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Forward-Looking Statements

LEINT

This Annual Report on Form 10-K of First United Corporation (the “Corporation” and “we”, “our” or “us” on a consolidated
basis) 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”, “p
“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:

the risk that the weak national and local economies and depressed real estate and credit markets caused by the recent
-global recession will continue to decrease the demand for loan, deposit and other financial services and/or increase
loan delinquencies and defaults;

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 Securities and Exchange Commission (the “SEC”), the Public Company Accounting Oversight Board 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.

[3]
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ITEM 1. BUSINESS

General

First United Corporation is a Maryland corporation chartered in 1985 and a financial holding company registered

under the federal Bank Holding Company (“BHC”) Act of 1956, as amended. 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 IT”’), both Connecticut statutory business trusts, and
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.
The Corporation is also the parent company of First United Insurance Group, LLC, a Maryland limited liability
company (the “Insurance Agency”) that, through the close of business on December 31, 2011, operated as a full service
insurance agency. Effective on January 1, 2012, the Insurance Agency sold substantially all of its assets, net of cash,

to a third-party and is no longer an active subsidiary. The Bank has three wholly-owned subsidiaries: OakFirst Loan
Center, Inc., a West Virginia finance company; OakFirst Loan Center, LLC, a Maryland finance company

(collectively, the “OakFirst Loan Centers”), and First OREO Trust, a Maryland statutory trust formed for the purposes
of servicing and disposing of the real estate that the Bank acquires through foreclosure or by deed in lieu of

foreclosure. 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. Until March 27, 2013 when the entity was dissolved, the Bank owned a majority
interest in Cumberland Liquidation Trust, a Maryland statutory trust formed for the purposes of servicing and

disposing of real estate that secured a loan made by another bank and in which the Bank held a participation interest.

At December 31, 2013, we had total assets of approximately $1.3 billion, net loans of approximately $796.6 million,
and deposits of approximately $977.4 million. Shareholders’ equity at December 31, 2013 was approximately $101.3
million.

The Corporation maintains an Internet website at www.mybank4.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 call center and 28 Automated Teller Machines (“ATMs”) in Allegany
County, Frederick County, Garrett County, and Washington County in Maryland, and in Berkeley County, Mineral
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County, and Monongalia 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, and 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 been
originating any new loans through the OakFirst Loan Centers and their sole activity is servicing existing loans.

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.

[4]
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The Bank’s residential mortgage portfolio is distributed between variable and fixed rate loans. Many loans are booked
at fixed rates in order to meet the Bank’s requirements under the Community Reinvestment Act 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 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 12 months and may have a fixed or
variable rate. Permanent financing for individuals offered by the Bank includes fixed and variable rate loans with three
or five year adjustable rate mortgages.

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. 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 anticipated 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 that are FDIC-insured. Since the termination of the Transaction Account Guarantee (“TAG”)
program as of December 31, 2012, the Bank offers 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 that are FDIC-insured. In addition, we offer our commercial customers packages which include Treasury
Management, Cash Sweep and various checking opportunities.
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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.

Trust Services—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, 2013 and 2012, the total market value of assets under the supervision of the Bank’s Trust Department
was approximately $675 million and $637 million, respectively. Trust Department revenues for these years may be
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. There is also competition for commercial and retail
banking business from banks and financial institutions located outside our market areas and on the internet.

[5]
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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 its customers, and specialized services tailored to
meet its 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.

The following table sets forth deposit data for the Maryland and West Virginia Counties in which the Bank maintains
offices as of June 30, 2013, the most recent date for which comparative information is available.

Offices Deposits
(in Market) (in thousands) Market Share
Allegany County, Maryland:

Susquehanna Bank 5 $301,812 44.67 %
Manufacturers & Traders Trust Company 6 163,647 24.22 %
First United Bank & Trust 4 116,210 17.20 %
PNC Bank NA 3 48,043 7.11 %
Standard Bank 2 45,941 6.80 %
Source: FDIC Deposit Market Share Report

Frederick County, Maryland:

PNC Bank NA 19 $ 1,109,650 27.68 %
Branch Banking & Trust Co. 12 713,635 17.80 %
Bank Of America NA 5 339,859 8.48 %
Frederick County Bank 5 279,461 6.97 %
Manufacturers & Traders Trust Company 6 255,586 6.38 %
Capital One NA 6 232,874 5.81 %
Woodsboro Bank 7 205,761 5.13 %
Wells Fargo Bank NA 2 148,012 3.69 %
First United Bank & Trust 4 145,071 3.62 %
Middletown Valley Bank 4 128,304 3.20 %
SunTrust Bank 3 127,027 3.17 %
BlueRidge Bank 1 119,307 2.98 %
Sandy Spring Bank 4 101,478 2.53 %
Sovereign Bank 1 43,250 1.08 %
Columbia Bank 2 24,981 0.62 %
SONABANK 1 17,293 0.43 %
Damascus Community Bank 1 16,626 0.41 %

11
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Woodforest National Bank 1 435 0.02

Source: FDIC Deposit Market Share Report

[6]
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Garrett County, Maryland:

First United Bank & Trust 6 $330,333 57.74%
Susquehanna Bank 2 113,847 19.90%
Manufacturers & Traders Trust Company 3 89,378  15.62%
Clear Mountain Bank 1 31,627 553 %
Miners & Merchants Bank 1 6,902 1.21 %

Source: FDIC Deposit Market Share Report

Washington County, Maryland:

Susquehanna Bank 12 $650,953 3221%
Columbia Bank 11 431,196 21.33%
Manufacturers & Traders Trust Company 11 391,520 19.37%
PNC Bank NA 5 167,102 827 %
United Bank 2 91,728 454 %
Sovereign Bank 3 83,0600 4.11 %
First United Bank & Trust 3 76,831 3.80 %
Capital One NA 2 46,560 230 %
Citizens National Bank of Berkeley Springs 1 37,816  1.87 %
Orrstown Bank 1 23,814 1.18 %
Middletown Valley Bank 1 11,626 0.58 %
Jefferson Security Bank 1 8,905 044 %
Source: FDIC Deposit Market Share Report

Berkeley County, West Virginia:

Branch Banking & Trust Company 5 $333,240 28.50%
United Bank 4 195,861 16.75%
First United Bank & Trust 4 130,351 11.15%
City National Bank of West Virginia 4 126,171 10.79%
Susquehanna Bank 3 107,383 9.18 %
MVB Bank Inc. 2 100,946 8.63 %
Jefferson Security Bank 2 69,834 597 %
Bank of Charles Town 2 49946 427 %
Citizens National Bank of Berkeley Springs 3 42,569 3.64 %
Summit Community Bank 1 12,201 1.04 %
Woodforest National Bank 1 837 0.08 %

Source: FDIC Deposit Market Share Report

[7]
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Hardy County, West Virginia:

Summit Community Bank, Inc. 4 $512,607 75.73%
Capon Valley Bank 3 111,142 1642%
Pendleton Community Bank, Inc. 1 25,903 3.83 %
First United Bank & Trust 1 14,670 2.17 %
Grant County Bank 1 12,522 1.85 %

Source: FDIC Deposit Market Share Report

Mineral County, West Virginia:

First United Bank & Trust 2 $76,682 34.97 %
Branch Banking & Trust Company 2 71,106 3242%
Manufacturers & Traders Trust Company 2 42,836 19.53%
Grant County Bank 1 28,671 13.08 %
Source: FDIC Deposit Market Share Report

Monongalia County, West Virginia:

United Bank 7 $653,609 32.94%
Branch Banking & Trust Company 6 480,720 24.22%
Huntington National Bank 6 366,169 18.45%
Clear Mountain Bank 6 181,979 9.17 %
Wesbanco Bank, Inc. 5 118,164 595 %
First United Bank & Trust 3 89,527 451 %
First Exchange Bank 1 26,111 1.32 %
MVB Bank, Inc. 2 25,954 1.31 %
PNC Bank NA 222567 114 %
Citizens Bank of Morgantown, Inc. 1 19,608 099 %

Source: FDIC Deposit Market Share Report

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.

14
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General

The Corporation is a financial holding company registered with the Board of Governors of the Federal Reserve

System (the “FRB”) 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 FRB. 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”).

[8]
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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 law 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, impact 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 FRB, 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.

Regulatory Reforms

The Dodd-Frank Wall Street Reform and Consumer Protection Act (the “Dodd-Frank Act”), which was enacted in July
2010, significantly restructures 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 Corporation and the Bank. The
Dodd-Frank Act contains a wide variety of provisions (many of which are not yet effective) affecting the regulation of
bank holding companies and depository institutions, including restrictions related to mortgage originations, risk
retention requirements as to securitized loans, and the establishment of a new financial consumer protection agency,
known as the Consumer Financial Protection Bureau (the “CFPB”), that is empowered to promulgate and enforce new
consumer protection regulations and revise and enforce existing regulations in many areas of consumer compliance.

