
FIRST UNITED CORP/MD/
Form 10-Q
August 11, 2008

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

QUARTERLY REPORT PURSUANT TO
SECTION 13 OR 15(d) OF

THE SECURITIES EXCHANGE ACT OF 1934

For quarterly period ended June 30, 2008

Commission file number 0-14237

First United Corporation
(Exact name of registrant as specified in its charter)

Maryland 52-1380770
(State or other jurisdiction of (I. R. S. Employer Identification No.)
incorporation or organization)

19 South Second Street, Oakland, Maryland 21550-0009
(Address of principal executive offices)  (Zip Code)

(800) 470-4356
(Registrant's telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter periods that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes x| No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or
a smaller reporting company. See definition of “large accelerated filer”, “accelerated filer” and “smaller reporting company”
in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer o Accelerated filer x
Non-accelerated filer o (Do not check if a smaller
reporting company)

Smaller reporting
company o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).Yes
o No x

Indicate the number of shares outstanding of each of the issuer’s classes of common stock, as of the latest practicable
date: 6,095,808 shares of common stock, par value $.01 per share, as of July 31, 2008.

Edgar Filing: FIRST UNITED CORP/MD/ - Form 10-Q

1



INDEX TO QUARTERLY REPORT
FIRST UNITED CORPORATION

PART I. FINANCIAL INFORMATION

Item 1. Financial Statements (unaudited)  3

Consolidated Statements of Financial Condition – June 30, 2008 and
December 31, 2007

 3

Consolidated Statements of Income - for the six months and three
months ended June 30, 2008 and 2007

 4

Consolidated Statements of Changes in Shareholders’ Equity- for the
six months ended June 30, 2008 and Year ended December 31, 2007

 6

Consolidated Statements of Cash Flows - for the six months ended
June 30, 2008 and 2007

 7

Notes to Consolidated Financial Statements  8

Item 2. Management's Discussion and Analysis of Financial Condition and
Results of Operations

 15

Item 3. Quantitative and Qualitative Disclosures About Market Risk  26

Item 4. Controls and Procedures 26

PART II. OTHER INFORMATION

Item 1. Legal Proceedings  26

Item 1A. Risk Factors  26

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds  27

Item 3. Defaults Upon Senior Securities  27

Item 4. Submission of Matters to a Vote of Security Holders  27

Item 5. Other Information  27

Item 6. Exhibits  28

SIGNATURES  28

EXHIBIT INDEX  29

2

Edgar Filing: FIRST UNITED CORP/MD/ - Form 10-Q

2



PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

FIRST UNITED CORPORATION
Consolidated Statements of Financial Condition

(In thousands)

June 30, 
2008

December 31, 
2007

(Unaudited)
Assets
Cash and due from banks $ 19,996 $ 24,316
Interest-bearing deposits in banks 3,774 1,486
Investment securities available-for-sale (at fair value) 362,165 304,908
Investment securities held-to-maturity (fair value of $8,944) 8,794 —
Federal Home Loan Bank stock, at cost 14,091 9,863
Loans 1,079,047 1,043,266
Allowance for loan losses (8,878) (7,304)
Net loans 1,070,169 1,035,962
Premises and equipment, net 31,410 31,407
Goodwill and other intangible assets, net 14,218 14,560
Bank owned life insurance 29,486 29,039
Accrued interest receivable and other assets 40,392 27,368

Total Assets $ 1,594,495 $ 1,478,909

Liabilities and Shareholders' Equity
Liabilities:
Non-interest bearing deposits $ 112,832 $ 97,976
Interest-bearing deposits 1,017,365 994,764
Total deposits 1,130,197 1,092,740
Short-term borrowings 75,259 88,924
Long-term borrowings 277,927 178,451
Accrued interest payable and other liabilities 15,233 12,895
Dividends payable 1,232 1,234
Total Liabilities 1,499,848 1,374,244
Shareholders' Equity
Preferred stock —no par value;
Authorized and unissued 2,000 shares
Capital Stock – actual par value $.01 per share;
Authorized 25,000 shares; issued and outstanding  6,105 shares at
June 30, 2008 and 6,138 shares at December 31, 2007 61 61
Surplus 20,757 21,400
Retained earnings 93,658 88,859
Accumulated other comprehensive loss (19,829) (5,655)
Total Shareholders' Equity 94,647 104,665

Total Liabilities and Shareholders' Equity $ 1,594,495 $ 1,478,909
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See accompanying notes to the consolidated financial statements.
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FIRST UNITED CORPORATION
Consolidated Statements of Income
(in thousands, except per share data)

Six Months Ended
June 30,

2008 2007
(Unaudited)

Interest income
Interest and fees on loans $ 37,438 $ 36,719
Interest on investment securities:
Taxable 8,170 5,577
Exempt from federal income tax 1,691 1,502
Total investment income 9,861 7,079
Other 410 461
Total interest income 47,709 44,259

Interest expense
Interest on deposits 16,396 17,350
Interest on short-term borrowings 868 1,796
Interest on long-term borrowings 5,192 4,154
Total interest expense 22,456 23,300
Net interest income 25,253 20,959
Provision for loan losses 2,353 530
Net interest income after provision for loan losses 22,900 20,429
Other operating income
Service charges 3,146 2,784
Trust department 2,018 2,003
Net securities gains (losses) 476 (1,610)
Insurance commissions
Bank owned life insurance

1,081
447

1,103
543

Other income 1,742 1,556
Total other operating income 8,910 6,379
Other operating expenses
Salaries and employee benefits 11,222 10,019
Occupancy, equipment and data processing 3,845 3,554
Other expense 5,938 5,506
Total other operating expenses 21,005 19,079
Income before income taxes 10,805 7,729
Applicable income taxes 3,556 2,463
Net income $ 7,249 $ 5,266

Earnings per share $ 1.19 $ .86
Dividends per share $ .40 $ .39
Weighted average number of shares
outstanding 6,118 6,147

See accompanying notes to the consolidated financial statements.
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FIRST UNITED CORPORATION
Consolidated Statements of Income
(in thousands, except per share data)

Three Months Ended
June 30,

2008 2007
(Unaudited)

Interest income
Interest and fees on loans $ 18,484 $ 18,834
Interest on investment securities:
Taxable 4,292 2,982
Exempt from federal income tax 844 775
Total investment income 5,136 3,757
Other 231 250
Total interest income 23,851 22,841

Interest expense
Interest on deposits 7,420 9,025
Interest on short-term borrowings 393 833
Interest on long-term borrowings 2,814 2,089
Total interest expense 10,627 11,947
Net interest income 13,224 10,894
Provision for loan losses 966 367
Net interest income after provision for loan losses 12,258 10,527
Other operating income
Service charges 1,699 1,503
Trust department 986 996
Net securities gains (losses) 77 (99)
Insurance commissions
Bank owned life insurance

530
183

483
284

Other income 1,095 851
Total other operating income 4,570 4,018
Other operating expenses
Salaries and employee benefits 5,438 5,129
Occupancy, equipment and data processing 1,939 1,816
Other expense 3,274 2,891
Total other operating expenses 10,651 9,836
Income before income taxes 6,177 4,709
Applicable income taxes 2,063 1,504
Net income $ 4,114 $ 3,205

Earnings per share $ .68 $ .52
Dividends per share $ .200 $ .195
Weighted average number of shares
outstanding 6,109 6,150

See accompanying notes to the consolidated financial statements.
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FIRST UNITED CORPORATION
Consolidated Statement of Changes in Shareholders’ Equity

(dollars in thousands, except per share data)

Capital
Stock Surplus

Retained
Earnings

Accumulated
Other

Comprehensive
Loss

Total
Shareholders’

Equity
Balance at December 31, 2006 $ 61 $ 21,448 $ 80,927 $ (5,580) $ 96,856
Comprehensive income:
Net income for the year 12,793 12,793
Unrealized loss on securities
available-for sale, net of income taxes
of $1,228 (1,815) (1,815)
Change in accumulated unrealized
losses  for pension and SERP
obligations, net of income taxes of
$1,178 1,740 1,740
Comprehensive income 12,718
Issuance of 22,824 shares of common 
stock under dividend reinvestment plan 476 476
Repurchase and retirement of common 
stock (524) (524)
Cash dividends-$.78 per share (4,861) (4,861)

Balance at December 31, 2007 $ 61 $ 21,400 $ 88,859 $ (5,655) $ 104,665

Comprehensive (loss):
Net income for the six months 7,249 7,249
Other comprehensive loss,  net of
income taxes of $9,592 (14,174) (14,174)
Comprehensive (loss) (6,925)
Issuance of 12,002 shares of common 
stock under dividend reinvestment plan 231 231
Repurchase and retirement of common
stock (944) (944)
Stock Compensation, net of tax of $10 70 70
Cash dividends-$.40 per share (2,450) (2,450)

Balance at June 30, 2008 $ 61 $ 20,757 $ 93,658 $ (19,829) $ 94,647

See accompanying notes to the consolidated financial statements.
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FIRST UNITED CORPORATION
Consolidated Statements of Cash Flows

(in thousands)

Six Months Ended
June 30,

2008 2007
(Unaudited)

