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Securities registered pursuant to Section 12(b) of the Act:

Title of Each Class: Name of Each Exchange on Which Registered:
Common Stock, par value $.01 per share NASDAQ Global Select Market

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
Yes ¨ No þ

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or 15(d) of the Act. Yes ¨
No þ

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 such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes þ No ¨

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be
submitted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for
such shorter period that the registrant was required to submit such files). Yes þ No ¨

Indicate by check mark if disclosures of delinquent filers pursuant to Item 405 of Regulation S-K (Section 229.405 of
this chapter) is not contained herein, and will not be contained, to the best of the registrant’s knowledge, in definitive
proxy or information statements incorporated by reference in Part III of this Form 10-K or any amendment to this
Form 10-K ¨

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

Large accelerated filer ¨ Accelerated filer ¨ Non-accelerated filer þ Smaller reporting company þ
Emerging growth company ¨

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
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Exchange Act. ¨

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

The aggregate market value of the registrant’s outstanding voting and non-voting common equity held by non-affiliates
computed by reference to the price at which the common equity was last sold, or the average bid and asked price of
such common equity, as of the last business day of the registrant’s most recently completed second fiscal quarter:
$116,882,008.

The number of shares of the registrant’s common stock outstanding as of February 28, 2019: 7,088,987.

Documents Incorporated by Reference

Portions of the registrant’s definitive proxy statement for the 2019 Annual Meeting of Shareholders to be filed with the
SEC pursuant to Regulation 14A are incorporated by reference into Part III of this Annual Report on Form 10-K.
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As used in this Annual Report of Form 10-K, the terms “the Corporation”, “we”, “us”, and “our” mean First United
Corporation and unless the context clearly suggests otherwise, its consolidated subsidiaries.

FORWARD LOOKING STATEMENTS

This Annual Report on Form 10-K of First United Corporation contains forward-looking statements within the
meaning of The Private Securities Litigation Reform Act of 1995. Such statements include projections, predictions,
expectations or statements as to beliefs or future events or results or refer to other matters that are not historical facts.
Forward-looking statements are subject to known and unknown risks, uncertainties and other factors that could cause
the actual results to differ materially from those contemplated by the statements. The forward-looking statements
contained in this annual report are based on various factors and were derived using numerous assumptions. In some
cases, you can identify these forward-looking statements by words like “may”, “will”, “should”, “expect”, “plan”, “anticipate”,
“intend”, “believe”, “estimate”, “predict”, “potential”, or “continue” or the negative of those words and other comparable words.
You should be aware that those statements reflect only our predictions. If known or unknown risks or uncertainties
should materialize, or if underlying assumptions should prove inaccurate, actual results could differ materially from
past results and those anticipated, estimated or projected. You should bear this in mind when reading this annual
report and not place undue reliance on these forward-looking statements. Factors that might cause such differences
include, but are not limited to:

·changes in market rates and prices may adversely impact the value of securities, loans, deposits and other financial
instruments and the interest rate sensitivity of our balance sheet;

· our liquidity requirements could be adversely affected by changes in our assets and liabilities;

· the effect of legislative or regulatory developments, including changes in laws concerning taxes, banking, securities,
insurance and other aspects of the financial services industry;

·competitive factors among financial services organizations, including product and pricing pressures and our ability to
attract, develop and retain qualified banking professionals;

· the effect of changes in accounting policies and practices, as may be adopted by the Financial Accounting Standards
Board (the “FASB”), the Securities and Exchange Commission (the “SEC”), and other regulatory agencies; and

· the effect of fiscal and governmental policies of the United States federal government.
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You should also consider carefully the risk factors discussed in Item 1A of Part I of this annual report, which address
additional factors that could cause our actual results to differ from those set forth in the forward-looking statements
and could materially and adversely affect our business, operating results and financial condition. The risks discussed
in this annual report are factors that, individually or in the aggregate, management believes could cause our actual
results to differ materially from expected and historical results. You should understand that it is not possible to predict
or identify all such factors. Consequently, you should not consider such disclosures to be a complete discussion of all
potential risks or uncertainties.

The forward-looking statements speak only as of the date on which they are made, and, except to the extent required
by federal securities laws, we undertake no obligation to update any forward-looking statement to reflect events or
circumstances after the date on which the statement is made or to reflect the occurrence of unanticipated events. In
addition, we cannot assess the impact of each factor on our business or the extent to which any factor, or combination
of factors, may cause actual results to differ materially from those contained in any forward-looking statements.

PART I

ITEM 1. BUSINESS

General

First United Corporation is a Maryland corporation chartered in 1985 and a bank holding company registered with the
Board of Governors of the Federal Reserve System (the “Federal Reserve”) under the Bank Holding Company Act of
1956, as amended (the “BHC Act”). The Corporation’s primary business is serving as the parent company of First United
Bank & Trust, a Maryland trust company (the “Bank”), First United Statutory Trust I (“Trust I”) and First United Statutory
Trust II (“Trust II”), both Connecticut statutory business trusts. Until September 14, 2018 when it was canceled, the
Corporation also served as the parent company to First United Statutory Trust III, a Delaware statutory business trust
(“Trust III” and together with Trust I and Trust II, the “Trusts”). The Trusts were formed for the purpose of selling trust
preferred securities that qualified as Tier 1 capital.

[3]

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

6



The Bank has two consumer finance company subsidiaries - OakFirst Loan Center, Inc., a West Virginia corporation,
and OakFirst Loan Center, LLC, a Maryland limited liability company - and two subsidiaries that it uses to hold real
estate acquired through foreclosure or by deed in lieu of foreclosure - First OREO Trust, a Maryland statutory trust,
and FUBT OREO I, LLC, a Maryland limited liability company. The Bank also owns 99.9% of the limited partnership
interests in Liberty Mews Limited Partnership; a Maryland limited partnership formed for the purpose of acquiring,
developing and operating low-income housing units in Garrett County, Maryland.

At December 31, 2018, we had total assets of $1.4 billion, net loans of $996.7 million, and deposits of $1.1 billion.
Shareholders’ equity at December 31, 2018 was $117.1 million.

The Corporation maintains an Internet website at www.mybank.com on which it makes available, free of charge, its
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.

Banking Products and Services

The Bank operates 25 banking offices, one customer care center and 26 Automated Teller Machines (“ATMs”) in
Allegany County, Frederick County, Garrett County, and Washington County in Maryland, and in Mineral County,
Berkeley County, Monongalia County and Harrison County in West Virginia. The Bank is an independent community
bank providing a complete range of retail and commercial banking services to businesses and individuals in its market
areas. Services offered are essentially the same as those offered by the regional institutions that compete with the
Bank and include checking, savings, money market deposit accounts, and certificates of deposit, business loans,
personal loans, mortgage loans, lines of credit, and consumer-oriented retirement accounts including individual
retirement accounts (“IRAs”) and employee benefit accounts. In addition, the Bank provides full brokerage services
through a networking arrangement with Cetera Investment Services, LLC., a full-service broker-dealer. The Bank also
provides safe deposit and night depository facilities, insurance products and trust services. The Bank’s deposits are
insured by the Federal Deposit Insurance Corporation (the “FDIC”).

Lending Activities

Our lending activities are conducted through the Bank. Since 2010, the Bank has not originated any new loans through
the OakFirst Loan Centers and their sole activity is servicing existing loans.
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The Bank’s commercial loans are primarily secured by real estate, commercial equipment, vehicles or other assets of
the borrower. Repayment is often dependent on the successful business operations of the borrower and may be
affected by adverse conditions in the local economy or real estate market. The financial condition and cash flow of
commercial borrowers is therefore carefully analyzed during the loan approval process, and continues to be monitored
throughout the duration of the loan by obtaining business financial statements, personal financial statements and
income tax returns. The frequency of this ongoing analysis depends upon the size and complexity of the credit and
collateral that secures the loan. It is also the Bank’s general policy to obtain personal guarantees from the principals of
the commercial loan borrowers.

Commercial real estate (“CRE”) loans are primarily those secured by land for residential and commercial development,
agricultural purpose properties, service industry buildings such as restaurants and motels, retail buildings and general
purpose business space. The Bank attempts to mitigate the risks associated with these loans through low loan to value
ratio standards, thorough financial analyses, and management’s knowledge of the local economy in which the Bank
lends.

The risk of loss associated with CRE construction lending is controlled through conservative underwriting procedures
such as loan to value ratios of 80% or less, obtaining additional collateral when prudent, analysis of cash flows, and
closely monitoring construction projects to control disbursement of funds on loans.

The Bank’s residential mortgage portfolio is distributed between variable and fixed rate loans. Some loans are booked
at fixed rates in order to meet the Bank’s requirements under the federal Community Reinvestment Act (the “CRA”) or to
complement our asset liability mix. Other fixed rate residential mortgage loans are originated in a brokering capacity
on behalf of other financial institutions, for which the Bank receives a fee. As with any consumer loan, repayment is
dependent on the borrower’s continuing financial stability, which can be adversely impacted by factors such as job
loss, divorce, illness, or personal bankruptcy. Residential mortgage loans exceeding an internal loan-to-value ratio
require private mortgage insurance. Title insurance protecting the Bank’s lien priority, as well as fire and casualty
insurance, is also required.

Home equity lines of credit, included within the residential mortgage portfolio, are secured by the borrower’s home
and can be drawn on at the discretion of the borrower. These lines of credit are at variable interest rates.

The Bank also provides residential real estate construction loans to builders and individuals for single family
dwellings. Residential construction loans are usually granted based upon “as completed” appraisals and are secured by
the property under construction. Site inspections are performed to determine pre-specified stages of completion before
loan proceeds are disbursed. These loans typically have maturities of six to twelve months and may have a fixed or
variable rate. Permanent financing for individuals offered by the Bank includes fixed and variable rate loans with five,
seven or ten-year adjustable rate mortgages.

[4]
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A variety of other consumer loans are also offered to customers, including indirect and direct auto loans, and other
secured and unsecured lines of credit and term loans. In 2018, the Bank introduced a Student Loan program which
offers a product for debt consolidation and an in-school program. This program is serviced by a third-party. Careful
analysis of an applicant’s creditworthiness is performed before granting credit, and on-going monitoring of loans
outstanding is performed in an effort to minimize risk of loss by identifying problem loans early.

An allowance for loan losses is maintained to provide for probable losses from our lending activities. A complete
discussion of the factors considered in determination of the allowance for loan losses is included in Item 7 of Part II of
this report.

Deposit Activities

The Bank offers a full array of deposit products including checking, savings and money market accounts, regular and
IRA certificates of deposit, Christmas Savings accounts, College Savings accounts, and Health Savings accounts. The
Bank also offers the Certificate of Deposit Account Registry Service®, or CDARS®, program to municipalities,
businesses, and consumers through which the Bank provides access to multi-million-dollar certificates of deposit and
the Insured Cash Sweep®, or ICS®, program to municipalities, businesses, and consumers through which the Bank
provides access to multi-million-dollar savings and demand deposits. Both programs are FDIC-insured. In addition,
we offer our commercial customers packages which include Treasury Management, Cash Sweep and various checking
opportunities.

