.gov.
You may also obtain free copies of the
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documents filed with the SEC by Bankshares by contacting David Borowy, Mercantile Bankshares Corporation, Two Hopkins Plaza, Baltimore,
Maryland 21201, telephone (410) 347-8039 or from Bankshares' Internet site at http://www.mrbk.com/invest/sec.html. You may obtain free
copies of the documents filed with the FDIC by Community Bank by contacting the Filing Desk in the Accounting, Securities and Disclosures
Section of the FDIC at (202) 898-8913 or by e-mail at mfields@fdic.gov, or by contacting B. Lisa Benjamin, Community Bank of Northern
Virginia, 107 Free Court, Sterling, VA 20164, telephone (703) 762-7385 or from Community Bank's Internet site at http://www.cbnv.com.

        Bankshares filed a registration statement on Form S-4 to register with the SEC the shares of Bankshares common stock to be issued to
Community Bank shareholders in the merger. This proxy statement/prospectus is a part of that registration statement and constitutes a prospectus
of Bankshares in addition to being a proxy statement of Community Bank for the company's special meeting. As permitted by SEC rules, this
proxy statement/prospectus does not contain all the information that you can find in the registration statement or the exhibits to that registration
statement.

        The SEC allows us to "incorporate by reference" information into this proxy statement/prospectus. This means that we can disclose
important information to you by referring you to another document filed separately with the SEC or the FDIC. The information incorporated by
reference is deemed to be part of this proxy statement/prospectus, except for any information superseded by information in this proxy
statement/prospectus or in later filed documents incorporated by reference in this proxy statement/prospectus. This proxy statement/prospectus
incorporates by reference the documents set forth below that Bankshares and Community Bank have, respectively, previously filed with the SEC
and the FDIC (other than the portions of those documents deemed furnished but not filed). Documents listed below as incorporated by reference
by Community Bank into this proxy statement/prospectus have also been included as exhibits to the registration statement filed by Bankshares.
These documents contain important information about our companies and their financial performance.

Bankshares SEC Filings
(File No. 0-05127) Period

Annual Report on Form 10-K Fiscal year ended December 31, 2004

Proxy Statement on Schedule 14A Filed on March 29, 2005

Current Reports on Form 8-K Filed on January 14, 2005, January 25, 2005 (date of
earliest event reported of January 24, 2005),
March 8, 2005 and March 14, 2005

Description of Bankshares common stock set forth in
the registration statement on Form 8-B filed on
September 25, 1970 (including the amendments
thereto filed on December 20, 1991 and June 13,
2003) and the description of the stockholder
protection rights set forth in the registration
statement on Form 8-A dated June 11, 1999, and any
other amendments or reports filed for the purpose of
updating these descriptions

Filed on June 13, 2003

Community Bank's FDIC Filings
(FDIC Certificate No. 33583-5) Period

Annual Report on Form 10-K Fiscal year ended December 31, 2004

Current Reports on Form 8-K Filed on January 27, 2005 (other than the
information furnished in Item 2.02, including
Exhibit 99.1 thereto)

Description of Community Bank common stock set
forth in the registration statement on Form 10 and
any other amendments or reports filed for the
purpose of updating this description

Filed on September 29, 2000
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        We are also incorporating by reference additional documents that we may file with the SEC and the FDIC under Section 13(a), 13(c), 14(a)
or 15(d) of the Securities Exchange Act of 1934 (other than the portions of those documents deemed furnished but not filed) between the date of
this proxy statement/prospectus and the date of the Community Bank special meeting.

        Bankshares has supplied all information contained or incorporated by reference in this proxy statement/prospectus relating to Bankshares,
and Community Bank has supplied all information relating to Community Bank.

        You may already have been sent some of the documents incorporated by reference, but you can obtain any of them from us or the SEC or
the FDIC. Documents incorporated by reference are available from us without charge, excluding all exhibits, unless we have specifically
incorporated by reference an exhibit in this proxy statement/prospectus. Shareholders may obtain these documents incorporated by reference by
requesting them in writing or by telephone from the appropriate party at the following address:

Mercantile Bankshares Corporation
Two Hopkins Plaza, P.O. Box 1477

Baltimore, Maryland 21203
Attn: David E. Borowy,

Investor Relations
Telephone: (410) 347-8039

Community Bank of Northern Virginia
107 Free Court

Sterling, Virginia 20164
Attn: B. Lisa Benjamin,

Corporate Secretary
Telephone: (703) 762-7385

        If you would like to request documents from us, please do so by May 9, 2005 to receive them before the shareholders' meeting. We shall
send the documents by first-class mail within one business day of receiving your request.

        You can also get more information by visiting Bankshares' web site at http://www.mercantile.com and Community Bank's website at
http://www.cbnv.com. Website materials are not part of this proxy statement/prospectus.

You should rely only on the information contained or incorporated by reference in this proxy statement/prospectus to vote on the
Community Bank merger agreement proposal. We have not authorized anyone to provide you with information that is different from
what is contained in this proxy statement/prospectus. This proxy statement/prospectus is dated March 30, 2005. You should not assume
that the information in it is accurate as of any date other than that date, and neither its mailing to shareholders nor the issuance of
Bankshares common stock in the merger shall create any implication to the contrary.
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APPENDIX A

AGREEMENT AND PLAN OF MERGER

dated as of

January 24, 2005

among

COMMUNITY BANK OF NORTHERN VIRGINIA,

MERCANTILE BANKSHARES CORPORATION

and

MERCANTILE-SAFE DEPOSIT AND TRUST COMPANY
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