Operating activities
Net income $ 7,249 $ 5,266
Adjustments to reconcile net income to net cash provided by operating
activities:
Provision for loan losses 2,353 530
Depreciation 1,421 1,251
Stock compensation 70 —
Amortization of intangible assets 342 279
Net accretion and amortization of investment securities discounts and
premiums (257) 88
(Gain) loss on investment securities (476) 1,610
Increase in accrued interest receivable and other assets (3,434) (72)
Increase in accrued interest payable andother liabilities 2,338 1,093
Earnings on bank owned life insurance (447) (543)
Net cash provided by operating activities 9,159 9,502
Investing activities
Net (increase) decrease in interest-bearing deposits in banks (2,288) 1,743
Proceeds from maturities of investment securities available-for-sale 49,598 32,562
Proceeds from sales of investment securities available-for-sale 15,270 —
Purchases of investment securities available-for-sale (145,252) (143,187)
Purchases of investment securities held to maturity (8,700) —
Proceeds from sales of investment securities held for trading — 71,611
Net increase in loans (36,560) (22,746) 
Purchase of mortgage loans — (24,955) 
Net (increase) decrease in FHLB stock (4,228) 56
Acquisition of insurance business — (600)
Purchases of premises and equipment (1,424) (2,456)
Net cash used in investing activities (133,584) (87,972)

Financing activities
Net decrease in short-term borrowings (13,665) (28,521) 
Payments on long-term borrowings (15,524) (33,523) 
Proceeds from long-term borrowings 115,000 50,000
Net increase in deposits 37,457 93,081
Cash dividends paid (2,450) (2,397)
Proceeds from issuance of common stock 231 236
Stock repurchase (944) —
Net cash provided by financing activities 120,105 78,876
(Decrease) increase in cash and cash equivalents (4,320) 406
Cash and cash equivalents at beginning of the year 24,316 23,325
Cash and cash equivalents at end of period $ 19,996 $ 23,731
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See accompanying notes to the consolidated financial statements.
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FIRST UNITED CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

June 30, 2008

Note A – Basis of Presentation

The accompanying unaudited consolidated financial statements of First United Corporation (the “Corporation”) and its
consolidated subsidiaries have been prepared in accordance with U.S. generally accepted accounting principles for
interim financial information and with the instructions to Form 10-Q and Rule 10-01 of Regulation S-X. Accordingly,
they do not include all the information and footnotes required for complete financial statements. In the opinion of
management, all adjustments considered necessary for a fair presentation, consisting of normal recurring items, have
been included. Operating results for the six-month and the three-month periods ended June 30, 2008 are not
necessarily indicative of the results that may be expected for the full year or for any other interim period. These
consolidated financial statements should be read in conjunction with the audited consolidated financial statements and
notes thereto included in the Corporation’s Annual Report on Form 10-K for the year ended December 31, 2007.

Note B – Earnings per Share

Earnings per share is computed by dividing net income by the weighted average number of shares of common stock
outstanding. Common stock equivalents consist of unvested stock awards, which did not have a dilutive impact in the
periods presented.

Note C – Investments

Securities available-for-sale: Securities classified as available-for-sale are stated at their fair value (See note D), with
the unrealized gains and losses, net of tax, reported as a separate component of accumulated other comprehensive
income (loss) in shareholders’ equity. The fair values of investments are based upon information that is currently
available and may not necessarily represent amounts that will ultimately be realized, which depends on future events
and circumstances.

The amortized cost of debt securities classified as available-for-sale is adjusted for the amortization of premiums to
the first call date, if applicable, or to maturity, and for the accretion of discounts to maturity, or in the case of
mortgage-backed securities, over the estimated life of the security. Such amortization and accretion is included in
interest income from investments. Interest and dividends are included in interest income from investments. Gains and
losses on the sale of securities are recorded using the specific identification method.

Securities held-to-maturity: Securities currently classified as held-to-maturity are those securities which the Company
has the ability and positive intent to hold until maturity. Securities classified as held-to-maturity at the time of
purchase are recorded at cost. The carrying values of securities held to maturity are adjusted for premium amortization
to the earlier of the maturity or expected call date and discount accretion to the maturity date. Related interest and
dividends are included in interest income from investments.

Securities held for trading: Securities that are held principally for resale in the near future are reported at their fair
values as investment securities – trading, with changes in fair value reported in earnings. Interest and dividends on
trading securities are included in interest income from investments.

Management systematically evaluates securities for impairment on a quarterly basis. Declines in the fair value of
securities below their cost that are considered other than temporary declines are recognized in earnings as realized
losses in the period in which the impairment determination is made. In estimating other-than-temporary impairment
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losses, management considers (1) the length of time and the extent to which the fair value has been less than cost, (2)
the financial condition and near-term prospects of the issuer, and (3) the intent and ability of the Corporation to retain
its investment in the issuer for a period of time sufficient to allow for any anticipated recovery in fair value.

Federal Home Loan Bank stock is carried at cost, which approximates its redemption value.

The following table shows the Corporation’s securities available-for-sale with gross unrealized losses and fair value,
aggregated by investment category and length of time that individual securities have been in a continuous unrealized
position, at June 30, 2008 and December 31, 2007 (in thousands):
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June 30, 2008
Less than 12 months 12 months or more

Fair
Value

Unrealized 
Losses

Fair 
Value

Unrealized
Losses

U.S. government agencies $ 47,862 $ (1,352) — —
Mortgage-backed securities 120,647 (2,973) $ 198 $ (5)
Obligations of states and political
subdivisions 50,067 (2,013) 3,548 (399)
Corporate securities 20,891 (9,290) 29,421 (13,648)
Other debt securities 3,991 (49) — —

$ 243,458 $ (15,677) $ 33,167 $ (14,052)

December 31, 2007
Less than 12 months 12 months or more

Fair
Value

Unrealized 
Losses

Fair 
Value

Unrealized
Losses

Mortgage-backed securities $ 1,251 $ (2) $ 889 $ (14)
Obligations of states and political
subdivisions 24,103 (337) 22,681 (357)
Corporate securities 36,679 (4,192) 23,035 (2,085)

$ 62,033 $ (4,531) $ 46,605 $ (2,456)

The Corporation does not believe any individual unrealized loss as of June 30, 2008 represents an
other-than-temporary impairment. The unrealized losses on our investment securities are primarily attributable to
factors such as credit quality, marketability, and liquidity. All of our investments in states and other political
subdivisions are of the highest investment grade as determined by the major rating agencies. The total $22.9 million in
unrealized losses reported for corporate securities at June 30, 2008 relates to Preferred Term Securities (PreTSLs).
Eighteen of these securities have a credit rating of A and seven have a rating of BBB. There have been no changes in
credit ratings for these securities during the quarter. The Corporation has both the intent and ability to hold the
impaired securities in its investment portfolio for the period of time necessary to recover its amortized cost.

Note D – Fair Value

In September 2006, the Financial Accounting Standards Board (FASB) issued FASB Statement No. 157, “Fair Value
Measurements” (SFAS 157), which defines fair value, establishes a framework for measuring fair value under GAAP
and expands disclosures about fair value measurements. SFAS 157 applies to other accounting pronouncements that
require or permit fair value measurements. The new guidance is effective for financial statements issued for fiscal
years beginning after November 15, 2007, and for interim periods within those fiscal years. Effective January 1, 2008,
the Corporation measures fair market values based on the fair value hierarchy established in SFAS 157. The hierarchy
gives the highest priority to unadjusted quoted prices in active markets for identical assets or liabilities (Level 1
measurements) and the lowest priority to unobservable inputs (Level 3 measurements). The three levels of inputs that
may be used to measure fair value under SFAS 157 are as follows:

Level 1: Unadjusted quoted prices in active markets that are accessible at the measurement date for identical,
unrestricted assets and liabilities. This level is the most reliable source of valuation.

Level 2: Quoted prices that are not active, or inputs that are observable either directly or indirectly, for substantially
the full term of the asset or liability. Level 2 inputs include “inputs other than quoted prices that are observable for the
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asset or liability (for example, interest rates and yield curves at commonly quoted intervals, volatilities, prepayment
speeds, loss severities, credit risks, and default rates).” It also includes “inputs that are derived principally from or
corroborated by observable market data by correlation or other means (market-corroborated inputs).” Several sources
are utilized for valuing these securities including a contracted valuation service, Standard & Poor’s (S&P) evaluations
and pricing services, and other valuation matrices.

9
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Level 3: Prices or valuation techniques that require inputs that are both significant to the valuation assumptions and
that are not readily observable in the market (i.e., supported with little or no market activity). These Level 3
instruments are valued based on the best available data, some of which is internally developed, and considers risk
premiums that a market participant would require.

An asset or liability’s level within the fair value hierarchy is based on the lowest level of input that is significant to the
fair value measurement.

For assets measured at fair value on a recurring basis, the fair value measurements by level within the fair value
hierarchy used at June 30, 2008 are as follows;

Fair Value Measurements at 
June 30, 2008 Using

(Dollars in Thousands)

Description

Assets
 Measured 

at Fair 
Value 
6/30/08

Quoted 
Prices in 
Active 

Markets  for
 Identical 

Assets 
(Level 1)

Significant 
Other 

Observable 
Inputs

(Level 2)

Significant 
Unobservable 

Inputs
(Level 3)

Investment securities available-for-sale $ 362,165 $ — $ 311,852 $ 50,313
Impaired loans¹ $ 7,356 $ 7,356
Foreclosed Real Estate $ 517 $ 517

¹ The impaired loan fair market value consists of the total impaired loan balance of $8,632 net of the $1,276 valuation
allowance.