Information about our income from and assets related to our banking business may be found in the Consolidated
Statements of Financial Condition and the Consolidated Statements of Income and the related notes thereto included
in Item 8 of Part II of this annual report.

Wealth Management

The Bank’s Trust Department offers a full range of trust services, including personal trust, investment agency accounts,
charitable trusts, retirement accounts including IRA roll-overs, 401(k) accounts and defined benefit plans, estate
administration and estate planning.

At December 31, 2018 and 2017, the total market value of assets under the supervision of the Bank’s Trust Department
was approximately $810.0 million and $824.0 million, respectively. Trust Department revenues for these years may be
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found in the Consolidated Statements of Income under the heading “Other operating income”, which is contained in
Item 8 of Part II of this annual report.

COMPETITION

The banking business, in all of its phases, is highly competitive. Within our market areas, we compete with
commercial banks, (including local banks and branches or affiliates of other larger banks), savings and loan
associations and credit unions for loans and deposits, with consumer finance companies for loans, and with other
financial institutions for various types of products and services, including trust services. There is also competition for
commercial and retail banking business from banks and financial institutions located outside our market areas and on
the internet.

The primary factors in competing for deposits are interest rates, personalized services, the quality and range of
financial services, convenience of office locations and office hours. The primary factors in competing for loans are
interest rates, loan origination fees, the quality and range of lending services and personalized services.

To compete with other financial services providers, we rely principally upon local promotional activities, personal
relationships established by officers, directors and employees with customers, and specialized services tailored to
meet customers’ needs. In those instances in which we are unable to accommodate a customer’s needs, we attempt to
arrange for those services to be provided by other financial services providers with which we have a relationship.

[5]
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The following table sets forth deposit data for the Maryland and West Virginia Counties in which the Bank maintains
offices as of June 30, 2018, the most recent date for which comparative information is available.

Offices Deposits
(in Market) (in thousands) Market Share

Allegany County, Maryland:
Branch Banking and Trust Company 6 $ 297,210 40.83 %
Manufacturers & Traders Trust Company 6 167,721 23.04 %
First United Bank & Trust 3 148,226 20.36 %
Standard Bank, PaSB 2 68,297 9.38 %
PNC Bank NA 1 46,492 6.39 %

Source:  FDIC Deposit Market Share Report

Frederick County, Maryland:
PNC Bank NA 15 $ 1,261,154 26.81 %
Branch Banking & Trust Co. 11 776,449 16.51 %
Bank Of America NA 5 514,718 10.94 %
Frederick County Bank 5 355,616 7.56 %
Manufacturers & Traders Trust Company 6 314,272 6.68 %
Capital One NA 3 292,635 6.22 %
Woodsboro Bank 7 232,334 4.94 %
Middletown Valley Bank 4 192,511 4.09 %
Sandy Spring Bank 4 160,526 3.41 %
First United Bank & Trust 4 159,295 3.39 %
SunTrust Bank 2 143,913 3.06 %
Revere Bank 1 137,824 2.93 %
Wells Fargo Bank NA 1 73,881 1.57 %
The Columbia Bank 2 51,527 1.10 %
Old Line Bank 2 35,484 0.76 %
Woodforest National Bank 1 1,257 0.03 %

Source:  FDIC Deposit Market Share Report

Garrett County, Maryland:
First United Bank & Trust 5 $ 333,061 59.43 %
Manufacturers & Traders Trust Company 2 89,505 15.97 %
Branch Banking and Trust Company 2 66,828 11.93 %
Clear Mountain Bank 1 49,083 8.76 %
Somerset Trust Company 1 15,714 2.80 %
Miners & Merchants Bank 1 6,239 1.11 %

Source:  FDIC Deposit Market Share Report

Washington County, Maryland:
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Branch Banking & Trust Company 10 $ 644,975 28.82 %
The Columbia Bank 9 484,875 21.66 %
Manufacturers & Traders Trust Company 10 433,943 19.39 %
PNC Bank NA 4 229,910 10.27 %
Middletown Valley Bank 2 154,778 6.92 %
First United Bank & Trust 3 91,198 4.08 %
United Bank 2 66,322 2.96 %
CNB Bank, Inc. 3 65,205 2.91 %
Orrstown Bank 1 35,425 1.58 %
Bank of Charles Town 1 23,047 1.03 %
Jefferson Security Bank 1 8,407 0.38 %

Source:  FDIC Deposit Market Share Report

Berkeley County, West Virginia:
Branch Banking & Trust Company 5 $ 367,867 26.43 %
United Bank 4 265,135 19.05 %
MVB Bank Inc. 3 204,961 14.73 %
City National Bank of West Virginia 4 167,911 12.07 %
First United Bank & Trust 3 122,965 8.84 %
Bank of Charles Town 2 88,163 6.33 %
Jefferson Security Bank 2 81,701 5.87 %
CNB Bank, Inc. 3 76,742 5.51 %
Summit Community Bank 1 14,824 1.07 %
Woodforest National Bank 1 1,416 0.10 %

Source:  FDIC Deposit Market Share Report

Harrison County, West Virginia:
MVB Bank, Inc 2 $ 280,792 19.64 %
Branch Banking and Trust Company 4 254,474 17.80 %
WesBanco Bank, Inc. 6 224,406 15.70 %
The Huntington National Bank 3 222,053 15.53 %
JP Morgan Chase Bank, NA 2 191,633 13.40 %
Harrison County Bank 5 100,693 7.04 %
City National Bank of West Virginia 2 45,689 3.20 %
West Union Bank 1 26,295 1.84 %
Premier Bank, Inc. 1 19,084 1.33 %
Freedom Bank, Inc. 1 17,433 1.22 %
Cornerstone Bank, Inc. 1 15,701 1.10 %
BC Bank, Inc. 1 14,871 1.04 %
United Bank 1 9,544 0.67 %
Clear Mountain Bank 1 5,256 0.37 %
First United Bank & Trust 1 1,668 0.12 %

Source:  FDIC Deposit Market Share Report

Mineral County, West Virginia:
First United Bank & Trust 2 $ 89,648 35.13 %
Branch Banking & Trust Company 1 69,693 27.31 %
Manufacturers & Traders Trust Company 2 51,450 20.16 %
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Grant County Bank 1 35,687 13.98 %
FNB Bank, Inc. 1 8,739 3.42 %

Source:  FDIC Deposit Market Share Report

Monongalia County, West Virginia:
United Bank 6 $ 794,843 32.33 %
Branch Banking & Trust Company 4 453,061 18.43 %
Huntington National Bank 7 428,589 17.43 %
Clear Mountain Bank 6 229,388 9.33 %
Wesbanco Bank, Inc. 5 165,169 6.72 %
MVB Bank, Inc. 3 148,541 6.04 %
First United Bank & Trust 3 98,732 4.01 %
PNC Bank NA 4 91,608 3.73 %
First Exchange Bank 1 25,343 1.03 %
Citizens Bank of Morgantown, Inc. 1 23,376 0.95 %

Source:  FDIC Deposit Market Share Report

[6]
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For further information about competition in our market areas, see the Risk Factor entitled “We operate in a
competitive environment, and our inability to effectively compete could adversely and materially impact our
financial condition and results of operations” in Item 1A of Part I of this annual report.

SUPERVISION AND REGULATION

The following is a summary of the material regulations and policies applicable to the Corporation and its subsidiaries
and is not intended to be a comprehensive discussion. Changes in applicable laws and regulations may have a material
effect on our business.

General

The Corporation is registered with the Federal Reserve as a bank holding company under the BHC Act and, as such, is
subject to the supervision, examination and reporting requirements of the BHC Act and the regulations of the Federal
Reserve. As a publicly-traded company whose common stock is registered under Section 12(b) of the Securities
Exchange Act of 1934, as amended (the “Exchange Act”), and listed on The NASDAQ Global Select Market, the
Corporation is also subject to regulation and supervision by the SEC and The NASDAQ Stock Market, LLC
(“NASDAQ”).

The Bank is a Maryland trust company subject to the banking laws of Maryland and to regulation by the
Commissioner of Financial Regulation of Maryland (the “Maryland Commissioner”), who is required by statute to make
at least one examination in each calendar year (or at 18-month intervals if the Maryland Commissioner determines
that an examination is unnecessary in a particular calendar year). The Bank also has offices in West Virginia, and the
operations of these offices are subject to West Virginia laws and to supervision and examination by the West Virginia
Division of Banking. As a member of the FDIC, the Bank is also subject to certain provisions of federal laws and
regulations regarding deposit insurance and activities of insured state-chartered banks, including those that require
examination by the FDIC. In addition to the foregoing, there are a myriad of other federal and state laws and
regulations that affect, or govern the business of banking, including consumer lending, deposit-taking, and trust
operations.

All non-bank subsidiaries of the Corporation are subject to examination by the Federal Reserve, and, as affiliates of
the Bank, are subject to examination by the FDIC and the Maryland Commissioner. In addition, OakFirst Loan
Center, Inc. is subject to licensing and regulation by the West Virginia Division of Banking, and OakFirst Loan
Center, LLC is subject to licensing and regulation by the Maryland Commissioner.
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Regulatory Reforms

The Dodd-Frank Wall Street Reform and Consumer Protection Act (the “Dodd-Frank Act”), which was enacted in July
2010, significantly restructured the financial regulatory regime in the United States. Although the Dodd-Frank Act’s
provisions that have received the most public attention generally have been those applying to or more likely to affect
larger institutions such as banks and bank holding companies with total consolidated assets of $50 billion or more, it
contains numerous other provisions that affect all financial institutions, including the Bank. The Dodd-Frank Act
established the Consumer Financial Protection Bureau (the “CFPB”), discussed below, and contains a wide variety of
provisions (many of which are not yet effective) affecting the regulation of depository institutions, including fair
lending, fair debt collection practices, mortgage loan origination and servicing obligations, bankruptcy, military
service member protections, use of credit reports, privacy matters, and disclosure of credit terms and correction of
billing errors. Local, state and national regulatory and enforcement agencies continue efforts to address perceived
problems within the mortgage lending and credit card industries through broad or targeted legislative or regulatory
initiatives aimed at lenders’ operations in consumer lending markets. There continues to be a significant amount of
legislative and regulatory activity, nationally, locally and at the state level, designed to limit certain lending practices
while mandating certain servicing procedures. Federal bankruptcy and state debtor relief and collection laws, as well
as the Servicemembers Civil Relief Act affect the ability of banks, including the Bank, to collect outstanding balances.

