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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

FIRST UNITED CORPORATION
Consolidated Statements of Financial Condition

(In thousands)

March 31,
2008

December 31
2007

(Unaudited)
Assets
Cash and due from banks $ 22,943 $ 24,316
Interest-bearing deposits in banks 2,629 1,486
Investment securities available-for-sale (at fair value) 378,727 304,908
Federal Home Loan Bank stock, at cost 13,675 9,863
Loans 1,055,015 1,043,266
Allowance for loan losses (8,157) (7,304)
Net loans 1,046,858 1,035,962
Premises and equipment, net 31,484 31,407
Goodwill and other intangible assets, net 14,389 14,560
Bank owned life insurance 29,303 29,039
Accrued interest receivable and other assets 32,041 27,368

Total Assets $ 1,572,049 $ 1,478,909

Liabilities and Shareholders' Equity
Liabilities:
Non-interest bearing deposits $ 99,945 $ 97,976
Interest-bearing deposits 1,012,321 994,764
Total deposits 1,112,266 1,092,740

Short-term borrowings 122,965 88,924
Long-term borrowings 218,189 178,451
Accrued interest payable and other liabilities 15,220 12,895
Dividends payable 1,233 1,234
Total Liabilities 1,469,873 1,374,244
Shareholders' Equity
Preferred stock —no par value;Authorized and unissued 2,000 shares
Capital Stock – actual par value $.01 per share;Authorized 25,000 shares;
issued and outstanding 6,121 shares at March 31, 2008 and 6,138 shares
at December 31, 2007 61 61
Surplus 21,071 21,400
Retained earnings 90,768 88,859
Accumulated other comprehensive loss (9,724) (5,655)
Total Shareholders' Equity 102,176 104,665

Total Liabilities and Shareholders' Equity $ 1,572,049 $ 1,478,909

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

Three Months Ended
March 31,    

2008 2007
(Unaudited)

Interest income
Interest and fees on loans $ 18,954 $ 17,885
Interest on investment securities:
Taxable 3,878 2,595
Exempt from federal income tax 847 727
Total investment income 4,725 3,322
Other 179 211
Total interest income 23,858 21,418

Interest expense
Interest on deposits 8,976 8,325
Interest on short-term borrowings 475 963
Interest on long-term borrowings 2,378 2,065
Total interest expense 11,829 11,353
Net interest income 12,029 10,065
Provision for loan losses 1,387 163
Net interest income after provision for loan losses 10,642 9,902

Other operating income
Service charges 1,447 1,281
Trust department 1,032 1,007
Net securities gains (losses) 399 (1,511)
Insurance commissions 551 620
Bank owned life insurance 264 259
Other income 647 705
Total other operating income 4,340 2,361

Other operating expenses
Salaries and employee benefits 5,784 4,890
Occupancy, equipment and data processing 1,906 1,738
Other expense 2,664 2,615
Total other operating expenses 10,354 9,243
Income before income taxes 4,628 3,020
Applicable income taxes 1,493 959
Net income $ 3,135 $ 2,061

Earnings per share, basic $ .51 $ .34

Dividends per share $ .200 $ .195
Weighted average number of shares outstanding 6,127 6,145
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See accompanying notes to the consolidated financial statements.
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FIRST UNITED CORPORATION
Consolidated Statement of Changes in Shareholders’ Equity

(dollars in thousands, except per share data)

Capital
Stock Surplus

Retained
Earnings

Accumulated
Other

Comprehensive
Loss

Total
Shareholders’

Equity
Balance at December 31, 2006 $ 61 $ 21,448 $ 80,927 $ (5,580) $ 96,856

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

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

Comprehensive (loss):
Net income for the quarter 3,135 3,135
Other comprehensive income, net of
income taxes of $2,754 (4,069) (4,069)
Comprehensive (loss) (934)
Issuance of 5,806 shares of common
stock under dividend reinvestment
plan 115 115
Repurchase and retirement of
common stock (444) (444)
Cash dividends-$.200 per share (1,226) (1,226)