Moreover, not only are the states’ attorneys general entitled to enforce consumer protection rules issued by the CFPB,
but states are permitted to adopt their own consumer protection laws that are more strict than those created under the
Dodd-Frank Act. Recently, U.S. financial regulatory agencies have increasingly used general consumer protection
statutes 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

as to the parameters for compliance with the federal “unfair or deceptive acts or practices” (“UDAP”) laws. 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.

16
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Many of the Dodd-Frank Act’s provisions are 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. We do anticipate that the

Dodd-Frank Act will 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 Financial Holding Companies

In November 1999, the federal Gramm-Leach-Bliley Act (the “GLB Act”) was signed into law. 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, insurance and other non-banking activities of any company that controls a FDIC insured financial
institution. Under the GLB Act, a bank holding company can elect, subject to certain qualifications, to become a
“financial holding company.” The GLB Act provides that a financial holding company may engage in a full range of
financial activities, including insurance and securities sales and underwriting activities, and real estate development,
with new expedited notice procedures. Maryland law generally permits state-chartered banks, including the Bank, to
engage in the same activities, directly or through an affiliate, as national banking associations. The GLB Act permits
certain qualified national banking associations to form financial subsidiaries, which have broad authority to engage in
all financial activities except insurance underwriting, insurance investments, real estate investment or development, or
merchant banking. Thus, the GLB Act has the effect of broadening the permitted activities of the Corporation and the
Bank.

[9]
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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 FRB policy, the Corporation is expected to act as a source of strength to the Bank, and the FRB 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
FRB 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 FRB 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.

During 2013, significant media attention was given to the Dodd-Frank Act’s amendment of the BHC Act to require the
U.S. financial regulatory agencies to adopt rules that prohibit banking institutions and their affiliates from engaging in
proprietary trading and investing in and sponsoring certain unregistered investment companies (defined as hedge
funds and private equity funds). The statutory provision is commonly called the “Volcker Rule”. The U.S. financial
regulatory agencies adopted final rules implementing the Volcker Rule on December 10, 2013. The Volcker Rule
became effective on July 21, 2012 and the final rules have an effective date of April 1, 2014, but the U.S. financial
regulatory agencies issued an order extending the period during which institutions have to conform their activities and
investments to the requirements of the Volcker Rule to July 21, 2015. Although we continue to evaluate the impact of
the Volcker Rule and the final rules adopted thereunder, we do not anticipate that they will have a material effect on
our operations, as we believe that we do not engage in the businesses prohibited by the Volcker Rule. (But see the risk
factor entitled, “The Volker Rule may require us to dispose of certain investments by July 21, 2015, which could
result in a significant charge to earnings.” contained in Item 1A of this Part I of this annual report.) We may incur
costs related to the adoption of additional policies and systems to ensure compliance with the Volcker Rule, but we do
not expect that such costs would be material.

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.
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Federal Banking Regulation

Federal banking regulators, such as the FRB 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.

[10]
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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 Community Reinvestment Act (“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 Truth in Lending 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 Real Estate Settlement Procedures Act, the Telephone Consumer Protection Act, the CAN-SPAM Act,
the Children’s Online Privacy Protection Act, and the John Warner National Defense Authorization Act.

Capital Requirements

The Corporation and the Bank are subject to the regulatory capital requirements administered by the FRB and the

FDIC, respectively. The federal regulatory authorities’ current risk-based capital guidelines are based upon the 1988
capital accord (“Basel I’) of the Basel Committee on Banking Supervision (the “Basel Committee”). The Basel Committee
is a committee of central banks and bank supervisors/regulators from the major industrialized countries that develops
broad policy guidelines for use by each country’s supervisors in determining the supervisory policies they apply. The
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requirements are intended to ensure that banking organizations have adequate capital given the risk levels of assets
and off-balance sheet financial instruments. Under the requirements, banking organizations are required to maintain
minimum ratios for Tier 1 capital and total capital to risk-weighted assets (including certain off-balance sheet items,
such as letters of credit). For purposes of calculating the ratios, a banking organization’s assets and some of its
specified off-balance sheet commitments and obligations are assigned to various risk categories. A depository
institution’s or holding company’s capital, in turn, is classified in one of two tiers, depending on type:

Core Capital (Tier 1). Tier 1 capital includes common equity, retained earnings, qualifying non-cumulative perpetual
preferred stock, minority interests in equity accounts of consolidated subsidiaries (and, under existing standards, a
‘limited amount of qualifying trust preferred securities and qualifying cumulative perpetual preferred stock at the
holding company level), less goodwill, most intangible assets and certain other assets.