[7]
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Moreover, the Dodd-Frank Act permits states to adopt stricter consumer protection laws and states’ attorneys general
may enforce consumer protection rules issued by the CFPB. Recently, U.S. financial regulatory agencies have
increasingly used a general consumer protection statute to address unethical or otherwise bad business practices that
may not necessarily fall directly under the purview of a specific banking or consumer finance law. Prior to the
Dodd-Frank Act, there was little formal guidance to provide insight to the parameters for compliance with the “unfair
or deceptive acts or practices” (“UDAP”) law. However, the UDAP provisions have been expanded under the
Dodd-Frank Act to apply to “unfair, deceptive or abusive acts or practices”, which has been delegated to the CFPB for
supervision.

The implementation of several of the Dodd-Frank Act’s provisions is subject to final rulemaking by the U.S. financial
regulatory agencies, and the Dodd-Frank Act’s impact on our business will depend to a large extent on how and when
such rules are adopted and implemented by the primary U.S. financial regulatory agencies. We continue to analyze the
impact of rules adopted under the Dodd-Frank Act on our business, but the full impact will not be known until the
rules and related regulatory initiatives are finalized and their combined impact can be understood. The Dodd-Frank
Act has increased, and will likely continue to increase, our regulatory compliance burdens and costs and may restrict
the financial products and services that we offer to our customers in the future. In particular, the Dodd-Frank Act will
require us to invest significant management attention and resources so that we can evaluate the impact of and ensure
compliance with this law and its rules.

Regulation of Bank Holding Companies

The Corporation and its affiliates are subject to the provisions of Section 23A and Section 23B of the Federal Reserve
Act. Section 23A limits the amount of loans or extensions of credit to, and investments in, the Corporation and its
non-bank affiliates by the Bank. Section 23B requires that transactions between the Bank and the Corporation and its
non-bank affiliates be on terms and under circumstances that are substantially the same as with non-affiliates.

Under Federal Reserve policy, the Corporation is expected to act as a source of strength to the Bank, and the Federal
Reserve may charge the Corporation with engaging in unsafe and unsound practices for failure to commit resources to
a subsidiary bank when required. This support may be required at times when the bank holding company may not
have the resources to provide the support. Under the prompt corrective action provisions, if a controlled bank is
undercapitalized, then the regulators could require the bank holding company to guarantee the bank’s capital
restoration plan. In addition, if the Federal Reserve believes that a bank holding company’s activities, assets or
affiliates represent a significant risk to the financial safety, soundness or stability of a controlled bank, then the
Federal Reserve could require the bank holding company to terminate the activities, liquidate the assets or divest the
affiliates. The regulators may require these and other actions in support of controlled banks even if such actions are
not in the best interests of the bank holding company or its stockholders. Because the Corporation is a bank holding
company, it is viewed as a source of financial and managerial strength for any controlled depository institutions, like
the Bank.
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In addition, under the Financial Institutions Reform, Recovery and Enforcement Act of 1989 (“FIRREA”), depository
institutions insured by the FDIC can be held liable for any losses incurred by, or reasonably anticipated to be incurred
by, the FDIC in connection with (i) the default of a commonly controlled FDIC-insured depository institution or (ii)
any assistance provided by the FDIC to a commonly controlled FDIC-insured depository institution in danger of
default. Accordingly, in the event that any insured subsidiary of the Corporation causes a loss to the FDIC, other
insured subsidiaries of the Corporation could be required to compensate the FDIC by reimbursing it for the estimated
amount of such loss. Such cross guaranty liabilities generally are superior in priority to obligations of a financial
institution to its shareholders and obligations to other affiliates.

Federal Banking Regulation

Federal banking regulators, such as the Federal Reserve and the FDIC, may prohibit the institutions over which they
have supervisory authority from engaging in activities or investments that the agencies believe are unsafe or unsound
banking practices. Federal banking regulators have extensive enforcement authority over the institutions they regulate
to prohibit or correct activities that violate law, regulation or a regulatory agreement or which are deemed to be unsafe
or unsound practices. Enforcement actions may include the appointment of a conservator or receiver, the issuance of a
cease and desist order, the termination of deposit insurance, the imposition of civil money penalties on the institution,
its directors, officers, employees and institution-affiliated parties, the issuance of directives to increase capital, the
issuance of formal and informal agreements, the removal of or restrictions on directors, officers, employees and
institution-affiliated parties, and the enforcement of any such mechanisms through restraining orders or other court
actions.

[8]
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The Bank is subject to certain restrictions on extensions of credit to executive officers, directors, and principal
shareholders or any related interest of such persons, which generally require that such credit extensions be made on
substantially the same terms as those available to persons who are not related to the Bank and not involve more than
the normal risk of repayment. Other laws tie the maximum amount that may be loaned to any one customer and its
related interests to capital levels.

As part of the Federal Deposit Insurance Corporation Improvement Act of 1991 (“FDICIA”), each federal banking
regulator adopted non-capital safety and soundness standards for institutions under its authority. These standards
include internal controls, information systems and internal audit systems, loan documentation, credit underwriting,
interest rate exposure, asset growth, and compensation, fees and benefits. An institution that fails to meet those
standards may be required by the agency to develop a plan acceptable to meet the standards. Failure to submit or
implement such a plan may subject the institution to regulatory sanctions. We believe that the Bank meets
substantially all standards that have been adopted. FDICIA also imposes capital standards on insured depository
institutions.

The CRA requires the FDIC, in connection with its examination of financial institutions within its jurisdiction, to
evaluate the record of those financial institutions in meeting the credit needs of their communities, including low and
moderate income neighborhoods, consistent with principles of safe and sound banking practices. These factors are
also considered by all regulatory agencies in evaluating mergers, acquisitions and applications to open a branch or
facility. As of the date of its most recent examination report, the Bank had a CRA rating of “Satisfactory”.

The Bank is also subject to a variety of other laws and regulations with respect to the operation of its business,
including, but not limited to, the TILA/RESPA Integrated Disclosure rule (“TRID”), Truth in Lending Act, the Real
Estate Settlement Procedures Act, the Truth in Savings Act, the Equal Credit Opportunity Act, the Electronic Funds
Transfer Act, the Fair Housing Act, the Home Mortgage Disclosure Act, the Fair Debt Collection Practices Act, the
Fair Credit Reporting Act, Expedited Funds Availability (Regulation CC), Reserve Requirements (Regulation D),
Privacy of Consumer Information (Regulation P), Margin Stock Loans (Regulation U), the Right To Financial Privacy
Act, the Flood Disaster Protection Act, the Homeowners Protection Act, the Servicemembers Civil Relief Act, the
Telephone Consumer Protection Act, the CAN-SPAM Act, the Children’s Online Privacy Protection Act, Bank
Secrecy Act/Anti-Money Laundering (“BSA/AML”) and Office of Foreign Assets Control (“OFAC”).

Capital Requirements

We require capital to fund loans, satisfy our obligations under the Bank’s letters of credit, meet the deposit withdrawal
demands of the Bank’s customers, and satisfy our other monetary obligations. To the extent that deposits are not
adequate to fund our capital requirements, we can rely on the funding sources identified below under the heading
“Liquidity Management”. At December 31, 2018, the Bank had $85.0 million available through unsecured lines of credit
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with correspondent banks, $4.4 million available through a secured line of credit with the Fed Discount Window and
approximately $104.3 million available through the Federal Home Loan Bank of Atlanta (“FHLB”). Management is not
aware of any demands, commitments, events or uncertainties that are likely to materially affect our ability to meet our
future capital requirements.

In addition to operational requirements, the Bank and the Corporation are subject to risk-based capital regulations,
which were adopted and are monitored by federal banking regulators. These regulations are used to evaluate capital
adequacy and require an analysis of an institution’s asset risk profile and off-balance sheet exposures, such as unused
loan commitments and stand-by letters of credit.

On July 2, 2013, the Federal Reserve approved final rules that substantially amended the regulatory risk-based capital
rules applicable to First United Corporation. The FDIC subsequently approved the same rules. The final rules
implement the “Basel III” regulatory capital reforms and changes required by the Dodd-Frank Act and were
implemented as of March 31, 2015. 

The Basel III capital rules include new risk-based capital and leverage ratios, which will be phased in from 2015 to
2019, and which refine the definition of what constitutes “capital” for purposes of calculating those ratios. The new
minimum capital level requirements applicable to the Corporation under the final rules are: (i) a new common equity
Tier 1 capital ratio of 4.5%; (ii) a Tier 1 capital ratio of 6% (increased from 4%); (iii) a total capital ratio of 8%
(unchanged from current rules); and (iv) a Tier 1 leverage ratio of 4% for all institutions. The final rules also establish
a “capital conservation buffer” above the new regulatory minimum capital requirements, which must consist entirely of
common equity Tier 1 capital. The capital conservation buffer will be phased-in over four years beginning on January
1, 2016, as follows: the maximum buffer will be 0.625% of risk-weighted assets for 2016, 1.25% for 2017, 1.875% for
2018, and 2.5% for 2019 and thereafter. This will result in the following minimum ratios beginning in 2019: (a) a
common equity Tier 1 capital ratio of 7.0%, (b) a Tier 1 capital ratio of 8.5% and (c) a total capital ratio of 10.5%.
Under the final rules, institutions are subject to limitations on paying dividends, engaging in share repurchases, and
paying discretionary bonuses if its capital level falls below the buffer amount. These limitations establish a maximum
percentage of eligible retained income that could be utilized for such actions.

[9]
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The Basel III capital final rules also implement revisions and clarifications consistent with Basel III regarding the
various components of Tier 1 capital, including common equity, unrealized gains and losses, as well as certain
instruments that no longer qualify as Tier 1 capital, some of which will be phased out over time. Under the final rules,
the effects of certain accumulated other comprehensive items are not excluded; however, banking organizations like
the Corporation and the Bank that are not considered “advanced approaches” banking organizations may make a
one-time permanent election to continue to exclude these items. The Corporation and the Bank made this election in
their first quarter 2015 regulatory filings in order to avoid significant variations in the level of capital depending upon
the impact of interest rate fluctuations on the fair value of the Corporation’s available-for-sale securities portfolio.
Additionally, the final rules provide that small depository institution holding companies with less than $15 billion in
total assets as of December 31, 2009 (which includes the Corporation) will be able to permanently include
non-qualifying instruments that were issued and included in Tier 1 or Tier 2 capital prior to May 19, 2010 in
additional Tier 1 or Tier 2 capital until they redeem such instruments or until the instruments mature.

The Basel III capital rules also contain revisions to the prompt corrective action framework, which is designed to
place restrictions on insured depository institutions if their capital levels begin to show signs of weakness. These
revisions were effective January 1, 2015. Under the prompt corrective action requirements, which are designed to
complement the capital conservation buffer, insured depository institutions are required to meet the following capital
level requirements in order to qualify as “well capitalized”: (i) a new common equity Tier 1 capital ratio of 6.5%; (ii) a
Tier 1 capital ratio of 8% (increased from 6%); (iii) a total capital ratio of 10% (unchanged from current rules); and
(iv) a Tier 1 leverage ratio of 5% (increased from 4%).