Balance at March 31, 2008 $ 61 $ 21,071 $ 90,768 $ (9,724) $ 102,176

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

(in thousands)

Three Months Ended
March 31,

2008 2007
(Unaudited)

Operating activities
Net income $ 3,135 $ 2,061
Adjustments to reconcile net income to net cash provided by operating
activities:
Provision for loan losses 1,387 163
Depreciation 694 609
Amortization of intangible assets 171 139
Net accretion and amortization of investment securities discounts and
premiums (36) 68
(Gain) loss on investment securities (399) 1,511
(Increase) decrease in accrued interest receivable and other assets (1,920) 660
Increase (decrease) in accrued interest payable and other liabilities 2,325 (70)
Earnings on bank owned life insurance (264) (259)
Net cash provided by operating activities 5,093 4,882

Investing activities
Net increase in interest-bearing deposits in banks (1,143) (12,150)
Proceeds from maturities of investment securities trading — 2,782
Proceeds from maturities of investment securities available-for-sale 33,187 17,562
Proceeds from sales of investment securities available-for-sale 10,264 -
Purchases of investment securities available-for-sale (123,657) (40,549)
Net (increase) decrease in loans (12,283) 5,234
Net (increase) decrease in FHLB stock (3,812) 471
Purchases of premises and equipment (772) (1,538)
Net cash used in investing activities (98,216) (28,188)

Financing activities
Net increase (decrease) in short-term borrowings 34,041 (10,118)
Payments on long-term borrowings (262) (1,761)
Proceeds from long-term borrowings 40,000 —
Net increase in deposits 19,526 29,193
Cash dividends paid (1,226) (1,199)
Proceeds from issuance of common stock 115 117
Stock repurchase (444) —
Net cash provided by financing activities 91,750 16,232
Decrease in cash and cash equivalents (1,373) (7,074)
Cash and cash equivalents at beginning of the year 24,316 23,325
Cash and cash equivalents at end of period $ 22,943 $ 16,251

See accompanying notes to the consolidated financial statements.
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FIRST UNITED CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

March 31, 2008

Note A – Basis of Presentation

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

Note B – Earnings per Share

Earnings per share is computed by dividing net income by the weighted average number of shares of common stock
outstanding. The Corporation does not have any common stock equivalents.

Note C – Investments

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

The amortized cost of debt securities classified as available-for-sale is adjusted for the amortization of premiums to
the first call date, if applicable, or to maturity, and for the accretion of discounts to maturity, or in the case of
mortgage-backed securities, over the estimated life of the security. Such amortization and accretion is included in
interest income from investments. Interest and dividends are included in interest income from investments. Gains and
losses on the sale of securities are recorded using the specific identification method. Management systematically
evaluates the securities for impairment on a quarterly basis. Declines in the fair value of available for sale securities
below their cost that are considered other than temporary declines are recognized in earnings as realized losses in the
period in which the impairment determination is made. In estimating other-than-temporary impairment losses,
management considers (1) the length of time and the extent to which the fair value has been less than cost, (2) the
financial condition and near-term prospects of the issuer, and (3) the intent and ability of the Corporation to retain its
investment in the issuer for a period of time sufficient to allow for any anticipated recovery in fair value.

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

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

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

Level 2: Quoted prices that are not active, or inputs that are observable either directly or indirectly, for substantially
the full term of the asset or liability. Paragraph 28 of SFAS No. 157 explains that Level 2 inputs include “inputs other
than quoted prices that are observable for the asset or liability (for example, interest rates and yield curves at
commonly quoted intervals, volatilities, prepayment speeds, loss severities, credit risks, and default rates).” It also
includes “inputs that are derived principally from or corroborated by observable market data by correlation or other
means (market-corroborated inputs).” Several sources are utilized for valuing these securities including a contracted
valuation service, Standard & Poor’s (S&P) evaluations and pricing services, and other valuation matrices.