The following valuation techniques were used to measure the fair value of assets in the table above which are
measured on a recurring basis as of June 30, 2008.

Investments available for sale– The fair value of investments available-for-sale was determined using a market
approach. As of June 30, 2008, Level 2 investment securities available-for-sale included U.S.Government Agencies
and mortgage backed securities, private label mortgage backed securities and municipal bonds which are not as
actively traded. Their fair values were determined based upon market-corroborated inputs and valuation matrices
which are obtained through third party data service providers or securities brokers through which the Corporation has
historically transacted both purchases and sales of investment securities. The level 3 investments consisted of
Preferred Term Securities, Ltd. supported by Trust Preferred Securities which are issued primarily by financial
institutions and insurance companies. The Corporation obtains fair market values for these securities from a third
party pricing provider who has experience in valuing this type of security. Information such as performance of the
underlying collateral, deferral/default rates, cash flow projections, related relevant trades, models and other analytical
tools are utilized by the third-party in determining individual security valuations. Due to the current market conditions
as well as the limited trading activity of these securities, the market value of the securities is highly sensitive to
assumption changes and market volatility.

Impaired loans– Loans included in the above table are those that are accounted for under FASB Statement No. 114
(SFAS 114), “Accounting by Creditors for Impairment of a Loan”, in which the Corporation has measured impairment
generally based on the fair value of the loan’s collateral. Fair value is generally determined based upon independent
third party appraisals of the collateral or discounted cash flows based upon the expected proceeds. These assets are
included as Level 3 fair values, based upon the lowest level of input that is significant to the fair value measurements.
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The fair value consists of the loan balance less its valuation allowance as determined under SFAS 114.

10
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Foreclosed real estate– Fair value of foreclosed assets was based on independent third party appraisals of the
properties. These values were determined based on the sales prices of similar properties in the approximate geographic
area.

The following tables show a reconciliation of the beginning and ending balances for fair valued assets measured using
Level 3 significant unobservable inputs for the six and three months ended June 30, 2008:

Fair Value Measurements Using Significant 
Unobservable Inputs
(Dollars in Thousands)

Investments 
Securities 

Available for Sale
Impaired 

Loans
Foreclosed Real 

Estate
Beginning balance January 1, 2008 $ 67,308 $ 6,814 $ 825
Total gains/(losses) realized/unrealized:
Included in other comprehensive loss (16,995) — —
Sales — — (395)
Payments/maturities/credits — (4,766) —
Properties/loans added — 5,308 87
Ending balance June 30, 2008 $ 50,313 $ 7,356 $ 517

Fair Value Measurements Using Significant 
Unobservable Inputs
(Dollars in Thousands)

Investments 
Securities 

Available for Sale
Impaired 

Loans
Foreclosed Real

 Estate
Beginning balance March 31, 2008 $ 60,828 $ 5,865 $ 855
Total gains/(losses) realized/unrealized:
Included in other comprehensive loss (10,515) — —
Sales — — (395)
Payments/maturities/credits — (1,947) —
Properties/loans added — 3,438 57
Ending balance June 30, 2008 $ 50,313 $ 7,356 $ 517

Note E – Comprehensive Income/(Loss)

Unrealized gains and losses on investment securities available-for-sale and on pension obligations are included in
accumulated other comprehensive income/(loss). Other comprehensive income/(loss), consisted primarily of the
change in unrealized gains (losses) on investment securities available-for-sale, net of taxes of ($14.2) million and $3.2
million for the six months ended June 30, 2008 and 2007, respectively, and ($10.1) million and $.02 million for the
three months ended June 30, 2008 and 2007, respectively.

Note F – Junior Subordinated Debentures

In March 2004, the Corporation formed two Connecticut statutory business trusts, First United Statutory Trust I
(“FUST I”) and First United Statutory Trust II (collectively with FUST I, the “Trusts”), for the purpose of selling $30.9
million of mandatorily redeemable preferred securities to third party investors. The Trusts used the proceeds of their
sales of preferred securities to purchase an equal amount of junior subordinated debentures from the Corporation, as
follows:
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$20.6 million—6.02% fixed rate for five years payable quarterly, converting to floating rate based on three-month
LIBOR plus 275 basis points, maturing in 2034, redeemable five years after issuance at the Corporation’s option.

$10.3 million—floating rate payable quarterly based on three-month LIBOR plus 275 basis points (5.56% at June 30,
2008) maturing in 2034, redeemable five years after issuance at the Corporation’s option.

11
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The debentures represent the sole assets of the Trusts, and payments of the debentures by the Corporation are the only
sources of cash flow for the Trusts.

In December 2004, the Corporation issued an additional $5.0 million of debentures. The debentures have a fixed rate
of 5.88% for the first five years, payable quarterly, and then convert to a floating rate based on the three month
LIBOR plus 185 basis points. The debentures mature in 2014, but are redeemable five years after issuance at the
Corporation’s option.

The Corporation has the right to defer interest on all of the foregoing debentures for up to 20 quarterly periods, in
which case distributions on the preferred securities will also be deferred. Should this occur, the Corporation may not
pay dividends or distributions on, or repurchase, redeem or acquire any shares of its common stock.

Note G – Borrowed Funds

  The following is a summary of short-term borrowings with original maturities of less than one year (dollars in
thousands):

  June 30, 2008 December 31, 2007
Short-term FHLB advance,
Daily borrowings, interest rate of 2.45% at June 30, 2008 and 4.56% at
December 31, 2007 $ 11,500 $ 21,000
Securities sold under agreements to repurchase, with weighted average
interest rate at end of period of 1.91% and 3.62%, respectively 63,759 67,924

$ 75,259 $ 88,924

The following is a summary of long-term borrowings with original maturities exceeding one year (dollars in
thousands):

FHLB advances, bearing interest at rates ranging from 2.37% to 4.98% at June 30,
2008 $ 241,998 $ 142,522
Junior subordinated debentures, bearing interest at rates ranging from 5.56% to
6.02% at June 30, 2008 35,929 35,929

$ 277,927 $ 178,451

The long-term FHLB advances are secured by loans collateralized by 1-4 family mortgages and securities.

The contractual maturities of all long-term borrowings are as follows (in thousands):

June 30 December 31
2008 2007

Due in 2008 500 1,000
Due in 2009 14,000 14,000
Due in 2010 31,000 31,000
Due in 2011
Due in 2012

51,000
44,250

51,000
44,250

Thereafter 137,177 37,201
Total long-term debt $ 277,927 $ 178,451

12
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Note H - Pension and SERP Plans

The following table presents the net periodic pension plan cost for the Corporation’s Defined Benefit Pension Plan, the
Supplemental Executive Retirement Plan of First United Bank & Trust, the Corporation’s wholly-owned trust company
subsidiary (the “Bank”), and their related components:

Pension
For the six months ended

June 30
For the three months ended

June 30
(In thousands) 2008 2007 2008 2007
Service cost $ 462 $ 404 $ 231 $ 202
Interest cost 632 578 316 289
Expected return on assets (1,170) (884) (585) (436)
Amortization of transition asset (20) (20) (10) (10)
Recognized loss 70 85 35 43
Prior service cost 6 5 3 2
Net pension expense included in
employee benefits $ (20) $ 168 $ (10) $ 90

SERP
For the six months ended

June 30
For the three months ended

June 30
(In thousands) 2008 2007 2008 2007
Service cost $ 60 $ 90 $ 30 $ 45
Interest cost 92 128 46 64
Recognized loss 4 102 2 51
Prior service cost 56 56 28 28
Net pension expense included in
employee benefits $ 212 $ 376 $ 106 $ 188

The Corporation contributed $2.5 million to its pension plan in the second quarter 2008. No further contributions are
planned for 2008.

Note I - Equity Compensation Plan Information

At the 2007 Annual Meeting of Shareholders, the Corporation’s shareholders approved the First United Corporation
Omnibus Equity Compensation Plan (the “Omnibus Plan”), which authorizes the grant of stock options, stock
appreciation rights, stock awards, stock units, performance units, dividend equivalents, and other stock-based awards
to employees or directors totaling up to 185,000 shares.

On June 18, 2008, the Board of Directors of the Corporation adopted a Long-Term Incentive Program (the “LTIP”).
This program was adopted as a sub-plan of the Corporation’s Omnibus Equity Compensation Plan to reward
participants for increasing shareholder value, align executive interests with those of shareholders, and serve as a
retention tool for key executives. Under the LTIP, participants are granted shares of restricted common stock of the
Corporation. The value of an award is based on a specified percentage of the participant’s salary as of the date of grant.
These shares will vest if the Corporation meets or exceeds certain performance thresholds. These performance-related
shares are expensed ratably from the date that the likelihood of meeting the performance measures is probable through
the end of a three year vesting period.