The Basel III capital rules set forth certain changes for the calculation of risk-weighted assets. These changes include
(i) an increased number of credit risk exposure categories and risk weights; (ii) an alternative standard of
creditworthiness consistent with Section 939A of the Dodd-Frank Act; (iii) revisions to recognition of credit risk
mitigation; (iv) rules for risk weighting of equity exposures and past due loans, and (v) revised capital treatment for
derivatives and repo-style transactions.

Regulators may require higher capital ratios when warranted by the particular circumstances or risk profile of a given
banking organization. In the current regulatory environment, banking organizations must stay well-capitalized in order
to receive favorable regulatory treatment on acquisition and other expansion activities and favorable risk-based
deposit insurance assessments. Our capital policy establishes guidelines meeting these regulatory requirements and
takes into consideration current or anticipated risks as well as potential future growth opportunities.

At December 31, 2018, we were in compliance with the applicable requirements.

In October 2017, the federal banking agencies proposed revisions that would simplify compliance with certain aspects
of capital rules. A majority of the proposed simplifications would apply solely to banking organizations that are not

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

20



subject to the advanced approaches capital rule. The proposed rules simplify application of regulatory capital
treatment for mortgage servicing assets, certain deferred tax assets arising from temporary differences, investments in
the capital of unconsolidated financial institutions, and capital issued by a consolidated subsidiary of a banking
organization and held by third parties (minority interest), and; revisions to the treatment of certain acquisition,
development, or construction exposures. In addition, the federal banking agencies have deferred the final phase-in and
increased risk-weighting associated with CET1 deductions (discussed in the next section) indefinitely for
non-advanced approaches banks.

Additional information about our capital ratios and requirements is contained in Item 7 of Part II of this annual report
under the heading “Capital Resources”.

Prompt Corrective Action

The Federal Deposit Insurance Act (“FDI Act”) requires, among other things, the federal banking agencies to take
“prompt corrective action” in respect of depository institutions that do not meet minimum capital requirements. The FDI
Act includes the following five capital tiers: “well capitalized,” “adequately capitalized,” “undercapitalized,” “significantly
undercapitalized” and “critically undercapitalized.” A depository institution’s capital tier will depend upon how its capital
levels compare with various relevant capital measures and certain other factors, as established by regulation. The
relevant capital measures are the total capital ratio, the Tier 1 capital ratio and the leverage ratio.

A bank will be (i) “well capitalized” if the institution has a total risk-based capital ratio of 10.0% or greater, a Tier 1
risk-based capital ratio of 6.0% or greater, and a leverage ratio of 5.0% or greater, and is not subject to any order or
written directive by any such regulatory authority to meet and maintain a specific capital level for any capital measure,
(ii) “adequately capitalized” if the institution has a total risk-based capital ratio of 8.0% or greater, a Tier 1 risk-based
capital ratio of 4.0% or greater, and a leverage ratio of 4.0% or greater and is not “well capitalized”, (iii)
“undercapitalized” if the institution has a total risk-based capital ratio that is less than 8.0%, a Tier 1 risk-based capital
ratio of less than 4.0% or a leverage ratio of less than 4.0%, (iv) “significantly undercapitalized” if the institution has a
total risk-based capital ratio of less than 6.0%, a Tier 1 risk-based capital ratio of less than 3.0% or a leverage ratio of
less than 3.0%, and (v) “critically undercapitalized” if the institution’s tangible equity is equal to or less than 2.0% of
average quarterly tangible assets. An institution may be downgraded to, or deemed to be in, a capital category that is
lower than indicated by its capital ratios if it is determined to be in an unsafe or unsound condition or if it receives an
unsatisfactory examination rating with respect to certain matters. A bank’s capital category is determined solely for the
purpose of applying prompt corrective action regulations, and the capital category may not constitute an accurate
representation of the bank’s overall financial condition or prospects for other purposes.

[10]
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Effective January 1, 2015, the Basel III capital rules revised the prompt corrective action requirements by (i)
introducing the Common Equity Tier 1 (“CET1”) ratio requirement at each level (other than critically undercapitalized),
with the required CET1 ratio being 6.5% for well-capitalized status; (ii) increasing the minimum Tier 1 capital ratio
requirement for each category (other than critically undercapitalized), with the minimum Tier 1 capital ratio for
well-capitalized status being 8%; and (iii) eliminating the provision that permitted a bank with a composite
supervisory rating of 1 but a leverage ratio of at least 3% to be deemed adequately capitalized. The Basel III Capital
Rules did not change the total risk-based capital requirement for any prompt corrective action category.

The FDI Act generally prohibits a depository institution from making any capital distributions (including payment of a
dividend) or paying any management fee to its parent holding company if the depository institution would thereafter
be “undercapitalized.” “Undercapitalized” institutions are subject to growth limitations and are required to submit a capital
restoration plan. The agencies may not accept such a plan without determining, among other things, that the plan is
based on realistic assumptions and is likely to succeed in restoring the depository institution’s capital. In addition, for a
capital restoration plan to be acceptable, the depository institution’s parent holding company must guarantee that the
institution will comply with such capital restoration plan. The bank holding company must also provide appropriate
assurances of performance. The aggregate liability of the parent holding company is limited to the lesser of (i) an
amount equal to 5.0% of the depository institution’s total assets at the time it became undercapitalized and (ii) the
amount which is necessary (or would have been necessary) to bring the institution into compliance with all capital
standards applicable with respect to such institution as of the time it fails to comply with the plan. If a depository
institution fails to submit an acceptable plan, it is treated as if it is “significantly undercapitalized.” Significantly
undercapitalized” depository institutions may be subject to a number of requirements and restrictions, including orders
to sell sufficient voting stock to become “adequately capitalized,” requirements to reduce total assets, and cessation of
receipt of deposits from correspondent banks. “Critically undercapitalized” institutions are subject to the appointment of
a receiver or conservator.

The appropriate federal banking agency may, under certain circumstances, reclassify a well-capitalized insured
depository institution as adequately capitalized. The FDI Act provides that an institution may be reclassified if the
appropriate federal banking agency determines (after notice and opportunity for hearing) that the institution is in an
unsafe or unsound condition or deems the institution to be engaging in an unsafe or unsound practice.

The appropriate agency is also permitted to require an adequately capitalized or undercapitalized institution to comply
with the supervisory provisions as if the institution were in the next lower category (but not treat a significantly
undercapitalized institution as critically undercapitalized) based on supervisory information other than the capital
levels of the institution.

At December 31, 2018, the Bank and the Corporation were “well capitalized” based on the aforementioned ratios.
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Liquidity Requirements

Historically, the regulation and monitoring of bank liquidity has been addressed as a supervisory matter, without
required formulaic measures. The Basel III liquidity framework requires banks to measure their liquidity against
specific liquidity tests that, although similar in some respects to liquidity measures historically applied by banks and
regulators for management and supervisory purposes, going forward would be required by regulation. One test,
referred to as the liquidity coverage ratio (“LCR”), is designed to ensure that the banking entity maintains an adequate
level of unencumbered high-quality liquid assets equal to the entity’s expected net cash outflow for a 30-day time
horizon (or, if greater, 25% of its expected total cash outflow) under an acute liquidity stress scenario. The other test,
referred to as the net stable funding ratio (“NSFR”), is designed to promote more medium- and long-term funding of the
assets and activities of banking entities over a one-year time horizon. These requirements will incent banking entities
to increase their holdings of U.S. Treasury securities and other sovereign debt as a component of assets and increase
the use of long-term debt as a funding source. In October 2013, the federal banking agencies proposed rules
implementing the LCR for advanced approaches banking organizations and a modified version of the LCR for bank
holding companies with at least $50 billion in total consolidated assets that are not advanced approach banking
organizations, neither of which would apply to the Corporation. In the second quarter of 2016, the federal banking
regulators issued a proposed rule that would implement the NSFR for certain U.S. banking organizations to ensure
that they have access to table funding over a one-year time horizon. The proposed rule would not apply to a U.S.
banking organization with less than $50 billion in total consolidated assets, such as the Bank.

Deposit Insurance

The Bank is a member of the FDIC and pays an insurance premium to the FDIC based upon its assessable deposits on
a quarterly basis. Deposits are insured up to applicable limits by the FDIC and such insurance is backed by the full
faith and credit of the United States Government.

Under the Dodd-Frank Act, a permanent increase in deposit insurance was authorized to $250,000. The coverage limit
is per depositor, per insured depository institution for each account ownership category.

[11]

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

23



The Dodd-Frank Act also set a new minimum DIF reserve ratio at 1.35% of estimated insured deposits. The FDIC is
required to attain this ratio by September 30, 2020. The Dodd-Frank Act required the FDIC to redefine the deposit
insurance assessment base for an insured depository institution. Prior to the Dodd-Frank Act, an institution’s
assessment base has historically been its domestic deposits, with some adjustments. As redefined pursuant to the
Dodd-Frank Act, an institution’s assessment base is now an amount equal to the institution’s average consolidated total
assets during the assessment period minus average tangible equity. Institutions with $1.0 billion or more in assets at
the end of a fiscal quarter, like the Bank, must report their average consolidated total assets on a daily basis and report
their average tangible equity on an end-of-month balance basis.

On September 30, 2018, the Deposit Insurance Fund Reserve Ratio reached 1.36 percent.  As a result, small banks
will receive assessment credits for the portion of their assessments that contributed to the growth in the reserve ratio
from 1.15 percent to 1.35 percent, to be applied when the reserve ratio is at least 1.38 percent. In January 2019, the
Bank was notified that it is eligible for small bank assessment credits.

The Federal Deposit Insurance Reform Act of 2005, which created the DIF, gave the FDIC greater latitude in setting
the assessment rates for insured depository institutions which could be used to impose minimum assessments. The
FDIC has the flexibility to adopt actual rates that are higher or lower than the total base assessment rates adopted
without notice and comment, if certain conditions are met.

DIF-insured institutions pay a Financing Corporation (“FICO”) assessment in order to fund the interest on bonds issued
in the 1980s in connection with the failures in the thrift industry. These assessments will continue until the bonds
mature in 2019.

The FDIC is authorized to conduct examinations of and require reporting by FDIC-insured institutions. It is also
authorized to terminate a depository bank’s deposit insurance upon a finding by the FDIC that the bank’s financial
condition is unsafe or unsound or that the institution has engaged in unsafe or unsound practices or has violated any
applicable rule, regulation, order or condition enacted or imposed by the bank’s regulatory agency. The termination of
deposit insurance for our bank subsidiary would have a material adverse effect on our earnings, operations and
financial condition.

Bank Secrecy Act/Anti-Money Laundering

The Bank Secrecy Act (“BSA”), which is intended to require financial institutions to develop policies, procedures, and
practices to prevent and deter money laundering, mandates that every national bank have a written, board-approved
program that is reasonably designed to assure and monitor compliance with the BSA.
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The program must, at a minimum: (i) provide for a system of internal controls to assure ongoing compliance; (ii)
provide for independent testing for compliance; (iii) designate an individual responsible for coordinating and
monitoring day-to-day compliance; and (iv) provide training for appropriate personnel. In addition, state-chartered
banks are required to adopt a customer identification program as part of its BSA compliance program. State-chartered
banks are also required to file Suspicious Activity Reports when they detect certain known or suspected violations of
federal law or suspicious transactions related to a money laundering activity or a violation of the BSA.