Supplementary Capital (Tier 2). Tier 2 capital includes, among other things, perpetual preferred stock and trust
-preferred securities not meeting the Tier 1 definition, qualifying mandatory convertible debt securities, qualifying
subordinated debt, and allowances for loan and lease losses, subject to limitations.

The Corporation, like other bank holding companies, currently is required to maintain Tier 1 capital and “total capital”
(the sum of Tier 1 and Tier 2 capital) equal to at least 4.0% and 8.0%, respectively, of its total risk-weighted assets
(including various off-balance-sheet items, such as letters of credit). The Bank, like other depository institutions, is
required to maintain similar capital levels under capital adequacy guidelines. In addition, for a depository institution to
be considered “well capitalized” under the regulatory framework for prompt corrective action, its Tier 1 and total capital
ratios must be at least 6.0% and 10.0% on a risk-adjusted basis, respectively.

[11]
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Bank holding companies and banks are also currently required to comply with minimum leverage ratio requirements.
The leverage ratio is the ratio of a banking organization’s Tier 1 capital to its total adjusted quarterly average assets (as
defined for regulatory purposes). The requirements necessitate a minimum leverage ratio of 3.0% for bank holding
companies and member banks that either have the highest supervisory rating or have implemented the appropriate
federal regulatory authority’s risk-adjusted measure for market risk. All other bank holding companies and member
banks are required to maintain a minimum leverage ratio of 4.0%, unless a different minimum is specified by an
appropriate regulatory authority. In addition, for a depository institution to be considered “well capitalized” under the
regulatory framework for prompt corrective action, its leverage ratio must be at least 5.0%.

On July 2, 2013, the Board of Governors of the Federal Reserve System (the “Federal Reserve”) approved final rules
that substantially amend the regulatory risk-based capital rules applicable to First United Corporation. The Federal
Deposit Insurance Corporation and the Office of the Comptroller of the Currency have subsequently approved these
rules. The final rules were adopted following the issuance of proposed rules by the Federal Reserve in June 2012, and
implement the “Basel III” regulatory capital reforms and changes required by the Dodd-Frank Act. Basel III refers to
two consultative documents released by the Basel Committee on Banking Supervision in December 2009, the rules
text released in December 2010, and loss absorbency rules issued in January 2011, which include significant changes
to bank capital, leverage and liquidity requirements.

The 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 will be: (a) a new common equity Tier 1 capital
ratio of 4.5%; (b) a Tier 1 capital ratio of 6% (increased from 4%); (c) a total capital ratio of 8% (unchanged from
current rules); and (d) 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: (1) a common
equity Tier 1 capital ratio of 7.0%, (2) a Tier 1 capital ratio of 8.5%, and (3) 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.

The 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 will 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 expect to make this election 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
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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 final 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
take effect January 1, 2015. Under the prompt corrective action requirements, which are designed to complement the
capital conservation buffer, insured depository institutions will be required to meet the following increased capital
level requirements in order to qualify as “well capitalized”: (a) a new common equity Tier 1 capital ratio of 6.5%; (b) a
Tier 1 capital ratio of 8% (increased from 6%); (c) a total capital ratio of 10% (unchanged from current rules); and (d)
a Tier 1 leverage ratio of 5% (increased from 4%).

The final rules set forth certain changes for the calculation of risk-weighted assets, which we will be required to utilize
beginning January 1, 2015. The standardized approach final rule utilizes an increased number of credit risk exposure
categories and risk weights, and also addresses: (a) an alternative standard of creditworthiness consistent with Section
939A of the Dodd-Frank Act; (b) revisions to recognition of credit risk mitigation; (c) rules for risk weighting of
equity exposures and past due loans; (d) revised capital treatment for derivatives and repo-style transactions; and (e)
disclosure requirements for top-tier banking organizations with $50 billion or more in total assets that are not subject
to the “advance approach rules” that apply to banks with greater than $250 billion in consolidated assets. We believe
that we would be in compliance with the requirements as set forth in the final rules.