As of June 30, 2008, a total of 18,519 shares had been granted to executive management under the LTIP at a fair
market price of $19.02. These shares will be earned at the end of a three year vesting period if the Corporation meets
or exceeds certain performance measures. Stock-based awards were also made to directors totaling 3,738 shares at a

Edgar Filing: FIRST UNITED CORP/MD/ - Form 10-Q

21



fair market price of $18.69. The directors’ shares were vested immediately. In conjunction with the adoption of the
LTIP, the Corporation adopted Statement of Financial Accounting Standards No. 123(R), “Accounting for Share-Based
Payments”. SFAS No. 123 (R) requires public companies to measure the cost of employee services received in
exchange for an award of equity instruments based on the grant date fair value of the award. The cost will be
recognized in expense over the period in which an employee is required to provide service in exchange for the award
(the vesting period).
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Share-based compensation expense for the quarter and six months ended June 30, 2008 was $.08 million.
Unamortized share-based compensation expense as of June 30, 2008 is $.2 million.

Note J – Letters of Credit and Off Balance Sheet Liabilities

The Bank does not issue any guarantees that would require liability recognition or disclosure other than its standby
letters of credit.  Standby letters of credit are conditional commitments issued by the Bank to guarantee the
performance of a customer to a third party.  Generally, the Bank’s letters of credit are issued with expiration dates
within one year.  The credit risk involved in issuing letters of credit is essentially the same as that involved in
extending loan facilities to customers.  The Bank generally holds collateral and/or personal guarantees supporting
these commitments.  The Bank had $7.1 million of outstanding standby letters of credit at June 30, 2008 and $7.5
million at December 31, 2007. Management believes that the proceeds obtained through a liquidation of collateral and
the enforcement of guarantees would be sufficient to cover the potential amount of future payment required by the
letters of credit.  Management does not believe that the amount of the liability associated with guarantees under
standby letters of credit outstanding at June 30, 2008 and December 31, 2007 is material.

Note K – Adoption of New Accounting Standards and Effects of New Accounting Pronouncements

In May 2008, FASB issued SFAS No. 162, “The Hierarchy of Generally Accepted Accounting Principles.” This
standard identifies the sources of accounting principles and the framework for selecting the principles used in the
preparation of financial statements. This statement is effective 60 days following the SEC’s approval of the Public
Company Accounting Oversight Board (PCAOB) amendments to AU Section 411, “The Meaning of Present Fairly in
Conformity with Generally Accepted Accounting Principles.” The Company is currently evaluating the potential
impact the new pronouncement will have on its consolidated financial statements.

In May 2008, the FASB issued FASB Staff Position (FSP) APB 14-1, "Accounting for Convertible Debt Instruments
That May Be Settled in Cash upon Conversion (Including Partial Cash Settlement)" which clarifies the accounting for
convertible debt instruments that may be settled in cash (including partial cash settlement) upon conversion. The FSP
requires issuers to account separately for the liability and equity components of certain convertible debt instruments in
a manner that reflects the issuer's nonconvertible debt borrowing rate when interest cost is recognized. The FSP
requires bifurcation of a component of the debt, classification of that component in equity and the accretion of the
resulting discount on the debt to be recognized as part of interest expense. The FSP requires retrospective application
to the terms of instruments as they existed for all periods presented. The FSP is effective for fiscal years beginning
after December 15, 2008, and interim periods within those years. Early adoption is not permitted. The Company is
currently evaluating the potential impact the new pronouncement will have on its consolidated financial statements.

In April 2008, the FASB issued FASB Staff Position (FSP) FAS 142-3, “Determination of the Useful Life of Intangible
Assets.” This FSP amends the factors that should be considered in developing renewal or extension assumptions used
to determine the useful life of a recognized intangible asset under FASB Statement No. 142, “Goodwill and Other
Intangible Assets” (SFAS 142). The intent of this FSP is to improve the consistency between the useful life of a
recognized intangible asset under SFAS 142 and the period of expected cash flows used to measure the fair value of
the asset under SFAS 141R, and other GAAP. This FSP is effective for financial statements issued for fiscal years
beginning after December 15, 2008, and interim periods within those fiscal years. Early adoption is prohibited. The
Company is currently evaluating the potential impact the new pronouncement will have on its consolidated financial
statements.

FASB Statement No. 141(R) “Business Combinations” was issued in December of 2007. SFAS No. 141(R) establishes
principles and requirements for how the acquirer of a business recognizes and measures in its financial statements the
identifiable assets acquired, the liabilities assumed, and any noncontrolling interest in the acquiree. The Statement also
provides guidance for recognizing and measuring the goodwill acquired in the business combination and determines
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what information to disclose to enable users of the financial statements to evaluate the nature and financial effects of
the business combination. The guidance will become effective as of the beginning of a company’s fiscal year
beginning after December 15, 2008. Impact of adoption will be dependent upon business combinations transacted
after that date.

FASB Statement No. 160 “Noncontrolling Interests in Consolidated Financial Statements – an amendment of ARB No.
51” - was issued in December of 2007. This Statement establishes accounting and reporting standards for the
noncontrolling interest in a subsidiary and for the deconsolidation of a subsidiary. The guidance will become effective
as of the beginning of a company’s fiscal year beginning after December 15, 2008. The Corporation believes that this
new pronouncement will have an immaterial impact on the Corporation’s financial statements in future periods.
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FASB Statement No. 161 “Derivative Instruments and Hedging Activities” – an amendment of FASB Statement No.
133 - was issued in March 2008. Statement 161 requires entities that utilize derivative instruments to provide
qualitative disclosures about their objectives and strategies for using such instruments, as well as any details of
credit-risk-related contingent features contained within derivatives.  Statement 161 also requires entities to disclose
additional information about the amounts and location of derivatives located within the financial statements, how the
provisions of SFAS 133 have been applied, and the impact that hedges have on an entity’s financial position, financial
performance, and cash flows.  Statement 161 is effective for fiscal years and interim periods beginning after
November 15, 2008, with early application encouraged.  The Corporation is currently evaluating the potential impact
the new pronouncement will have on its consolidated financial statements.

Staff Accounting Bulletin No. 109 (SAB 109), “Written Loan Commitments Recorded at Fair Value Through Earnings”
expresses the views of the staff regarding written loan commitments that are accounted for at fair value through
earnings under generally accepted accounting principles. To make the staff’s views consistent with current
authoritative accounting guidance, the SAB revises and rescinds portions of SAB No. 105, “Application of Accounting
Principles to Loan Commitments.” Specifically, the SAB revises the SEC staff’s views on incorporating expected net
future cash flows related to loan servicing activities in the fair value measurement of a written loan commitment. The
SAB retains the staff’s views on incorporating expected net future cash flows related to internally-developed intangible
assets in the fair value measurement of a written loan commitment. The staff expects registrants to apply the views in
Question 1 of SAB 109 on a prospective basis to derivative loan commitments issued or modified in fiscal quarters
beginning after December 15, 2007. The adoption of SAB 109 did not have a material impact on our financial
statements.

In December 2007, the FASB issued FASB Staff Position (FSP) 157-2, “Effective Date of FASB Statement No. 157,”
that permits a one-year deferral in applying the measurement provisions of Statement No. 157 to non-financial assets
and non-financial liabilities (non-financial items) that are not recognized or disclosed at fair value in an entity’s
financial statements on a recurring basis (at least annually). Therefore, if the change in fair value of a non-financial
item is not required to be recognized or disclosed in the financial statement on an annual basis or more frequently, the
effective date of application of Statement 157 to that item is deferred until fiscal years beginning after November 15,
2008 and interim periods within those fiscal years. The Corporation is currently evaluating the impact, if any, that the
adoption of FSP 157-2 will have on our financial statements.

Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations

INTRODUCTION

The following discussion and analysis is intended as a review of material changes in and significant factors affecting
the financial condition and results of operations of the Corporation and its consolidated subsidiaries for the periods
indicated. This discussion and analysis should be read in conjunction with the unaudited consolidated financial
statements and the notes thereto contained in Item 1 of Part I of this report. Unless the context clearly suggests
otherwise, references in this report to “us”, “we”, “our”, and “the Corporation” are to First United Corporation and its
consolidated subsidiaries.

FORWARD-LOOKING STATEMENTS

This report may contain forward-looking statements within the meaning of The Private Securities Litigation Reform
Act of 1995. Readers of this report should be aware of the speculative nature of “forward-looking statements.”
Statements that are not historical in nature, including those that include the words “anticipate,” “estimate,” “should,” “expect,”
“believe,” “intend,” and similar expressions, are based on current expectations, estimates and projections about, among
other things, the industry and the markets in which we operate, and they are not guarantees of future performance.
Whether actual results will conform to expectations and predictions is subject to known and unknown risks and
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uncertainties, including risks and uncertainties discussed in this report; general economic, market, or business
conditions; changes in interest rates, deposit flow, the cost of funds, and demand for loan products and financial
services; changes in our competitive position or competitive actions by other companies; changes in the quality or
composition of our loan and investment portfolios; our ability to manage growth; changes in laws or regulations or
policies of federal and state regulators and agencies; and other circumstances beyond our control. Consequently, all of
the forward-looking statements made in this report are qualified by these cautionary statements, and there can be no
assurance that the actual results anticipated will be realized, or if substantially realized, will have the expected
consequences on our business or operations. These and other risk factors are discussed in detail in the periodic reports
that First United Corporation files with the Securities and Exchange Commission (the “SEC”) (see Item 1A of Part II of
this report for further information). Except as required by applicable laws, we do not intend to publish updates or
revisions of any forward-looking statements we make to reflect new information, future events or otherwise.
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THE COMPANY

First United Corporation is a Maryland corporation that was incorporated in 1985 and is a registered financial holding
company under the federal Bank Holding Company Act of 1956, as amended. The Corporation’s primary business
activity is acting as the parent company of First United Bank & Trust, a Maryland trust company (the “Bank”), OakFirst
Loan Center, Inc., a West Virginia finance company, OakFirst Loan Center, LLC, a Maryland finance company, the
Trusts, and First United Insurance Group, LLC, a full service insurance provider organized under Maryland law (the
“Insurance Group”). OakFirst Loan Center, Inc. has one subsidiary, First United Insurance Agency, Inc., which is a
Maryland insurance agency. The Bank provides a complete range of retail and commercial banking services to a
customer base serviced by a network of 26 offices and 32 automated teller machines.