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

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

For assets measured at fair value on a recurring basis, the fair value measurements by level within the fair value
hierarchy used at March 31, 2008 are as follows;

Fair Value Measurements at
March 31, 2008 Using
(Dollars in Thousands)

Description

Assets
Measured

at Fair
Value

3/31/08

Quoted
Prices in
Active

Markets for
Identical

Assets
(Level 1)

Significant
Other

Observable
Inputs

(Level 2)

Significant
Unobservable

Inputs
(Level 3)

Investment securities
available-for-sale $ 378,727 $ — $ 317,899 $ 60,828
Impaired loans1 $ 5,865 $ 5,865
Foreclosed Real Estate $ 855 $ 855

1 The impaired loan fair market value consists of the total impaired loan balance of $6,458 net of the $593 valuation
allowance.

The following valuation techniques were used to measure the fair value of assets in the table above which are
measured on a recurring basis as of March 31, 2008.

Investments available for sale – Fair value on investments available for sale was based upon a market approach. As of
March 31, 2008, Level 2 investment securities available-for-sale included U.S.Government Agencies and mortgage
backed securities, private label mortgage backed securities and municipal bonds which are not as actively traded.
Their fair values were determined based upon market-corroborated inputs and valuation matrices which are obtained
through third party data service providers or securities brokers through which the Corporation has historically
transacted both purchases and sales of investment securities. The level 3 investments consisted of Preferred Term
Securities, Ltd. supported by Trust Preferred Securities which are issued primarily by financial institutions and
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insurance companies. The Corporation obtains fair market values for these securities from a third party pricing
provider who has experience in valuing this type of security. Information such as performance of the underlying
collateral, deferral/default rates, cash flow projections, related relevant trades, models and other analytical tools are
utilized by the third-party in determining individual security valuations. Due to the current market conditions and
illiquidity as well as the limited trading activity of these securities, the market value of the securities is highly
sensitive to assumption changes and market volatility. During the quarter, the Corporation recognized securities gains
of $.4 million on investment securities available-for-sale.

8

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

13



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

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

The following table shows a reconciliation of the beginning and ending balances for fair valued assets measured using
Level 3 significant unobservable inputs:

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

Investments
Securities

Available for Sale
Impaired

Loans
Foreclosed Real

Estate
Beginning balance January 1, 2008 $ 67,308 $ 6,814 $ 825
Total gains/(losses) realized/unrealized
Included in earnings — — —
Included in other comprehensive loss (7,957) — —
Purchases — — —
Sales — — —
Payments/maturities/credits — (2,819) —
Properties/Loans added — 1,870 30
Ending balance March 31, 2008 $ 60,828 $ 5,865 $ 855

Note E – Other Comprehensive Income

Unrealized gains and losses on investment securities available-for-sale and on pension obligations are included in
accumulated other comprehensive income/(loss). Other comprehensive income(loss) (which consisted primarily of the
change in unrealized gains (losses) on investment securities available-for-sale) was ($.9) million and $2.9 million,
net of tax,  for the three months ended March 31, 2008 and 2007, respectively.

Note F – Junior Subordinated Debentures

In March 2004, the Corporation formed two Connecticut statutory business trusts, First United Statutory Trust I
(“FUST I”) and First United Statutory Trust II (collectively with FUST I, the “Trusts”), for the purpose of selling $30.9
million of mandatorily redeemable preferred securities to third party investors. The Trusts used the proceeds of their
sales of preferred securities to purchase an equal amount of junior subordinated debentures from the Corporation, as
follows:

$20.6 million—6.02% fixed rate for five years payable quarterly, converting to floating rate based on three-month
LIBOR plus 275 basis points, maturing in 2034, redeemable five years after issuance at the Corporation’s option.