[12]
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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 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,
(i1) “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.

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
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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.

The Corporation believes that, as of December 31, 2013, the Bank was “well capitalized” based on the aforementioned
ratios.

[13]
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The Basel III Capital Rules revise the current prompt corrective action requirements effective January 1, 2015 by (i)
introducing a 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% (as compared to the current 6%); and (iii) eliminating the current provision that provides that a bank with a
composite supervisory rating of 1 may have a 3% leverage ratio and still be adequately capitalized. The Basel III
Capital Rules do not change the total risk-based capital requirement for any prompt corrective action category.

Liquidity Requirements

Historically, the regulation and monitoring of bank and bank holding company liquidity has been addressed as a
supervisory matter, without required formulaic measures. The Basel III liquidity framework requires banks and bank
holding companies 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 or the Bank. The federal banking agencies have not yet proposed rules to implement the NSFR.

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.
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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.

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. On May
22,2009, the FDIC imposed an emergency insurance assessment of five basis points in an effort to restore the DIF to
an acceptable level. On November 12, 2009, the FDIC adopted a final rule requiring insured depository institutions to
prepay their estimated quarterly risk-based deposit assessments for the fourth quarter of 2009, and for all of 2010,
2011, and 2012, on December 30, 2009, along with each institution’s risk based deposit insurance assessment for the
third quarter of 2009. It was also announced that the assessment rate will increase by 3 basis points effective January
1, 2011. The prepayment is accounted for as a prepaid expense and is amortized quarterly. The prepaid assessment
qualifies for a zero risk weight under the risk-based capital requirements. The Bank expensed $1.9 million and $2.0
million in FDIC premiums for 2013 and 2012, respectively. In December 2009, the Bank prepaid approximately $11
million in FDIC premiums. On June 28, 2013, $2.3 million of excess prepaid funds were deposited into the Bank’s
account. 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.

[14]
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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 national 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.

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
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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.

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.

[15]
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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 is required by August 1, 2015. We are
evaluating these integrated mortgage disclosure rules for compliance by that deadline.

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 FRB. An important function of the FRB 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 FRB 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 FRB 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 FRB, 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.

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.
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EMPLOYEES

At December 31, 2013, we employed 375 individuals, of whom 300 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. You should carefully consider these risks and uncertainties before making investment decisions in
respect of our 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 our securities. If any of these risks
materialize, you could lose all or part of your investment 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. You should
also consider the other information contained in this annual report, including our financial statements and the related
notes, before making investment decisions in respect of our 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. In the future, part of our growth may come from buying other banks and
buying or establishing other companies. Such entities may not be profitable after they are purchased or established,
and they may lose money, particularly at first. A new bank or company may bring with it unexpected liabilities, bad
loans, or bad employee relations, or the new bank or company may lose customers.

[16]
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Interest rates and other economic conditions will impact our results of operations.

Our results of operations may be materially and adversely affected by changes in prevailing economic conditions,
including declines in real estate values, rapid changes in interest rates and the monetary and fiscal policies of the
federal government. Our profitability is in part a function of the spread between the interest rates earned on assets and
the interest rates paid on deposits and other interest-bearing liabilities (i.e., net interest income), including advances
from the Federal Home Loan Bank of Atlanta (the “FHLB”). Interest rate risk arises from mismatches (i.e., the interest
sensitivity gap) between the dollar amount of repricing or maturing assets and liabilities. If more assets reprice or
mature than liabilities during a falling interest rate environment, then our earnings could be negatively impacted.
Conversely, if more liabilities reprice or mature than assets during a rising interest rate environment, then our earnings
could be negatively impacted. Fluctuations in interest rates are not predictable or controllable. There can be no
assurance that our attempts to structure our asset and liability management strategies to mitigate the impact on net
interest income of changes in market interest rates will be successful in the event of such changes.

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.