We maintain an Internet site at www.mybankfirstunited.com on which we make available, free of charge, First United
Corporation’s Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, and all
amendments to the foregoing as soon as reasonably practicable after these reports are electronically filed with, or
furnished to, the SEC.

ESTIMATES AND CRITICAL ACCOUNTING POLICIES

This discussion and analysis of our financial condition and results of operations is based upon our consolidated
financial statements, which have been prepared in accordance with accounting principles generally accepted in the
United States. The preparation of these financial statements requires management to make estimates and judgments
that affect the reported amounts of assets, liabilities, revenues and expenses, and related disclosure of contingent
liabilities. (See Note 1 to the Consolidated Financial Statements included in Item 8 of Part II of First United
Corporation’s Annual Report on Form 10-K for the year ended December 31, 2007). On an on-going basis,
management  eva lua tes  i t s  e s t imates ,  inc lud ing  those  re la ted  to  loan  losses ,  in tang ib le  asse t s ,
other-than-temporary-impairment of investment securities and pension plan assumptions. Management bases its
estimates on historical experience and on various other assumptions that are believed to be reasonable under the
circumstances, the results of which form the basis for making judgments about the carrying values of assets and
liabilities that are not readily apparent from other sources. Actual results may differ from these estimates under
different assumptions or conditions. Management described its critical accounting policies in First United
Corporation’s Annual Report on Form 10-K for the year ended December 31, 2007. Management believes that there
have been no significant changes in our critical accounting policies since December 31, 2007.
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SELECTED FINANCIAL DATA

The following table sets forth certain selected financial data for the six months ended June 30, 2008 and 2007 and is
qualified in its entirety by the detailed information and unaudited financial statements including the notes thereto,
included elsewhere in this quarterly report.

At or For the Six Months
Ended June 30

 2008  2007
Per Share Data
Net Income $ 1.19 $ .86
Dividends Declared .40 .39
Book Value 15.50 15.90

Significant Ratios
Return on Average Assets (a) .93% .77%
Return on Average Equity (a) 14.16 10.72
Dividend Payout Ratio 33.81 45.52
Average Equity to Average Assets 6.58 7.59

Note: (a) Annualized

RESULTS OF OPERATIONS

Overview

Consolidated net income for the first six months of 2008 totaled $7.25 million or $1.19 per share, compared to $5.3
million or $.86 per share for the same period of 2007. The increase resulted from a one-time pre-tax charge of
approximately $1.6 million ($1.0 million or $.18 per share, net of tax) associated with the transfer of investment
securities from the available-for-sale category to the trading category during the first quarter of 2007 and the
subsequent sale of these securities during the second quarter of 2007. In addition, we have experienced increased
earnings on interest-earning assets, primarily from a restructuring of the investment portfolio as well as leverage
strategies implemented throughout 2007 and during the first half of 2008. Interest expense on our interest-bearing
liabilities decreased by $.8 million due to declining interest rates during the first half of 2008. As a result, our net
interest income for the first six months of 2008 increased $4.4 million when compared to the same period of 2007 and
our net interest margin increased from 3.46% in the first six months of 2007 to 3.67% in the first six months of 2008.
The provision for loan losses was $2.4 million for the six months ended June 30, 2008, compared to $.5 million for the
same period of 2007. The increased provision is due to an increase in net charge offs and non-accrual loans, loan
growth and declining economic indicators during the first six months of 2008.

Other operating income increased $2.5 million during the first six months of 2008 when compared to the same period
of 2007. This increase is primarily attributable to the recognition of $.5 million in net securities gains in the first six
months of 2008, compared to net securities losses of $1.6 million in the same period of 2007. Operating expenses
increased $1.9 million in the first six months of 2008 when compared to the first six months of 2007 due primarily to
increases in personnel expenses that resulted from the hiring of several regional market presidents to strengthen our
presence in key market areas and to normal merit increases. Increased occupancy expenses are primarily attributable
to our new operations center.

Consolidated net income for the second quarter of 2008 totaled $4.1 million or $.68 per share, compared to $3.2
million or $.52 per share for the same period of 2007. The net interest margin for the second quarter of 2008 was
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3.77%, compared to 3.55% for the same period in 2007. This increase is a result of the same factors discussed above
as affecting the first six months of 2008. Second quarter 2008 results improved over second quarter 2007 results due
to an increase in net interest income of 21% and a 14% increase in other operating income. Second quarter 2008
operating expenses increased by 8% when compared to operating expenses for the second quarter of 2007, due to
increased personnel costs, occupancy and equipment and other expenses.
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Our performance ratios improved during the first six months of 2008 when compared to the same period of 2007 in
part due to the non-recurrence in 2008 of the $1.6 million pre-tax loss on investment securities that occurred in 2007.
Our 2008 year-to-date actual results, 2007 year-to-date actual results and 2007 year-to-date results exclusive of the
impact of the non-recurring securities losses and associated taxes are presented in the following table:

For the six months ended
June 30, 2008 June 30, 2007

Actual Actual

Excluding
Securities Loss and

associated tax
Net Income $ 7,249 $ 5,266 $ 6,318
Earnings Per Share $ 1.19 $ .86 $ 1.04
Return on Average Equity 14.16% 10.72% 12.86%
Return on Average Assets .93% .77% .93%

Net Interest Income

Net interest income is the largest source of operating revenue and is the difference between the interest earned on
interest-earning assets and the interest expense incurred on interest-bearing liabilities. For analytical and discussion
purposes, net interest income is adjusted to a fully taxable equivalent basis to facilitate performance comparisons
between taxable and tax-exempt assets. Fully taxable equivalent income is determined by increasing tax-exempt
income by an amount equal to the federal income taxes that would have been paid if this income were taxable at the
statutorily applicable rate. The following table sets forth the average balances, net interest income and expense, and
average yields and rates of our interest-earning assets and interest-bearing liabilities for the six months ended June 30,
2008 and 2007.

For the Six Months Ended June 30,
2008 2007

Average Average Average Average
(Dollars in thousands) Balance Interest Rate Balance Interest Rate

Interest-Earning Assets:
Loans $ 1,052,424 $ 37,450 7.16% $ 967,335 $ 36,733 7.59%
Investment securities 366,011 10,770 5.92 275,896 7,887 5.72
Other interest earning
assets 17,494 410 4.71 17,446 461 5.29
Total earning assets $ 1,435,929 48,630 6.81% $ 1,260,677 45,081 7.15%

Interest-bearing
liabilities
Interest-bearing deposits $ 1,016,132 16,396 3.24% $ 857,259 17,350 4.05%
Short-term borrowings 87,221 868 2.00 84,464 1,796 4.26
Long-term borrowings 231,668 5,192 4.51 167,540 4,154 4.96
Total interest-bearing
liabilities $ 1,335,021 22,456 3.38% $ 1,109,263 23,300 4.20%

Net interest income and
spread $ 26,174 3.43% $ 21,781 2.95%
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Net interest margin 3.67% 3.46%

Note: Interest income and yields are presented on a fully taxable equivalent basis using a 35% tax rate. 
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Net interest income increased $4.4 million during the first six months of 2008 over the same period in 2007, due to a
$3.5 million (7.9%) increase in interest income and a decrease of $.8 million (3.6%) in interest expense. The increase
in interest income resulted from an increase in average interest-earning assets of $175.3 million (13.9%) during the
first six months of 2008 when compared to the first six months of 2007. This increase is primarily attributable to the
growth in both our loan portfolio and in our investment portfolio during the latter half of 2007 and the beginning of
2008 as a consequence of the investment leverage strategies that we have implemented. The decreases in interest rates
during the latter half of 2007 and the first half of 2008 contributed to the decrease in the average rate on our average
earning assets of 34 basis points, from 7.15% for the first six months of 2007 to 6.81% for the first six months of 2008
(on a fully tax equivalent basis).

Interest expense decreased during the first half of 2008 when compared to the same period of 2007 due to a reduction
in interest rates on interest-bearing liabilities. Average interest-bearing liabilities increased in the first six months of
2008 by $225.8 million when compared to the same time period for 2007, with interest-bearing deposits increasing by
approximately $158.9 million since June 30, 2007. The effect of the decreasing rate environment resulted in an 82
basis point decrease in the average rate paid on our average interest-bearing liabilities from 4.20% for the six months
ended June 30, 2007 to 3.38% for the same period of 2008.