In addition to complying with the BSA, the Bank is subject to the Uniting and Strengthening America by Providing
Appropriate Tools Required to Intercept and Obstruct Terrorism Act of 2001 (the “USA Patriot Act”). The USA Patriot
Act is designed to deny terrorists and criminals the ability to obtain access to the United States’ financial system and
has significant implications for depository institutions, brokers, dealers, and other businesses involved in the transfer
of money. The USA Patriot Act mandates that financial service companies implement additional policies and
procedures and take heightened measures designed to address any or all of the following matters: customer
identification programs, money laundering, terrorist financing, identifying and reporting suspicious activities and
currency transactions, currency crimes, and cooperation between financial institutions and law enforcement
authorities.

Mortgage Lending and Servicing

In January 2013, the CFPB issued eight final regulations governing mainly consumer mortgage lending. These
regulations became effective in January 2014.

One of these rules, effective on January 10, 2014, requires mortgage lenders to make a reasonable and good faith
determination based on verified and documented information that a consumer applying for a mortgage loan has a
reasonable ability to repay the loan according to its terms. This rule also defines “qualified mortgages.” In general, a
“qualified mortgage” is a mortgage loan without negative amortization, interest-only payments, balloon payments, or a
term exceeding 30 years, where the lender determines that the borrower has the ability to repay, and where the
borrower’s points and fees do not exceed 3% of the total loan amount. Qualified mortgages that that are not
“higher-priced” are afforded a safe harbor presumption of compliance with the ability to repay rules. Qualified
mortgages that are “higher-priced” garner a rebuttable presumption of compliance with the ability to repay rules.

The CFPB regulations also: (i) require that “higher-priced” mortgages must have escrow accounts for taxes and
insurance and similar recurring expenses; (ii) expand the scope of the high-rate, high-cost mortgage provisions by,
among other provisions, lowering the rates and fees that lead to coverage and including home equity lines of credit;
(iii) revise rules for mortgage loan originator compensation; (iv) add prohibitions against mandatory arbitration
provisions and financing single premium credit insurances; and (v) impose a broader requirement for providing
borrowers with copies of all appraisals on first-lien dwelling secured loans.
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Effective January 10, 2014, the CFPB’s final Truth-in-Lending Act rules relating to mortgage servicing impose new
obligations to credit payments and provide payoff statements within certain time periods and provide new notices
prior to interest rate and payment adjustments. Effective on that same date, the CFPB’s final Real Estate Settlement
Procedures Act rules add new obligations on the servicer when a mortgage loan is default.

On November 20, 2013, the CFPB issued a final rule on integrated mortgage disclosures under the Truth-in-Lending
Act and the Real Estate Settlement Procedures Act, for which compliance was required by October 3, 2015. At
December 31, 2018, we believe that we are in compliance.

Consumer Lending – Military Lending Act

The Military Lending Act (the “MLA”), which was initially implemented in 2007, was amended and its coverage
significantly expanded in 2015. The Department of Defense (the “DOD”) issued a final rule under the MLA that took
effect on October 15, 2015, but financial institutions were not required to take action until October 3, 2016. The types
of credit covered under the MLA were expanded to include virtually all consumer loan and credit card products
(except for loans secured by residential real property and certain purchase-money motor vehicle/personal property
secured transactions). Lenders must now provide specific written and oral disclosures concerning the protections of
the MLA to active duty members of the military and dependents of active duty members of the military (“covered
borrowers”). The rule imposes a 36% “Military Annual Percentage Rate” cap that includes costs associated with credit
insurance premiums, fees for ancillary products, finance charges associated with the transactions, and application and
participation charges. In addition, loan terms cannot include (i) a mandatory arbitration provision, (ii) a waiver of
consumer protection laws, (iii) mandatory allotments from military benefits, or (iv) a prepayment penalty. The revised
rule also prohibits “roll-over” or refinances of the same loan unless the new loan provides more favorable terms for the
covered borrower. Lenders may verify covered borrower status using a DOD database or information provided by
credit bureaus. We believe that we are in compliance with the revised rule.

Cybersecurity

We rely on electronic communications and information systems to conduct our operations and store sensitive data. We
employ an in-depth approach that leverages people, processes, and technology to manage and maintain cybersecurity
controls. In addition, we employ a variety of preventative and detective tools to monitor, block, and provide alerts
regarding suspicious activity, as well as to report on any suspected advanced persistent threats. Notwithstanding the
strength of our defensive measures, the threat from cyber-attacks is severe, attacks are sophisticated and increasing in
volume, and attackers respond rapidly to changes in defensive measures.
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The federal banking regulators have adopted guidelines for establishing information security standards and
cybersecurity programs for implementing safeguards under the supervision of a financial institution’s board of
directors. These guidelines, along with related regulatory materials, increasingly focus on risk management and
processes related to information technology and the use of third parties in the provision of financial products and
services. The federal banking regulators expect financial institutions to establish lines of defense and to ensure that
their risk management processes address the risk posed by compromised customer credentials, and also expect
financial institutions to maintain sufficient business continuity planning processes to ensure rapid recovery,
resumption and maintenance of the institution's operations after a cyberattack. If we fail to meet the expectations set
forth in this regulatory guidance, then we could be subject to various regulatory actions and we may be required to
devote significant resources to any required remediation efforts.

Federal Securities Laws and NASDAQ Rules

The shares of the Corporation’s common stock are registered with the SEC under Section 12(b) of the Exchange and
listed on the NASDAQ Global Select Market. The Corporation is subject to information reporting requirements, proxy
solicitation requirements, insider trading restrictions and other requirements of the Exchange Act, including the
requirements imposed under the federal Sarbanes-Oxley Act of 2002, and rules adopted by NASDAQ. Among other
things, loans to and other transactions with insiders are subject to restrictions and heightened disclosure, directors and
certain committees of the Board must satisfy certain independence requirements, the Corporation must comply with
certain enhanced corporate governance requirements, and various issuances of securities by the Corporation require
shareholder approval.

Governmental Monetary and Credit Policies and Economic Controls

The earnings and growth of the banking industry and ultimately of the Bank are affected by the monetary and credit
policies of governmental authorities, including the Federal Reserve. An important function of the Federal Reserve is
to regulate the national supply of bank credit in order to control recessionary and inflationary pressures. Among the
instruments of monetary policy used by the Federal Reserve to implement these objectives are open market operations
in U.S. Government securities, changes in the federal funds rate, changes in the discount rate of member bank
borrowings, and changes in reserve requirements against member bank deposits. These means are used in varying
combinations to influence overall growth of bank loans, investments and deposits and may also affect interest rates
charged on loans or paid on deposits. The monetary policies of the Federal Reserve authorities have had a significant
effect on the operating results of commercial banks in the past and are expected to continue to have such an effect in
the future. In view of changing conditions in the national economy and in the money markets, as well as the effect of
actions by monetary and fiscal authorities, including the Federal Reserve, no prediction can be made as to possible
future changes in interest rates, deposit levels, loan demand or their effect on our businesses and earnings.

[13]
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SEASONALITY

Management does not believe that our business activities are seasonal in nature. Deposit and loan demand may vary
depending on local and national economic conditions, but management believes that any variation will not have a
material impact on our planning or policy-making strategies.

EMPLOYEES

At December 31, 2018, we employed 356 individuals, of whom 314 were full-time employees.

ITEM 1A. RISK FACTORS

The significant risks and uncertainties related to us, our business and our securities of which we are aware are
discussed below. Investors and shareholders should carefully consider these risks and uncertainties before making
investment decisions with respect to the Corporation’s securities. Any of these factors could materially and adversely
affect our business, financial condition, operating results and prospects and could negatively impact the market price
of the Corporation’s securities. If any of these risks materialize, the holders of the Corporation’s securities could lose all
or part of their investments in the Corporation. Additional risks and uncertainties that we do not yet know of, or that
we currently think are immaterial, may also impair our business operations. Investors and shareholders should also
consider the other information contained in this annual report, including our financial statements and the related notes,
before making investment decisions with respect to the Corporation’s securities.

Risks Relating to First United Corporation and its Affiliates

First United Corporation’s future success depends on the successful growth of its subsidiaries.

The Corporation’s primary business activity for the foreseeable future will be to act as the holding company of the
Bank and its other direct and indirect subsidiaries. Therefore, the Corporation’s future profitability will depend on the
success and growth of these subsidiaries.
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We could be adversely affected by risks associated with future acquisitions and expansions.

Although our core growth strategy is focused around organic growth, we may from time to time consider acquisition
and expansion opportunities involving a bank or other entity operating in the financial services industry. We cannot
predict if or when we will engage in such a strategic transaction, or the nature or terms of any such transaction. To the
extent that we grow through an acquisition, we cannot assure investors that we will be able to adequately and
profitably manage that growth or that an acquired business will be integrated into our existing businesses as efficiently
or as timely as we may anticipate. Acquiring another business would generally involve risks commonly associated
with acquisitions, including:

• increased capital needs;
• increased and new regulatory and compliance requirements;

• implementation or remediation of controls, procedures and policies with respect to the acquired business;

•diversion of management time and focus from operation of our then-existing business to acquisition-integration
challenges;

• coordination of product, sales, marketing and program and systems management functions;
• transition of the acquired business’s users and customers onto our systems;

• retention of employees from the acquired business;
• integration of employees from the acquired business into our organization;

•integration of the acquired business’s accounting, information management, human resources and other administrative
systems and operations with ours;

•potential liability for activities of the acquired business prior to the acquisition, including violations of law,
commercial disputes and tax and other known and unknown liabilities;

•potential increased litigation or other claims in connection with the acquired business, including claims brought by
regulators, terminated employees, customers, former stockholders, vendors, or other third parties; and
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• potential goodwill impairment.

Our failure to execute our acquisition strategy could adversely affect our business, results of operations, financial
condition and future prospects risks of unknown or contingent liabilities.

Interest rates and other economic conditions will impact our results of operations.

Our net income depends primarily upon our net interest income. Net interest income is the difference between interest
income earned on loans, investments and other interest-earning assets and the interest expense incurred on deposits
and borrowed funds. The level of net interest income is primarily a function of the average balance of our
interest-earning assets, the average balance of our interest-bearing liabilities, and the spread between the yield on such
assets and the cost of such liabilities. These factors are influenced by both the pricing and mix of our interest-earning
assets and our interest-bearing liabilities which, in turn, are impacted by such external factors as the local economy,
competition for loans and deposits, the monetary policy of the Federal Open Market Committee of the Federal
Reserve Board of Governors, and market interest rates.