$10.3 million—floating rate payable quarterly based on three-month LIBOR plus 275 basis points (5.55% at March 31,
2008) maturing in 2034, redeemable five years after issuance at the Corporation’s option.
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The debentures represent the sole assets of the Trusts, and payments of the debentures by the Corporation are the only
sources of cash flow for the Trusts.
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In December 2004, the Corporation issued an additional $5.0 million of debentures. The debentures have a fixed rate
of 5.88% for the first five years, payable quarterly, and then convert to a floating rate based on the three month
LIBOR plus 185 basis points. The debentures mature in 2014, but are redeemable five years after issuance at the
Corporation’s option.

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

Note G – Borrowed Funds

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

March 31, 2008
December 31,

2007
Short-term FHLB advance,
Daily borrowings, interest rate of 2.70% at March 31, 2008 and
4.56% at December 31, 2007 $ 62,000 $ 21,000

Securities sold under agreements to repurchase, with weighted
average interest rate at end of period of 1.91% and 3.62%,
respectively 60,965 67,924

$ 122,965 $ 88,924

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

FHLB advances, bearing interest at rates ranging From 1.78% to
4.98% at March 31, 2008 $ 182,260 $ 142,522
Junior subordinated debentures, bearing interest at rates ranging
from 5.55% to 6.02% at March 31, 2008 35,929 35,929

$ 218,189 $ 178,451

Note H - Pension and SERP Plans

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

Pension
For the three months ended

March 31

SERP
For the three months ended

March 31
(In thousands) 2008 2007 2008 2007
Service cost $ 231 $ 202 $ 30 $ 45
Interest cost 316 289 46 64
Expected return on assets (585) (448) - -
Amortization of transition
asset (10) (10) - -
Recognized loss 35 42 2 51
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Prior service cost 3 3 28 28
Net expense included in
employee benefits $ (10) $ 78 $ 106 $ 188

The Corporation intends to contribute $2.5 million to its pension plan in 2008. As of March 31, 2008, the Corporation
has not made any contributions to the plan.
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Note I - Equity Compensation Plan Information

At the 2007 Annual Meeting of Shareholders, the Corporation’s shareholders approved the First United Corporation
Omnibus Equity Compensation Plan (the “Omnibus Plan”), which authorizes the grant of stock options, stock
appreciation rights, stock awards, stock units, performance units, dividend equivalents, and other stock-based awards
to employees or directors totaling up to 185,000 shares. No grants have been made under this plan to date.

Note J – Letters of Credit and Off Balance Sheet Liabilities

The Bank does not issue any guarantees that would require liability recognition or disclosure other than its standby
letters of credit.  Standby letters of credit are conditional commitments issued by the Bank to guarantee the
performance of a customer to a third party.  Generally, the Bank’s letters of credit are issued with expiration dates
within one year.  The credit risk involved in issuing letters of credit is essentially the same as that involved in
extending loan facilities to customers.  The Bank generally holds collateral and/or personal guarantees supporting
these commitments.  The Bank had $7.6 million of outstanding standby letters of credit at March 31, 2008 and $7.5
million at December 31, 2007. Management believes that the proceeds obtained through a liquidation of collateral and
the enforcement of guarantees would be sufficient to cover the potential amount of future payment required by the
letters of credit.  Management does not believe that the amount of the liability associated with guarantees under
standby letters of credit outstanding at March 31, 2008 and December 31, 2007 is material.

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

FASB Statement No. 161 “Derivative Instruments and Hedging Activities” – an amendment of FASB Statement No. 133
- was issued in March 2008. Statement 161 requires entities that utilize derivative instruments to provide qualitative
disclosures about their objectives and strategies for using such instruments, as well as any details of credit-risk-related
contingent features contained within derivatives.  Statement 161 also requires entities to disclose additional
information about the amounts and location of derivatives located within the financial statements, how the provisions
of SFAS 133 has been applied, and the impact that hedges have on an entity’s financial position, financial
performance, and cash flows.  Statement 161 is effective for fiscal years and interim periods beginning after
November 15, 2008, with early application encouraged.  The Corporation is currently evaluating the potential impact
the new pronouncement will have on its consolidated financial statements.