The net result of the aforementioned factors was a 21 basis point increase in the net interest margin during the first six
months of 2008 to 3.67% from 3.46% for the same time period of 2007.

The following table sets forth the average balances, net interest income and expense, and average yields and rates of
our interest-earning assets and interest-bearing liabilities for the three months ended June 30, 2008 and 2007.

For the Three Months Ended June 30
2008 2007

Average Average Average Average
(Dollars in thousands) Balance Interest Rate Balance Interest Rate

Interest-Earning Assets:
Loans $ 1,059,160 $ 18,490 7.02% $ 977,446 $ 18,841 7.71%
Investment securities 379,389 5,589 5.93 279,594 4,173 5.97
Other interest earning
assets 22,468 231 4.13 19,652 250 5.09
Total earning assets $ 1,461,017 24,310 6.69% $ 1,276,692 23,264 7.29%

Interest-bearing
liabilities
Interest-bearing deposits $ 1,022,683 7,420 2.92% $ 872,168 9,025 4.14%
Short-term borrowings 81,799 393 1.93 75,963 833 4.39
Long-term borrowings 263,213 2,814 4.30 169,451 2,089 4.93
Total interest-bearing
liabilities $ 1,367,695 10,627 3.13% $ 1,117,582 11,947 4.28%

Net interest income and
spread $ 13,683 3.56% $ 11,317 3.01%

Net interest margin 3.77% 3.55%

Note: Interest income and yields are presented on a fully taxable equivalent basis using a 35% tax rate. 
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On a fully tax-equivalent basis, net interest income for the second quarter of 2008 increased $2.4 million in
comparison to the second quarter of 2007. This increase resulted from a $1.0 million increase in interest income
during the period, accompanied by a decrease in interest expense of $1.3 million. The increase in interest income
resulted from an increase in average interest-earning assets of $184.3 million (14.4%). Average loans increased by
$81.7 million while the average balance in investment securities rose by $99.8 million. Average interest-bearing
liabilities increased by $250.1 million (22.4%) during the second quarter of 2008 when compared to the second
quarter of 2007. This increase resulted primarily from the increase in interest-bearing deposits of $150.5 million and
an increase in long-term borrowings of $93.8 million. The effective rate on these liabilities decreased by 115 basis
points. Overall, the net interest margin increased by 22 basis points from 3.55% to 3.77% when comparing quarter to
quarter.
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Provision for Loan Losses

The provision for loan losses was $2.4 million for the first six months of 2008, compared to $.5 million for the same
period of 2007. The increase in the provision was in response to the increase in net charge-offs, loan growth, and
specific allocations for impaired loans. See additional comments regarding risk elements in the loan portfolio and
management’s assessment of the adequacy of the allowance for loan losses below.

Other Operating Income

Other operating income increased $2.5 million during the first six months of 2008 when compared to the same period
of 2007. The increase was a result of the recognition in the first six months of 2008 of $.5 million in securities gains
from sales and calls in our investment portfolio, compared to $1.6 million in securities losses recognized in the same
period of 2007. Other income for the second quarter of 2008 increased $.6 million when compared to the second
quarter of 2007. Insurance commissions increased 9.7% in the second quarter compared to the same period in 2007
due in part to the acquisitions of books of business in 2007. The composition of operating income is illustrated in the
following table.

Income as % of Total Other Operating
 Income

Income as % of Total Other Operating
 Income

Six Months ended Three Months ended
June 30, 2008 June 30, 2007 June 30, 2008 June 30, 2007

Service charges 35% 44% 37% 37%
Trust department 23% 31% 21% 25%
Securities (losses)/gains 5% (25%) 2% (2%)
Insurance commissions 12% 17% 12% 12%
Bank owned life insurance 5% 9% 4% 7%
Other income 20% 24% 24% 21%

100% 100% 100% 100%

Other Operating Expenses

Other operating expenses increased $1.9 million or 10% for the first half of 2008 when compared to the first half of
2007. For second quarter 2008, other operating expenses increased $.8 million, or 8%, when compared to the same
time period of 2007. The increases for both periods were due principally to higher personnel costs that resulted from
the hiring of several regional market presidents to strengthen our presence in key market areas and due to normal
merit increases.

In July 2007, the Board of Directors approved the conversion of our core operating system, which was completed in
April 2008. The expense for the conversion process is a large portion of the other expense category. We anticipate that
this conversion will create operating efficiencies and better position the organization to respond to future advances in
technology.

Expense as % of Total Other Operating Expenses
Six Months ended Three months ended

June 30, 2008 June 30, 2007 June 30, 2008 June 30, 2007
Salaries and employee benefits 54% 52% 51% 52%
Occupancy, equipment and data
processing 18% 19% 18% 19%
Other 28% 29% 31% 29%

100% 100% 100% 100%
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Applicable Income Taxes

The effective tax rate for the first six months of 2008 was 33%, compared to 32% for the first six months of 2007. The
effective tax rate for the year-ended December 31, 2007 was 31%. The slight increase from year-end is primarily
attributable to an increase in the Maryland tax rate, decreased tax exempt income from Bank Owned Life Insurance,
and an increase in income.

FINANCIAL CONDITION

Balance Sheet Overview

Total assets were $1.59 billion at June 30, 2008, an increase of $115.6 million (7.8%) since December 31, 2007.
During this time period, gross loans increased $35.8 million, cash and interest-bearing deposits in banks decreased
$2.0 million and our investment portfolio increased $66.1 million. Total liabilities increased by approximately $125.6
million during the first six months of 2008, reflecting increases in total deposits of $37.5 million and an increase in
long-term borrowings of $99.5 million offset by a decline in short-term borrowings of $13.7 million. The increase in
long-term borrowings reflect the funding of the leverage strategies implemented during the first half of 2008 and
management’s desire to lengthen the duration of liabilities in anticipation of rising interest rates. The decrease of $10
million in shareholders’ equity is attributable to the increase in the unrealized losses on securities at June 30, 2008.

Loan Portfolio

The following table presents the composition of our loan portfolio at the dates indicated:

(Dollars in millions) June 30, 2008 December 31, 2007
Commercial $ 532.9 50%$ 492.3 47%
Residential – Mortgage 392.1 36 384.4 37
Installment 140.1 13 153.6 15
Residential – Construction 13.9 1 13.0 1
Total Loans $ 1,079.0 100%$ 1,043.3 100%

Comparing loans at June 30, 2008 to loans at December 31, 2007, our loan portfolio has increased by $35.8 million
(3.4%). Continued growth in commercial loans ($40.6 million) and in the residential mortgage portfolio ($7.7 million)
was offset by a decline in our installment portfolio ($13.5 million). The decrease in installment loans is primarily
attributable to a decline in the indirect loan portfolio resulting from a slowdown in economic activity and
management’s de-emphasis of this form of lending product. The growth in the commercial portfolio is a result of both
in-house production and commercial participations with other institutions. At June 30, 2008, approximately 77% of
the commercial loan portfolio was collateralized by real estate compared to 81% at December 31, 2007.

Risk Elements of Loan Portfolio

The following table presents the risk elements of our loan portfolio at the dates indicated. Management is not aware of
any potential problem loans other than those listed in this table.

(Dollars in millions) June 30, 2008 December 31, 2007
Non-accrual loans $ 10,773 $ 5,443
Accruing loans past due 90 days or more 1,716 3,260
Total $ 12,489 $ 8,703
Total as a percentage of total loans 1.16% .83%
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Problem loans increased to $12.5 million at June 30, 2008, a $3.8 million increase since December 31, 2007. This
increase is directly attributable to the movement of two commercial loans to non-accrual status. Management has
performed an extensive review of these loan relationships and the impaired loans and believes that the collateral
securing the loans is adequate to protect our interests.
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As of June 30, 2008, we have $88.4 million in funded real estate acquisition and development loans throughout our
market areas. We rely on various monitoring policies and procedures and the extensive experience of our lending and
credit personnel to help mitigate the risks related to this type of lending activity.

During the past several quarters, there has been significant coverage in the media regarding the topic of “sub-prime”
loans and the resulting increase in loan delinquencies and foreclosures. A sub-prime loan is defined generally as a loan
to a borrower with a weak credit record or a reduced repayment capacity. These borrowers typically pose a higher risk
of defaults and foreclosure. We generally do not make sub-prime loans, and when we do the decision to lend is based
on the presence of facts and circumstances that management believes mitigate the risks inherent in this type of loan.
As of June 30, 2008, management believes that our exposure to risk related to sub-prime loans is very low. However,
it should be noted that the problems in the current sub-prime market have adversely affected local housing markets
and the general availability of credit.

Allowance and Provision for Loan Losses

An allowance for loan losses is maintained to absorb losses from the loan portfolio. The allowance for loan losses is
based on management’s continuing evaluation of the quality of the loan portfolio, assessment of current economic
conditions, diversification and size of the portfolio, adequacy of collateral, past and anticipated loss experience, and
the amount of non-performing loans.