Different types of assets and liabilities may react differently, and at different times, to changes in market interest rates.
We expect that we will periodically experience gaps in the interest rate sensitivities of our assets and liabilities. That
means either our interest-bearing liabilities will be more sensitive to changes in market interest rates than our
interest-earning assets, or vice versa. When interest-bearing liabilities mature or re-price more quickly than
interest-earning assets, an increase in market rates of interest could reduce our net interest income. Likewise, when
interest-earning assets mature or re-price more quickly than interest-bearing liabilities, falling interest rates could
reduce our net interest income. We are unable to predict changes in market interest rates, which are affected by many
factors beyond our control, including inflation, deflation, recession, unemployment, money supply, domestic and
international events and changes in the United States and other financial markets.

We also attempt to manage risk from changes in market interest rates, in part, by controlling the mix of interest rate
sensitive assets and interest rate sensitive liabilities. However, interest rate risk management techniques are not exact.
A rapid increase or decrease in interest rates could adversely affect our results of operations and financial
performance.

The majority of our business is concentrated in Maryland and West Virginia, much of which involves real
estate lending, so a decline in the real estate and credit markets could materially and adversely impact our
financial condition and results of operations.
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Most of the Bank’s loans are made to borrowers located in Western Maryland and Northeastern West Virginia, and
many of these loans, including construction and land development loans, are secured by real estate. At December 31,
2018, approximately 12%, or $118.4 million, of our total loans were real estate acquisition, construction and
development loans that were secured by real estate. Accordingly, a decline in local economic conditions would likely
have an adverse impact on our financial condition and results of operations, and the impact on us would likely be
greater than the impact felt by larger financial institutions whose loan portfolios are geographically diverse. We
cannot guarantee that any risk management practices we implement to address our geographic and loan concentrations
will be effective to prevent losses relating to our loan portfolio.

The Bank’s concentrations of commercial real estate loans could subject it to increased regulatory scrutiny and
directives, which could force us to preserve or raise capital and/or limit future commercial lending activities.

The federal banking regulators believe that institutions that have particularly high concentrations of CRE loans within
their lending portfolios face a heightened risk of financial difficulties in the event of adverse changes in the economy
and CRE markets. Accordingly, through published guidance, these regulators have directed institutions whose
concentrations exceed certain percentages of capital to implement heightened risk management practices appropriate
to their concentration risk. The guidance provides that banking regulators may require such institutions to reduce their
concentrations and/or maintain higher capital ratios than institutions with lower concentrations in CRE. At December
31, 2018, our CRE concentrations were below the heightened risk management thresholds set forth in this guidance.

The Bank may experience loan losses in excess of its allowance, which would reduce our earnings.

The risk of credit losses on loans varies with, among other things, general economic conditions, the type of loans
being made, the creditworthiness of the borrowers over the term of the loans and, in the case of collateralized loans,
the value and marketability of the collateral for the loans. Management of the Bank maintains an allowance for loan
losses based upon, among other things, historical experience, an evaluation of economic conditions and regular
reviews of delinquencies and loan portfolio quality. Based upon such factors, management makes various assumptions
and judgments about the ultimate collectability of the loan portfolio and provides an allowance for loan losses based
upon a percentage of the outstanding balances and for specific loans when their ultimate collectability is considered
questionable. If management’s assumptions and judgments prove to be incorrect and the allowance for loan losses is
inadequate to absorb future losses, or if the bank regulatory authorities require us to increase the allowance for loan
losses as a part of its examination process, our earnings and capital could be significantly and adversely affected.
Although management continually monitors our loan portfolio and makes determinations with respect to the
allowance for loan losses, future adjustments may be necessary if economic conditions differ substantially from the
assumptions used or adverse developments arise with respect to our non-performing or performing loans. Material
additions to the allowance for loan losses could result in a material decrease in our net income and capital; and could
have a material adverse effect on our financial condition.

[15]
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A new accounting standard will likely require us to increase our allowance for loan losses and may have a
material adverse effect on our financial condition and results of operations.

The FASB has adopted a new accounting standard that will be effective for the Corporation and the Bank beginning
with our first full fiscal year after December 15, 2019. This standard, referred to as Current Expected Credit Loss, or
CECL, will require financial institutions to determine periodic estimates of lifetime expected credit losses on loans,
and recognize the expected credit losses as allowances for loan losses. This standard will change the current method of
providing allowances for loan losses that are probable, which would likely require us to increase our allowance for
loan losses, and to greatly increase the types of data we would need to collect and review to determine the appropriate
level of the allowance for loan losses. Any increase in our allowance for loan losses or expenses incurred to determine
the appropriate level of the allowance for loan losses may have a material adverse effect on our financial condition
and results of operations.

The market value of our investments could decline.

At December 31, 2018, investment securities in our investment portfolio having a cost basis of $144.1 million and a
market value of $137.6 million were classified as available-for-sale pursuant to FASB Accounting Standards
Codification (“ASC”) Topic 320, Investments – Debt and Equity Securities, relating to accounting for investments. Topic
320 requires that unrealized gains and losses in the estimated value of the available-for-sale portfolio be “marked to
market” and reflected as a separate item in shareholders’ equity (net of tax) as accumulated other comprehensive loss.
There can be no assurance that future market performance of our investment portfolio will enable us to realize income
from sales of securities. Shareholders’ equity will continue to reflect the unrealized gains and losses (net of tax) of
these investments. Moreover, there can be no assurance that the market value of our investment portfolio will not
decline, causing a corresponding decline in shareholders’ equity.

Management believes that several factors could affect the market value of our investment portfolio. These include, but
are not limited to, changes in interest rates or expectations of changes, the degree of volatility in the securities
markets, inflation rates or expectations of inflation and the slope of the interest rate yield curve (the yield curve refers
to the differences between shorter-term and longer-term interest rates; a positively sloped yield curve means
shorter-term rates are lower than longer-term rates). Also, the passage of time will affect the market values of our
investment securities, in that the closer they are to maturing, the closer the market price should be to par value. These
and other factors may impact specific categories of the portfolio differently, and management cannot predict the effect
these factors may have on any specific category.

Impairment of investment securities, goodwill, or deferred tax assets could require charges to earnings, which
could result in a negative impact on our results of operations.
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In assessing whether the impairment of investment securities is other-than-temporary, management considers the
length of time and extent to which the fair value has been less than cost, the financial condition and near-term
prospects of the issuer, and the intent and ability to retain our investment in the security for a period of time sufficient
to allow for any anticipated recovery in fair value in the near term. See the discussion under the heading “Estimates and
Critical Accounting Policies – Other-Than-Temporary Impairment of Investment Securities” in Item 7 of Part II of this
annual report for further information.

Under current accounting standards, goodwill is not amortized but, instead, is subject to impairment tests on at least an
annual basis or more frequently if an event occurs or circumstances change that reduce the fair value of a reporting
unit below its carrying amount. A decline in the price of the Corporation’s common stock or occurrence of a triggering
event following any of our quarterly earnings releases and prior to the filing of the periodic report for that period
could, under certain circumstances, cause us to perform a goodwill impairment test and result in an impairment charge
being recorded for that period which was not reflected in such earnings release. In the event that we conclude that all
or a portion of our goodwill may be impaired, a non-cash charge for the amount of such impairment would be
recorded to earnings. Such a charge would have no impact on tangible capital. At December 31, 2018, we had
recorded goodwill of $11.0 million, representing approximately 9.4% of shareholders’ equity. See the discussion under
the heading “Estimates and Critical Accounting Policies – Goodwill” in Item 7 of Part II of this annual report for further
information.

At December 31, 2018, our net deferred tax assets were valued at $7.8 million. Included in that total is $2.5 million of
state net operating loss carryforwards associated with separate company tax filings of the Corporation, which we do
not expect to use and, thus, we have established a $2.4 million valuation allowance. The federal net operating loss
(“NOL”) carryforward was fully utilized in 2018. A deferred tax asset is reduced by a valuation allowance if, based on
the weight of the evidence available, both negative and positive, including the recent trend of quarterly earnings,
management believes that it is more likely than not that some portion or all of the total deferred tax asset will not be
realized. Moreover, our ability to utilize our net operating loss carryforwards to offset future taxable income may be
significantly limited if we experience an “ownership change,” as determined under Section 382 of the Code. If an
ownership change were to occur, the limitations imposed by Section 382 of the Code could result in a portion of our
net operating loss carryforwards expiring unused, thereby impairing their value. Section 382’s provisions are complex,
and we cannot predict any circumstances surrounding the future ownership of the common stock. Accordingly, we
cannot provide any assurance that we will not experience an ownership change in the future.

[16]
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The impact of each of these impairment matters could have a material adverse effect on our business, results of
operations, and financial condition.

We may be adversely affected by recent changes in tax laws.

The Tax Cuts and Jobs Act (the “Tax Act”), which was enacted in December 2017, is likely to have both positive and
negative effects on our financial performance. Beginning in 2018, the Tax Act reduces the federal tax rate for
corporations from 35% to 21%, but it also enacted limitations on certain deductions that will have an impact on the
banking industry, borrowers and the market for single-family residential real estate. These limitations include (a) a
lower limit on the deductibility of mortgage interest on single-family residential mortgage loans, (b) the elimination of
interest deductions for certain home equity loans, (c) a limitation on the deductibility of business interest expense, and
(d) a limitation on the deductibility of property taxes and state and local income taxes. These limitations could have
the effect of reducing consumer demand for loans secured by real estate, which could adversely impact our financial
condition and results of operations.

We operate in a competitive environment, and our inability to effectively compete could adversely and
materially impact our financial condition and results of operations.

We operate in a competitive environment, competing for loans, deposits, and customers with commercial banks,
savings associations and other financial entities. Competition for deposits comes primarily from other commercial
banks, savings associations, credit unions, money market and mutual funds and other investment alternatives.
Competition for loans comes primarily from other commercial banks, savings associations, mortgage banking firms,
credit unions and other financial intermediaries. Competition for other products, such as securities products, comes
from other banks, securities and brokerage companies, and other non-bank financial service providers in our market
area. Many of these competitors are much larger in terms of total assets and capitalization, have greater access to
capital markets, and/or offer a broader range of financial services than those that we offer. In addition, banks with a
larger capitalization and financial intermediaries not subject to bank regulatory restrictions have larger lending limits
and are thereby able to serve the needs of larger customers.

In addition, changes to the banking laws over the last several years have facilitated interstate branching, merger and
expanded activities by banks and holding companies. For example, the federal Gramm-Leach-Bliley Act (the “GLB
Act”) revised the BHC Act and repealed the affiliation provisions of the Glass-Steagall Act of 1933, which, taken
together, limited the securities and other non-banking activities of any company that controls an FDIC insured
financial institution. As a result, the ability of financial institutions to branch across state lines and the ability of these
institutions to engage in previously-prohibited activities are now accepted elements of competition in the banking
industry. These changes may bring us into competition with more and a wider array of institutions, which may reduce
our ability to attract or retain customers. Management cannot predict the extent to which we will face such additional
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competition or the degree to which such competition will impact our financial conditions or results of operations.