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

FASB Statement No. 160 “Noncontrolling Interests in Consolidated Financial Statements – an amendment of ARB No.
51” - was issued in December of 2007. This Statement establishes accounting and reporting standards for the
noncontrolling interest in a subsidiary and for the deconsolidation of a subsidiary. The guidance will become effective
as of the beginning of a company’s fiscal year beginning after December 15, 2008. The Corporation believes that this
new pronouncement will have an immaterial impact on the Corporation’s financial statements in future periods.

Staff Accounting Bulletin No. 109 (SAB 109), “Written Loan Commitments Recorded at Fair Value Through Earnings”
expresses the views of the staff regarding written loan commitments that are accounted for at fair value through
earnings under generally accepted accounting principles. To make the staff’s views consistent with current
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authoritative accounting guidance, the SAB revises and rescinds portions of SAB No. 105, “Application of Accounting
Principles to Loan Commitments.” Specifically, the SAB revises the SEC staff’s views on incorporating expected net
future cash flows related to loan servicing activities in the fair value measurement of a written loan commitment. The
SAB retains the staff’s views on incorporating expected net future cash flows related to internally-developed intangible
assets in the fair value measurement of a written loan commitment. The staff expects registrants to apply the views in
Question 1 of SAB 109 on a prospective basis to derivative loan commitments issued or modified in fiscal quarters
beginning after December 15, 2007. The adoption of SAB 109 did not have a material impact on our financial
statements.
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In December 2007, the FASB issued FASB Staff Position (FSP) 157-2, “Effective Date of FASB Statement No. 157,”
that permits a one-year deferral in applying the measurement provisions of Statement No. 157 to non-financial assets
and non-financial liabilities (non-financial items) that are not recognized or disclosed at fair value in an entity’s
financial statements on a recurring basis (at least annually). Therefore, if the change in fair value of a non-financial
item is not required to be recognized or disclosed in the financial statement on an annual basis or more frequently, the
effective date of application of Statement 157 to that item is deferred until fiscal years beginning after November 15,
2008 and interim periods within those fiscal years. The Corporation is currently evaluating the impact, if any, that the
adoption of FSP 157-2 will have on financial statements.

In March 2007, the FASB ratified Emerging Issues Task Force Issue No. 06-10 “Accounting for Collateral Assignment
Split-Dollar Life Insurance Agreements” (EITF 06-10). EITF 06-10 provides guidance for determining a liability for
the postretirement benefit obligation as well as recognition and measurement of the associated asset on the basis of the
terms of the collateral assignment agreement. EITF 06-10 is effective for fiscal years beginning after December 15,
2007. Adoption of EITF 06-10 did not have a material impact on our consolidated financial statement or disclosures.

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

INTRODUCTION

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

FORWARD-LOOKING STATEMENTS

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

THE COMPANY

First United Corporation is a Maryland corporation that was incorporated in 1985 and is a registered financial holding
company under the federal Bank Holding Company Act of 1956, as amended. The Corporation’s primary business
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activity is acting as the parent company of First United Bank & Trust, a Maryland trust company (the “Bank”), OakFirst
Loan Center, Inc., a West Virginia finance company, OakFirst Loan Center, LLC, a Maryland finance company, the
Trusts, and First United Insurance Group, LLC, a full service insurance provider organized under Maryland law (the
“Insurance Group”). OakFirst Loan Center, Inc. has one subsidiary, First United Insurance Agency, Inc., which is a
Maryland insurance agency. The Bank provides a complete range of retail and commercial banking services to a
customer base serviced by a network of 26 offices and 31 automated teller machines.

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

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

SELECTED FINANCIAL DATA

The following table sets forth certain selected financial data for the three months ended March 31, 2008 and 2007 and
is qualified in its entirety by the detailed information and unaudited financial statements including the notes thereto,
included elsewhere in this quarterly report.