We use the methodology outlined in FDIC Statement of Policy on Allowance for Loan Losses. The starting point for
this methodology is to segregate the loan portfolio into two pools, non-homogeneous (i.e., commercial) and
homogeneous (i.e., consumer and residential mortgage) loans. Each loan pool is analyzed with general allowances and
specific allocations being made as appropriate. For general allowances, the previous eight quarters of loss activity are
used in the estimation of losses in the current portfolio. These historical loss amounts are modified by the following
qualitative factors: levels of and trends in delinquency rates and non-accrual loans; trends in volumes and terms of
loans; effects of changes in lending policies; experience, ability, and depth of management; national and local
economic trends and conditions; and concentrations of credit in the determination of the general allowance. The
qualitative factors are updated each quarter by information obtained from internal, regulatory, and governmental
sources. Specific allocations of the allowance for loan losses are made for those loans on the “Watchlist” in which the
collateral value is less than the outstanding loan balance with the allocation being the dollar difference between the
two. The Watchlist represents loans, identified and closely monitored by management, which possess certain qualities
or characteristics that may lead to collection and loss issues. Allocations are not made for loans that are cash secured,
for the Small Business Administration and Farm Service Agency guaranteed portion of loans, or for loans that are
sufficiently collateralized.

The allowance for loan losses is based on estimates, and actual losses will vary from current estimates. These
estimates are reviewed quarterly, and as adjustments, either positive or negative, become necessary, a corresponding
increase or decrease is made in the allowance for loan losses. The methodology used to determine the adequacy of the
allowance for loan losses is consistent with prior years. An estimate for probable losses related to unfunded lending
commitments, such as letters of credit and binding but unfunded loan commitments is also prepared. This estimate is
computed in a manner similar to the methodology described above, adjusted for the probability of actually funding the
commitment.

The following table presents a summary of the activity in the allowance for loan losses for the six months ended June
30 (dollars in thousands): 

2008 2007
Balance, January 1 $ 7,304 $ 6,530
Gross charge offs (1,257) (907)

Edgar Filing: FIRST UNITED CORP/MD/ - Form 10-Q

38



Recoveries 478 295
Net credit losses (779) (612)
Provision for loan losses 2,353 530
Balance at end of period $ 8,878 $ 6,448
Allowance for Loan Losses to loans outstanding
(as %) .83% .64%
Net charge-offs to average loans outstanding
during the period, annualized (as %) .15% .13%
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The allowance for loan losses increased to $8.9 million at June 30, 2008, compared to $7.3 million at December 31,
2007. The provision for loan losses was $2.4 million for the first six months of 2008, compared to $.5 million for the
same period of 2007. The increase in the provision for loan losses in the first six months of 2008 compared to the
same period of 2007 was in response to the increase in net charge-offs, loan growth, the results of our quarterly review
of the adequacy of the factors discussed previously, and specific allocations for impaired loans. As part of our loan
review process, management has noted an increase in foreclosures and bankruptcies in the geographic areas where we
operate. Additionally, the current economic environment has caused a decline in real estate sales. Consequently, we
have closely reviewed and applied sensitivity analysis to collateral values to more adequately measure potential future
losses. Where necessary, we have obtained new appraisals on collateral. Specific allocations have been provided in all
instances where we have recognized probable losses.

Net charge offs relating to the installment loan portfolio represent 56% of our total net charge-offs for the first six
months of 2008. Generally, installment loans are charged off after they are 120 days contractually past due. However,
we have seen a slight improvement in the quality of the installment loan portfolio, as loans past due 30 days or more
were $3.44 million or 2.38% of the installment portfolio at June 30, 2008, compared to $4.54 million or 2.9% at
December 31, 2007.

Management believes that the allowance at June 30, 2008 is adequate to provide for probable losses inherent in our
loan portfolio. Amounts that will be recorded for the provision for loan losses in future periods will depend upon
trends in the loan balances, including the composition of the loan portfolio, changes in loan quality and loss
experience trends, potential recoveries on previously charged-off loans and changes in other qualitative factors.

Investment Securities

At June 30, 2008, $362.2 million of our investment securities portfolio was classified as available-for-sale and $8.8
million was classified as held-to-maturity. Unrealized gains and losses on securities available-for-sale are reflected in
accumulated other comprehensive income or loss, a component of shareholders’ equity. At June 30, 2008, the total cost
basis of the investment portfolio was $399.0 million, compared to a fair value of $371.0 million.

The following table presents the composition of our securities portfolio, available-for-sale at fair values and
held-to-maturity at cost at the dates indicated:

(Dollars in millions) June 30, 2008 December 31, 2007
Securities Available-for-Sale:
U.S. government and agencies $ 98.2 27%$ 90.8 30%
Mortgage-backed securities 130.4 35 60.9 20
Obligations of states and political
subdivisions 61.9 17 85.9 28
Corporate and other debt securities 71.7 19 67.3 22
Securities Held-to-Maturity:
Other debt securities 8.8 2 — —
Total Investment Securities $ 371.0 100%$ 304.9 100%

The increase in our investment portfolio since year-end 2007 is primarily due to the purchase of $89 million in
mortgage-backed securities during the first half of 2008. These purchases were part of a leverage strategy which was
funded with FHLB advances, matching the duration of the securities. As of June 30, 2008, $81.5 million of this
funding is reflected in our long-term FHLB borrowings. The remaining $7.5 million was in overnight borrowings.

At June 30, 2008, the securities classified as available-for-sale included a net unrealized loss of $28.0 million, which
represents the difference between the fair value and amortized cost of securities in the portfolio. The comparable
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amount at December 31, 2007 was an unrealized loss of $4.2 million. Typically, the fair values of securities
available-for-sale will generally decrease whenever interest rates increase, and the fair values will typically increase in
a declining rate environment. However, in the current economic environment, fair values have also been affected by
factors such as credit quality, marketability, and liquidity.

As discussed in Note D, effective January 1, 2008, the Corporation began measuring fair market values based on the
fair value hierarchy established in SFAS 157. The hierarchy gives the highest priority to unadjusted quoted prices in
active markets for identical assets or liabilities (Level 1 measurements) and the lowest priority to unobservable inputs
(Level 3 measurements). Level 3 prices or valuation techniques require inputs that are both significant to the valuation
assumptions and are not readily observable in the market (i.e. supported with little or no market activity). These Level
3 instruments are valued based on the best available data, some of which is internally developed, and considers risk
premiums that a market participant would require. Approximately $50.3 million (14%) of our securities
available-for-sale were classified using significant unobservable inputs (level 3 assets). These Preferred Term
Securities are classified as corporate securities and contributed approximately $14.0 million to the unrealized loss
reported in our accumulated other comprehensive income (loss) on the Statement of Financial Condition. The
underlying issuers for these securities are primarily financial institutions and insurance companies. We have
completed an in-depth analysis of the securities and based upon the information available to us at this time believe that
the decline in fair value experienced on the securities is due to the recent downturn in the economic environment and
the lack of demand for this type of investment. By contract, Preferred Term Securities allow an issuer to defer interest
payments for up to twenty quarters. Although there have been deferrals and defaults of some of the underlying issuers,
the structured securities held are generally secured by over collateralization or default protection provided by
subordinated tranches. Within this category, securities subject to Emerging Issues Task Force (EITF) Issue No. 99-20,
Recognition of Interest Income and Impairment on Purchased and Retained Beneficial Interests in Securitized
Financial Assets (EITF 99-20), are monitored for significant adverse changes in cash flow projections. If there are
adverse changes in cash flows, the amount of accretable yield is prospectively adjusted and an other than temporary
impairment (OTTI) loss is recognized. As of June 30, 2008, there was no adverse change in estimated cash flows
noted for the securities in an unrealized loss position held subject to EITF 99-20. We anticipate a recovery in the fair
market value over time. The decline in fair market value of these securities does not have a material impact on
operations, liquidity or the capital resources of the company.
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Management evaluates on a quarterly basis each security in an unrealized loss position for other than temporary
impairment. In its evaluation, management considers such factors as the length of time and the extent to which the
market value has been below cost, the financial condition of the issuer, and our intent and ability to hold the security
to an expected recovery in market value. Management does not believe that an unrealized loss on any individual
security as of June 30, 2008 represents an other-than-temporary impairment. We have both the intent and ability to
hold the securities presented in the preceding table for the period of time necessary to recover their amortized cost or
until maturity.

There has been a lot of media attention regarding “sub-prime” mortgage investments. “Sub-prime” mortgages with similar
characteristics can be packaged together and sold as investments. We believe that our exposure to losses arising from
these types of securities is insignificant.

Deposits

  The following table presents the composition of our deposits as of the dates indicated:

(Dollars in millions) June 30, 2008 December 31, 2007
Non-interest-bearing demand deposits $ 112.8 10% $ 98.0 9%
Interest-bearing demand deposits 391.7 35 420.3 38
Savings deposits 37.0 3 38.6 4
Time deposits less than $.1 228.5 20 236.2 22
Time deposits $.1 or more 360.2 32 299.6 27
Total Deposits $ 1,130.2 100% $ 1,092.7 100%

Deposits increased $37.5 million during the first six months of 2008 when compared to deposits at December 31,
2007. Interest-bearing demand deposits decreased $28.6 million and time deposits increased $52.9 million due to a
shift of brokered money market funds to longer term brokered time deposits and a successful promotion of three and
five year time deposit products. We have shifted our focus to longer-term liabilities as we anticipate a flat to rising
interest rate environment.
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Borrowed Funds

The following table presents the composition of our borrowings at the dates indicated:

(Dollars in millions) June 30, 2008 December 31, 2007

FHLB short-term borrowings $ 11.5 $ 21.0
Securities sold under agreements to repurchase 63.8 67.9
Total short-term borrowings $ 75.3 $ 88.9

FHLB advances $ 242.0 $ 142.5
Junior subordinated debt 35.9 35.9
Total long-term borrowings $ 277.9 $ 178.4

Total short-term borrowings decreased by approximately $13.6 million during the first six months of 2008, primarily
as a result of a decrease in overnight borrowings and a decline in our Treasury Management product. Long-term
borrowings increased during the first six months of 2008 by $100 million. The increase in long-term borrowings was
to fund leverage strategies implemented in the first half of 2008.