The banking industry is heavily regulated; significant regulatory changes could adversely affect our operations.

Our operations will be impacted by current and future legislation and by the policies established from time to time by
various federal and state regulatory authorities. The Corporation is subject to supervision by the Federal Reserve. The
Bank is subject to supervision and periodic examination by the Maryland Commissioner of Financial Regulation, the
West Virginia Division of Banking, and the FDIC. Banking regulations, designed primarily for the safety of
depositors, may limit a financial institution’s growth and the return to its investors by restricting such activities as the
payment of dividends, mergers with or acquisitions by other institutions, investments, loans and interest rates, interest
rates paid on deposits, expansion of branch offices, and the offering of securities or trust services. The Corporation
and the Bank are also subject to capitalization guidelines established by federal law and could be subject to
enforcement actions to the extent that either is found by regulatory examiners to be undercapitalized. It is not possible
to predict what changes, if any, will be made to existing federal and state legislation and regulations or the effect that
such changes may have on our future business and earnings prospects. Management also cannot predict the nature or
the extent of the effect on our business and earnings of future fiscal or monetary policies, economic controls, or new
federal or state legislation. Further, the cost of compliance with regulatory requirements may adversely affect our
ability to operate profitably.

The full impact of the Dodd-Frank Act is unknown because some rule making efforts are still required to fully
implement all of its requirements and the implementation of some enforcement efforts is just beginning. We
anticipate continued increases in regulatory expenses as a result of the Dodd-Frank Act.

The Dodd-Frank Act represents a comprehensive overhaul of the financial services industry within the United States
and affects the lending, investment, trading and operating activities of all financial institutions. Based on the text of
the Dodd-Frank Act and the implementing regulations, it is anticipated that the costs to banks may increase or fee
income may decrease significantly, which could adversely affect our results of operations, financial condition and/or
liquidity.

[17]
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The Consumer Financial Protection Bureau may continue to reshape the consumer financial laws through
rulemaking and enforcement of the prohibitions against unfair, deceptive and abusive business practices.
Compliance with any such change may impact our business operations.

The CFPB has broad rulemaking authority to administer and carry out the provisions of the Dodd-Frank Act with
respect to financial institutions that offer covered financial products and services to consumers. The CFPB has also
been directed to adopt rules identifying practices or acts that are unfair, deceptive or abusive in connection with any
transaction with a consumer for a consumer financial product or service, or the offering of a consumer financial
product or service. The concept of what may be considered to be an “abusive” practice is new under the law. The full
scope of the impact of this authority has not yet been determined as the CFPB has not yet released significant
supervisory guidance.

As discussed above, the CFPB issued several rules in 2013 relating to mortgage operations and servicing, including a
rule requiring mortgage lenders to make a reasonable and good faith determination based on verified and documented
information that a consumer applying for a mortgage loan has a reasonable ability to repay the loan according to its
terms, or to originate “qualified mortgages” that meet specific requirements with respect to terms, pricing and fees.
These new rules have required the Bank to dedicate significant personnel resources and could have a material adverse
effect on our operations.

Bank regulators and other regulations, including the Basel III Capital Rules, may require higher capital levels,
impacting our ability to pay dividends or repurchase our stock.

The capital standards to which we are subject, including the standards created by the Basel III Capital Rules, may
materially limit our ability to use our capital resources and/or could require us to raise additional capital by issuing
common stock. The issuance of additional shares of common stock could dilute existing stockholders.

A material weakness or significant deficiency in our disclosure or internal controls could have an adverse effect
on us.

The Corporation is required by the Sarbanes-Oxley Act of 2002 to establish and maintain disclosure controls and
procedures and internal control over financial reporting. These control systems are intended to provide reasonable
assurance that material information relating to the Corporation is made known to our management and reported as
required by the Exchange Act, to provide reasonable assurance regarding the reliability and preparation of our
financial statements, and to provide reasonable assurance that fraud and other unauthorized uses of our assets are
detected and prevented. We may not be able to maintain controls and procedures that are effective at the reasonable
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assurance level. If that were to happen, our ability to provide timely and accurate information about the Corporation,
including financial information, to investors could be compromised and our results of operations could be harmed.
Moreover, if the Corporation or its independent registered public accounting firm were to identify a material weakness
or significant deficiency in any of those control systems, our reputation could be harmed and investors could lose
confidence in us, which could cause the market price of the Corporation’s stock to decline and/or limit the trading
market for the common stock.

The Bank’s funding sources may prove insufficient to replace deposits and support our future growth.

The Bank relies on customer deposits, advances from the FHLB, lines of credit at other financial institutions and
brokered funds to fund our operations. Although the Bank has historically been able to replace maturing deposits and
advances if desired, no assurance can be given that the Bank would be able to replace such funds in the future if our
financial condition or the financial condition of the FHLB or market conditions were to change. Our financial
flexibility will be severely constrained and/or our cost of funds will increase if we are unable to maintain our access to
funding or if financing necessary to accommodate future growth is not available at favorable interest rates. Finally, if
we are required to rely more heavily on more expensive funding sources to support future growth, our revenues may
not increase proportionately to cover our costs. In that case, our profitability would be adversely affected.

The loss of key personnel could disrupt our operations and result in reduced earnings.

Our growth and profitability will depend upon our ability to attract and retain skilled managerial, marketing and
technical personnel. Competition for qualified personnel in the financial services industry is intense, and there can be
no assurance that we will be successful in attracting and retaining such personnel. Our current executive officers
provide valuable services based on their many years of experience and in-depth knowledge of the banking industry
and the market areas we serve. Due to the intense competition for financial professionals, these key personnel would
be difficult to replace and an unexpected loss of their services could result in a disruption to the continuity of
operations and a possible reduction in earnings.

The Bank’s lending activities subject the Bank to the risk of environmental liabilities.

A significant portion of the Bank’s loan portfolio is secured by real property. During the ordinary course of business,
the Bank may foreclose on and take title to properties securing certain loans. In doing so, there is a risk that hazardous
or toxic substances could be found on these properties. If hazardous or toxic substances are found, the Bank may be
liable for remediation costs, as well as for personal injury and property damage. Environmental laws may require the
Bank to incur substantial expenses and may materially reduce the affected property’s value or limit the Bank’s ability to
use or sell the affected property. In addition, future laws or more stringent interpretations or enforcement policies with
respect to existing laws may increase the Bank’s exposure to environmental liability. Although the Bank has policies
and procedures to perform an environmental review before initiating any foreclosure action on real property, these
reviews may not be sufficient to detect all potential environmental hazards. The remediation costs and any other
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financial liabilities associated with an environmental hazard could have a material adverse effect on our financial
condition and results of operations.

[18]
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We are a community bank and our ability to maintain our reputation is critical to the success of our business.

We are a community banking institution, and our reputation is one of the most valuable components of our business.
A key component of our business strategy is to rely on our reputation for customer service and knowledge of local
markets to expand our presence by capturing new business opportunities from existing and prospective customers in
our current market and contiguous areas. As such, we strive to conduct our business in a manner that enhances our
reputation. This is done, in part, by recruiting, hiring and retaining employees who share our core values of being an
integral part of the communities we serve, delivering superior service to our customers and caring about our customers
and associates. If our reputation is negatively affected by the actions of our employees, by our inability to conduct our
operations in a manner that is appealing to current or prospective customers, or otherwise, our business and, therefore,
our operating results may be materially adversely affected.

We may be subject to claims and the costs of defensive actions, and such claims and costs could materially and
adversely impact our financial condition and results of operations.

Our customers may sue us for losses due to alleged breaches of fiduciary duties, errors and omissions of employees,
officers and agents, incomplete documentation, our failure to comply with applicable laws and regulations, or many
other reasons. Also, our employees may knowingly or unknowingly violate laws and regulations. Management may
not be aware of any violations until after their occurrence. This lack of knowledge may not insulate us from liability.
Claims and legal actions will result in legal expenses and could subject us to liabilities that may reduce our
profitability and hurt our financial condition.

We may not be able to keep pace with developments in technology.

We use various technologies in conducting our businesses, including telecommunication, data processing, computers,
automation, internet-based banking, and debit cards. Technology changes rapidly. Our ability to compete successfully
with other financial institutions may depend on whether we can exploit technological changes. We may not be able to
exploit technological changes, and any investment we do make may not make us more profitable.

Our information systems may experience an interruption or a breach in security, due to cyber-attacks.

In the ordinary course of business, we collect and store sensitive data, including proprietary business information and
personally identifiable information of our customers and employees in systems and on networks. The secure
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processing, maintenance, and use of this information is critical to our operations and business strategy. In addition, we
rely heavily on communications and information systems to conduct our business. Any failure, interruption, or breach
in security or operational integrity of these systems could result in failures or disruptions in our customer relationship
management, general ledger, deposit, loan, and other systems. Although we have invested in various technologies and
continually review processes and practices that are designed to protect our networks, computers, and data from
damage or unauthorized access, our computer systems and infrastructure may nevertheless be vulnerable to attacks by
hackers or breached due to employee error, malfeasance, or other disruptions. Further, cyber-attacks can originate
from a variety of sources and the techniques used are increasingly sophisticated. A breach of any kind could
compromise our systems, and the information stored there could be accessed, damaged, or disclosed. A breach in
security or other failure could result in legal claims, regulatory penalties, disruptions in operations, increased
expenses, loss of customers and business partners, and damage to our reputation, which could in turn adversely affect
our business, financial condition and/or results of operations. Furthermore, as cyber threats continue to evolve and
increase, we may be required to expend significant additional financial and operational resources to modify or
enhance our protective measures, or to investigate and remediate any identified information security vulnerabilities.

Safeguarding our business and customer information increases our cost of operations. To the extent that we, or
our third-party vendors, are unable to prevent the theft of or unauthorized access to this information, our
operations may become disrupted, we may be subject to claims, and our net income may be adversely affected.

Our business depends heavily on the use of computer systems, the Internet and other means of electronic
communication and recordkeeping. Accordingly, we must protect our computer systems and network from break-ins,
security breaches, and other risks that could disrupt our operations or jeopardize the security of our business and
customer information. Moreover, we use third party vendors to provide products and services necessary to conduct
our day-to-day operations, which exposes us to risk that these vendors will not perform in accordance with the service
arrangements, including by failing to protect the confidential information we entrust to them. Any security measures
that we or our vendors implement, including encryption and authentication technology that we use to effect secure
transmissions of confidential information, may not be effective to prevent the loss or theft of our information or to
prevent risks associated with the Internet, such as cyber-fraud. Advances in computer capabilities, new discoveries in
the field of cryptography, or other developments could permit unauthorized persons to gain access to our confidential
information in spite of the use of security measures that we believe are adequate. Any compromise of our security
measures or of the security measures employed by our vendors of our third party could disrupt our business and/or
could subject us to claims from our customers, either of which could have a material adverse effect on our business,
financial condition and results of operations.

[19]
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Risks Relating to First United Corporation’s Securities

The shares of common stock are not insured.