At or For the Three Months
Ended March 31

2008 2007
Per Share Data
Net Income $ .51 $ .34
Dividends Declared .200 .195
Book Value 16.69 16.06

Significant Ratios
Return on Average Assets (a) .82% .62%
Return on Average Equity (a) 11.92 8.43
Dividend Payout Ratio 37.80 58.14
Average Equity to Average Assets 6.90 7.68

Note: (a) Annualized

RESULTS OF OPERATIONS

Overview

Consolidated net income for the first three months of 2008 totaled $3.14 million or $.51 per share, compared to $2.06
million or $.34 per share for the same period of 2007. The increase in first quarter net income in 2008 compared to
2007 resulted from a one-time pre-tax charge of approximately $1.5 million ($1.0 million or $.17 per share, net of tax)
associated with the transfer of investment securities from the available-for-sale category to the trading category during
the first quarter of 2007. In addition, we have experienced increased earnings on interest-earning assets, primarily
from a restructuring of the investment portfolio as well as leverage strategies implemented throughout 2007 and the
first quarter of 2008. Interest expense paid on our interest-bearing liabilities increased by only $.5 million due to
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declining interest rates and our liability sensitive balance sheet. As a result, our net interest income for the first three
months of 2008 increased $2.0 million when compared to the same period of 2007 and our net interest margin
increased from 3.39% in the first quarter of 2007 to 3.56% in the first quarter of 2008. The provision for loan losses
was $ 1.4 million for the three months ended March 31, 2008, compared to $.2 million for the same period of 2007.
The increase in the provision is due to increased net charge offs, non-accrual loans, loan growth and declining
economic indicators during the first quarter of 2008.

13

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

23



Other operating income increased $2.0 million during the first three months of 2008 when compared to the same
period of 2007. This increase is primarily attributable to the recognition of $.4 million in net securities gains in the
first quarter of 2008, compared to net securities losses of $1.5 million in the same period of 2007. Operating expenses
increased $1.1 million in the first three months of 2008 when compared to the first three months of 2007 due primarily
to increases in personnel expenses that resulted from the hiring of several regional market presidents to strengthen our
presence in key market areas and due to normal merit increases.

Our performance ratios improved during the first three months of 2008 when compared to the same period of 2007
due to the non-recurrence in 2008 of the $1.5 million pre-tax loss on investment securities that occurred in 2007. Our
2008 year-to-date actual results, 2007 year-to-date actual results and 2007 year-to-date results exclusive of the impact
of the non-recurring securities losses and associated taxes, are presented in the following table:

For the three months ended
March 31, 2008 March 31, 2007

Actual Actual

Excluding
Securities Loss and

associated tax
Net Income $ 3,135 $ 2,061 $ 3,088
Earnings Per Share $ .51 $ .34 $ .50
Return on Average Equity 11.92% 8.43% 12.64%
Return on Average Assets .82% .62% .93%

Net Interest Income

Net interest income is the largest source of operating revenue and is the difference between the interest earned on
interest-earning assets and the interest expense incurred on interest-bearing liabilities. For analytical and discussion
purposes, net interest income is adjusted to a fully taxable equivalent basis to facilitate performance comparisons
between taxable and tax-exempt assets. Fully taxable equivalent income is determined by increasing tax-exempt
income by an amount equal to the federal income taxes that would have been paid if this income were taxable at the
statutorily applicable rate. The following table sets forth the average balances, net interest income and expense, and
average yields and rates of our interest-earning assets and interest-bearing liabilities for the three months ended March
31, 2008 and 2007.
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For the Three Months Ended March 31,
2008 2007

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

Interest-Earning Assets:
Loans $ 1,045,689 $ 18,960 7.29% $ 961,908 $ 17,892 7.44%
Investment securities 352,631 5,181 5.91 272,198 3,714 5.53
Other interest earning
assets 12,521 179 5.75 15,179 211 5.63
Total earning assets $ 1,410,841 24,320 6.93% $ 1,249,285 21,817 7.08%

Interest-bearing
liabilities
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