Liquidity and Capital

We derive liquidity through increased customer deposits, maturities in or sale of the investment portfolio, loan
repayments and income from earning assets. When deposits are not adequate to fund customer loan demand, liquidity
needs can be met in the short-term funds markets through arrangements with our correspondent banks or through the
purchase of brokered certificates of deposit. The Bank is also a member of the Federal Home Loan Bank of Atlanta,
which provides another source of liquidity. As discussed in Note F to the consolidated financial statements presented
elsewhere in this report, we may from time to time access capital markets and/or borrow funds from private investors
to meet some of our liquidity needs. We actively manage our liquidity position through the Asset and Liability
Management Committee of the Board of Directors. Monthly reviews by management and quarterly reviews by the
committee under prescribed policies and procedures are designed to ensure that we will maintain adequate levels of
available funds.

Management believes that we have adequate liquidity available to respond to current and anticipated liquidity
demands and is unaware of any trends or demands, commitments, events or uncertainties that will materially affect
our ability to maintain liquidity at satisfactory levels.

The following table presents our capital ratios at June 30, 2008:

Required Required
For Capital To Be
Adequacy Well 

Actual Purposes Capitalized

Total Capital (to risk-weighted assets) 12.38% 8.00% 10.00%
Tier 1 Capital (to risk-weighted assets) 11.20 4.00 6.00
Tier 1 Capital (to average assets) 8.41 3.00 5.00

At June 30, 2008, First United Corporation and the Bank were categorized as “well capitalized” under federal banking
regulatory capital requirements.
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First United Corporation paid a cash dividend of $.20 per share on May 1, 2008. On June 18, 2008, the Board of
Directors declared another dividend of an equal amount, to be paid on August 1, 2008 to shareholders of record as of
July 14, 2008.
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Contractual Obligations, Commitments and Off-Balance Sheet Arrangements

Loan commitments are made to accommodate the financial needs of our customers. Letters of credit commit us to
make payments on behalf of customers when certain specified future events occur. The credit risks inherent in loan
commitments and letters of credit are essentially the same as those involved in extending loans to customers, and these
arrangements are subject to our normal credit policies. Loan commitments and letters of credit totaled $166.9 million
and $7.1 million, respectively, at June 30, 2008, compared to $143.8 million and $7.5 million, respectively, at
December 31, 2007. We are not a party to any other off-balance sheet arrangements.

See Note G for further disclosure on Borrowed Funds. There have been no other significant changes to contractual
obligations as presented at December 31, 2007.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

Our primary market risk is interest rate fluctuation and we have procedures in place to evaluate and mitigate this risk.
This market risk and our procedures are described in First United Corporation’s Annual Report on Form 10-K for the
year ended December 31, 2007 under the caption “Management’s Discussion and Analysis of Financial Condition and
Results of Operation – Interest Rate Sensitivity”. Management believes that no material changes in our market risks or in
the procedures used to evaluate and mitigate these risks have occurred since December 31, 2007.

Item 4. Controls and Procedures

We maintain disclosure controls and procedures that are designed to ensure that information required to be disclosed
in our reports filed under the Securities Exchange Act of 1934 with the SEC, such as this Quarterly Report, is
recorded, processed, summarized and reported within the periods specified in those rules and forms, and that such
information is accumulated and communicated to our management, including the Chief Executive Officer (“CEO”) and
the Chief Financial Officer (“CFO”), as appropriate, to allow for timely decisions regarding required disclosure. A
control system, no matter how well conceived and operated, can provide only reasonable, not absolute, assurance that
the objectives of the control system are met. Further, the design of a control system must reflect the fact that there are
resource constraints, and the benefits of controls must be considered relative to their costs. These inherent limitations
include the realities that judgments in decision-making can be faulty, and that breakdowns can occur because of
simple error or mistake. Additionally, controls can be circumvented by the individual acts of some persons, by
collusion of two or more people, or by management override of the control. The design of any system of controls is
also based in part upon certain assumptions about the likelihood of future events, and there can be no assurance that
any design will succeed in achieving its stated goals under all potential future conditions. Over time, controls may
become inadequate because of changes in conditions, or the degree of compliance with the policies or procedures may
deteriorate.

An evaluation of the effectiveness of these disclosure controls as of June 30, 2008 was carried out under the
supervision and with the participation of Management, including the CEO and the CFO. Based on that evaluation,
Management, including the CEO and the CFO, has concluded that our disclosure controls and procedures are, in fact,
effective at the reasonable assurance level.

During the second quarter of 2008, there was no change in our internal control over financial reporting that has
materially affected, or is reasonably likely to materially affect, our internal control over financial reporting.

Part II. OTHER INFORMATION

Item 1. Legal Proceedings

Edgar Filing: FIRST UNITED CORP/MD/ - Form 10-Q

45



None.

Item 1A. Risk Factors

The risks and uncertainties to which our financial condition and operations are subject are discussed in detail in Item
1A of Part I of the Corporation’s Annual Report on Form 10-K for the year ended December 31, 2007. Management
does not believe that any material changes in our risk factors have occurred since they were last updated.
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Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

The following table provides information about shares of common stock purchased by or on behalf of First United
Corporation and its affiliates (as defined by Exchange Act Rule 10b-18) during the three-month period ended June 30,
2008:

Issuer Purchases of Equity Securities

Period

Total Number of 
Shares (or Units) 

Purchased (1)
Average Price Paid
per Share (or Unit)

Total Number of 
Shares (or Units) 
Purchased as Part 

of Publicly 
Announced Plans 

or Programs 

Maximum Number 
(or Approximate 
Dollar Value) of 
Shares (or Units)
that May Yet Be 
Purchased Under

the Plans or 
Programs

April 2008 10,800 $ 19.01 10,800 247,100
May 2008 10,000 18.86 10,000 237,100
June 2008 4,900 $ 18.74 4,900 232,200
Total 25,700 $ 18.87 25,700 232,200
Note:
(1) All shares were purchased under First United Corporation’s repurchase plan that was adopted effective August 15,
2007. The adoption of this plan was publicly announced on August 20, 2007. The plan authorizes the repurchase of up
to 307,500 shares of common stock in open market and/or private transactions at such times and in such amounts per
transaction as the Chairman and Chief Executive Officer of First United Corporation determines to be appropriate.
The repurchase plan will continue until all shares are repurchased, unless earlier terminated by First United
Corporation.

Item 3. Defaults upon Senior Securities

None.

Item 4. Submission of Matters to a Vote of Security Holders

At the 2008 annual meeting of shareholders held on May 8, 2008, the shareholders elected six individuals to serve as
directors until the 2011 annual meeting of shareholders and until their successors are duly elected and qualify. Our
Board of Directors submitted the matters to a vote through solicitation of proxies. The results of the elections were as
follows:

Class I (Terms expires 2011) FOR WITHHELD ABSTAINED BROKER
NON-VOTES

01 David J. Beachy 4,558,314 124,643 N/A N/A
02 Faye E. Cannon 4,556,544 126,413 N/A N/A
03 Paul Cox, Jr. 4,559,157 123,800 N/A N/A
04 William B. Grant 4,541,189 141,768 N/A N/A
05 John W. McCullough 4,569,807 113,150 N/A N/A

Also at the 2008 annual meeting of shareholders, a vote was cast through solicitation of proxies for the ratification of
the Audit Committee’s appointment of Beard Miller Company LLP as the Corporation’s registered public accounting
firm for 2008. The results of the election are as follows:
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FOR AGAINSTABSTAINED BROKER
NON-VOTES

4,593,027 69,956 19,974 N/A

Item 5. Other Information

None.
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Item 6. Exhibits

The exhibits filed or furnished with this quarterly report are listed in the Exhibit Index that follows the signatures,
which index is incorporated herein by reference.

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

FIRST UNITED CORPORATION

Date: August 8, 2008 /s/ William B. Grant
William B. Grant, Chairman of the Board
and Chief Executive Officer

Date August 8, 2008 /s/ Carissa L. Rodeheaver
Carissa L. Rodeheaver, Executive Vice-President
and Chief Financial Officer
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EXHIBIT INDEX

Exhibit Description

31.1 Certifications of the CEO pursuant to Section 302 of the Sarbanes-Oxley Act (filed herewith)

31.2 Certifications of the CFO pursuant to Section 302 of the Sarbanes-Oxley Act (filed herewith)

32.1 Certification of the CEO pursuant to Section 906 of the Sarbanes-Oxley Act (furnished herewith)

32.2 Certification of the CFO pursuant to Section 906 of the Sarbanes-Oxley Act (furnished herewith)
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