The shares of the Corporation’s common stock are not deposits and are not insured against loss by the FDIC or any
other governmental or private agency.

The common stock is not heavily traded.

The Corporation’s common stock is listed on the NASDAQ Global Select Market, but shares of the common stock are
not heavily traded. Securities that are not heavily traded can be more volatile than stock trading in an active public
market. Factors such as our financial results, the introduction of new products and services by us or our competitors,
and various factors affecting the banking industry generally may have a significant impact on the market price of the
shares of the common stock. Management cannot predict the extent to which an active public market for the common
stock will develop or be sustained in the future. Accordingly, shareholders may not be able to sell their shares at the
volumes, prices, or times that they desire.

Significant sales of the common stock, or the perception that significant sales may occur in the future, could
adversely affect the market price for the common stock.

The sale of a substantial number of shares amounts of the Corporation’s common stock could adversely affect the
market price of the common stock. The availability of shares for future sale could adversely affect the prevailing
market price of the common stock and could cause the market price of the common stock to remain low for a
substantial amount of time. In addition, the Corporation may grant equity awards under its equity compensation plans
from time to time in effect, including fully-vested shares of common stock. It is possible that if a significant
percentage of such available shares were attempted to be sold within a short period of time, the market for the shares
would be adversely affected. Management cannot predict whether the market for the common stock could absorb a
large number of attempted sales in a short period of time, regardless of the price at which they might be offered. Even
if a substantial number of sales do not occur within a short period of time, the mere existence of this “market overhang”
could have a negative impact on the market for the common stock and our ability to raise capital in the future.

The Corporation’s ability to pay dividends on the common stock is subject to the terms of the outstanding TPS
Debentures, which prohibit the Corporation from paying dividends during an interest deferral period.
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In March 2004, the Corporation issued approximately $30.9 million, in the aggregate, of junior subordinated
debentures (“TPS Debentures”) to the Trusts in connection with the Trusts’ sales to third party investors of $30.0 million,
in the aggregate, in mandatorily redeemable preferred capital securities. The terms of the TPS Debentures require the
Corporation to make quarterly payments of interest to the Trusts, as the holders of the TPS Debentures, although the
Corporation has the right to defer payments of interest for up to 20 consecutive quarterly periods. An election to defer
interest payments does not constitute an event of default under the terms of the TPS Debentures. The terms of the TPS
Debentures prohibit the Corporation from declaring or paying any dividends or making other distributions on, or from
repurchasing, redeeming or otherwise acquiring, any shares of its capital securities, including the common stock, if the
Corporation elects to defer quarterly interest payments under the TPS Debentures. In addition, a deferral election will
require the Trusts to likewise defer the payment of quarterly dividends on their related trust preferred securities.

Applicable banking and Maryland laws impose additional restrictions on the ability of the Corporation and the
Bank to pay dividends and make other distributions on their capital securities, and, in any event, the payment
of dividends is at the discretion of the boards of directors of the Corporation and the Bank.

In the past, the Corporation has funded dividends on its capital securities using cash received from the Bank, and this
will likely be the case for the foreseeable future. No assurance can be given that the Bank will be able to pay
dividends to the Corporation for these purposes at times and/or in amounts requested by the Corporation. Both federal
and state laws impose restrictions on the ability of the Bank to pay dividends. Under Maryland law, a state-chartered
commercial bank may pay dividends only out of undivided profits or, with the prior approval of the Maryland
Commissioner, from surplus in excess of 100% of required capital stock. If, however, the surplus of a Maryland bank
is less than 100% of its required capital stock, cash dividends may not be paid in excess of 90% of net earnings. In
addition to these specific restrictions, bank regulatory agencies have the ability to prohibit proposed dividends by a
financial institution which would otherwise be permitted under applicable regulations if the regulatory body
determines that such distribution would constitute an unsafe or unsound practice. Banks that are considered “troubled
institution” are prohibited by federal law from paying dividends altogether. Notwithstanding the foregoing,
shareholders must understand that the declaration and payment of dividends and the amounts thereof are at the
discretion of the Corporation’s Board of Directors. Thus, even at times when the Corporation is not prohibited from
paying cash dividends on its capital securities, neither the payment of such dividends nor the amounts thereof can be
guaranteed.

[20]
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The Corporation’s Articles of Incorporation and Bylaws and Maryland law may discourage a corporate
takeover.

The Corporation’s Amended and Restated Articles of Incorporation (the “Charter”) and its Amended and Restated
Bylaws, as amended (the “Bylaws”), contain certain provisions designed to enhance the ability of the Corporation’s
Board of Directors to deal with attempts to acquire control of the Corporation. First, the Board of Directors is
classified into three classes. Directors of each class serve for staggered three-year periods, and no director may be
removed except for cause, and then only by the affirmative vote of either a majority of the entire Board of Directors or
a majority of the outstanding voting stock. Second, the board has the authority to classify and reclassify unissued
shares of stock of any class or series of stock by setting, fixing, eliminating, or altering in any one or more respects the
preferences, rights, voting powers, restrictions and qualifications of, dividends on, and redemption, conversion,
exchange, and other rights of, such securities. The board could use this authority, along with its authority to authorize
the issuance of securities of any class or series, to issue shares having terms favorable to management to a person or
persons affiliated with or otherwise friendly to management. In addition, the Bylaws require any shareholder who
desires to nominate a director to abide by strict notice requirements.

Maryland law also contains anti-takeover provisions that apply to the Corporation. The Maryland Business
Combination Act generally prohibits, subject to certain limited exceptions, corporations from being involved in any
“business combination” (defined as a variety of transactions, including a merger, consolidation, share exchange, asset
transfer or issuance or reclassification of equity securities) with any “interested shareholder” for a period of five years
following the most recent date on which the interested shareholder became an interested shareholder. An interested
shareholder is defined generally as a person who is the beneficial owner of 10% or more of the voting power of the
outstanding voting stock of the corporation after the date on which the corporation had 100 or more beneficial owners
of its stock or who is an affiliate or associate of the corporation and was the beneficial owner, directly or indirectly, of
10% percent or more of the voting power of the then outstanding stock of the corporation at any time within the
two-year period immediately prior to the date in question and after the date on which the corporation had 100 or more
beneficial owners of its stock. The Maryland Control Share Acquisition Act applies to acquisitions of “control shares”,
which, subject to certain exceptions, are shares the acquisition of which entitle the holder, directly or indirectly, to
exercise or direct the exercise of the voting power of shares of stock of the corporation in the election of directors
within any of the following ranges of voting power: one-tenth or more, but less than one-third of all voting power;
one-third or more, but less than a majority of all voting power or a majority or more of all voting power. Control
shares have limited voting rights.

Although these provisions do not preclude a takeover, they may have the effect of discouraging, delaying or deferring
a tender offer or takeover attempt that a shareholder might consider in his or her best interest, including those attempts
that might result in a premium over the market price for the common stock. Such provisions will also render the
removal of the Board of Directors and of management more difficult and, therefore, may serve to perpetuate current
management. These provisions could potentially adversely affect the market prices of the Corporation’s securities.
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ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

The headquarters of the Corporation and the Bank occupies approximately 29,000 square feet at 19 South Second
Street, Oakland, Maryland, and a 30,000 square feet operations center located at 12892 Garrett Highway, Oakland
Maryland. These premises are owned by the Corporation. The Bank owns 19 of its banking offices and leases six. The
Bank also leases one office that is used for disaster recovery purposes. Total rent expense on the leased offices and
properties was $.5 million in 2018.

ITEM 3. LEGAL PROCEEDINGS

We are at times, in the ordinary course of business, subject to legal actions. Management, upon the advice of counsel,
believes that losses, if any, resulting from current legal actions will not have a material adverse effect on our financial
condition or results of operations.

ITEM 4. MINE SAFETY DISCLOSURES

Not applicable.

[21]
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PART II

ITEM
5.

MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES

Shares of the Corporation’s common stock are listed on the NASDAQ Global Select Market under the symbol “FUNC”.
As of February 28, 2019, the Corporation had 1,335 shareholders of record. The table below sets forth the high and
low sales prices for, and the cash dividends declared on, the shares of the Corporation’s common stock for each
quarterly period of 2018 and 2017, as reported on the NASDAQ Global Select Market. On March 11, 2019, the
closing sales price of the common stock as reported on the NASDAQ Global Select Market was $17.30 per share. The
Corporation did not declare any dividends on its common stock during 2017.

High Low Dividends Declared
2018
1st Quarter $20.25 $16.70 $ 0.09
2nd Quarter 24.32 18.50 0.09
3rd Quarter 20.95 18.25 0.09
4th Quarter 19.91 14.75 0.09

2017
1st Quarter $15.80 $13.00 $ 0.00
2nd Quarter 15.80 13.80 0.00
3rd Quarter 16.65 14.55 0.00
4th Quarter 18.30 15.75 0.00

The ability of the Corporation to declare dividends is limited by federal banking laws and Maryland corporation laws.
Subject to these and the terms of its other securities, including the TPS Debentures, the payment of dividends on the
shares of common stock and the amounts thereof are at the discretion of the Corporation’s board of directors. In
November 2010, the Corporation’s board of directors suspended the declaration and payment of cash dividends. This
suspension was lifted in 2018. Cash dividends are typically declared on a quarterly basis. When paid, dividends to
shareholders are dependent on the ability of the Corporation’s subsidiaries, especially the Bank, to declare dividends to
the Corporation. Like the Corporation, the Bank’s ability to declare and pay dividends is subject to limitations imposed
by federal and Maryland banking and Maryland corporation laws. A complete discussion of these and other dividend
restrictions is contained in Item 1A of Part I of this annual report under the heading “Risks Relating to First United
Corporation’s Securities” and in Note 21 to the Consolidated Financial Statements, both of which are incorporated
herein by reference. Accordingly, there can be no assurance that dividends will be declared on the shares of common
stock in any future fiscal quarter.
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The Corporation’s Board of Directors periodically evaluates the Corporation’s dividend policy, both internally and in
consultation with the Federal Reserve.

Issuer Repurchases

Neither the Corporation nor any of its affiliates (as defined by Exchange Act Rule 10b-18) repurchased any shares of
the Corporation’s common stock during 2018.

Equity Compensation Plan Information

Pursuant to the SEC’s Regulation S-K Compliance and Disclosure Interpretation 106.01, the information regarding the
Corporation’s equity compensation plans required by this Item pursuant to Item 201(d) of Regulation S-K is located in
Item 12 of Part III of this annual report and is incorporated herein by reference.

[22]
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ITEM 6. SELECTED FINANCIAL DATA

The following table sets forth certain selected financial data for each of the last five calendar years and is qualified in
its entirety by the detailed information and financial statements, including notes thereto, included elsewhere or
incorporated by reference in this annual report.

(Dollars in thousands, except for share data) 2018 2017 2016 2015 2014
Balance Sheet Data
Total Assets $1,384,516 $1,336,470 $1,318,190 $ 1,
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