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. Approximately
13%, or $107 million, of total loans are real estate acquisition construction and development projects that are 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 national and local economies were significantly and adversely impacted by the banking crisis and resulting
economic recession that began around 2008, and these conditions have caused, and continue to cause, a host of
challenges for financial institutions, including the Bank. For example, these conditions have made it more difficult for
real estate owners and owners of loans secured by real estate to sell their assets at desirable times and prices. Not only
has this impacted the demand for credit to finance the acquisition and development of real estate, but it has also
impaired the ability of banks, including the Bank, to sell real estate acquired through foreclosure. In the case of real
estate acquisition, construction and development projects that we have financed, these challenging economic
conditions have caused some of our borrowers to default on their loans. Because of the deterioration in the market
values of real estate collateral caused by the recession, banks, including the Bank, have been unable to recover the full
amount due under their loans when forced to foreclose on and sell real estate collateral. As a result, we have realized
significant impairments and losses in our loan portfolio, which have materially and adversely impacted our financial
condition and results of operations. These conditions and their consequences are likely to continue until the nation
fully recovers from the recent economic recession. Management cannot predict the extent to which these conditions
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will cause future impairments or losses, nor can it provide any assurances as to when, or if, economic conditions will
improve.

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 FRB, the FDIC, and the other federal banking regulators issued guidance in December 2006 entitled
“Concentrations in Commercial Real Estate Lending, Sound Risk Management Practices” directed at institutions who
have particularly high concentrations of CRE loans within their lending portfolios. This guidance suggests that these
institutions face a heightened risk of financial difficulties in the event of adverse changes in the economy and CRE
markets. Accordingly, the guidance suggests that institutions whose concentrations exceed certain percentages of
capital should 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.

[17]
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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 loan being
made, the creditworthiness of the borrower over the term of the loan and, in the case of a collateralized loan, the value
and marketability of the collateral for the loan. 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.

The market value of our investments could decline.

As of December 31, 2013, we had classified all but six of our investment securities as available-for-sale pursuant to
Financial Accounting Standards Board (“FASB”) Accounting Standards Codification 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.
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The Volcker Rule may require the Bank to dispose of certain investments by July 21, 2015, which could result
in a significant charge to earnings.

On December 10, 2013, the SEC, the FRB, the FDIC and other financial regulatory agencies issued final regulations
to implement the Volcker Rule. Among other things, these regulations prohibit banking entities from acquiring or
retaining an “ownership interest” in a “covered fund”, as such terms are defined in the regulations. A banking entity that
owns such an interest must dispose of it no later than July 21, 2015. Although the agencies stated in their final rule
release that debt securities evidencing typical extensions of credit (i.e., those that provide for payment of stated
principal and interest calculated at a fixed rate or at a floating rate based on an index or interbank rate) do not
generally meet the definition of an “ownership interest”, the agencies’ release contains a statement to the effect that all
collateralized debt obligations (“CDOs”) backed by trust preferred securities are prohibited investments under the
Volcker Rule. Subsequently, on January 14, 2014, the agencies issued an interim final rule that exempts a CDO if (i)
the issuer was established, and the CDO was originally issued, before May 19, 2010, (ii) the banking entity investor
reasonably believes that the offering proceeds received by the issuer were invested primarily in trust preferred
securities or subordinated debt instruments issued prior to May 19, 2010 by a depository institution holding company
that satisfied certain criteria at the time of issuance, and (iii) the banking entity investor acquired the CDO on or
before December 10, 2013. The agencies’ rule releases create significant uncertainty with respect to whether the
Volcker Rule will be applied to CDOs that are backed by non-bank trust preferred securities but that take the form of
debt securities evidencing typical extensions of credit, because the agencies did not, in making the statement that
CDOs backed by trust preferred securities are generally prohibited investments, acknowledge or otherwise address the
fact that an investment must, as a threshold matter, meet the definition of “ownership interest” before it can be
characterized as a prohibited investment.

[18]
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At December 31, 2013, the Bank owns $37.1 million in aggregate principal amount of promissory notes that are
collateralized primarily by trust preferred securities and/or subordinated debt instruments issued by insurance entities
and that provide for the payment of stated principal and interest at rates tied to LIBOR. These promissory notes are
held in the Bank’s investment portfolio and, as of December 31, 2013, are classified as available-for-sale. The Bank
has analyzed these promissory notes under the final Volcker Rule regulations and has concluded that they are not
prohibited investments because they do not exhibit, on a current, future, or contingent basis, any of the characteristics
of an equity, partnership or other similar interest in the issuers identified in the Volcker Rule’s definition of “ownership
interest”. If the FDIC were to disagree with the Bank’s conclusion and determine that these promissory notes constitute
prohibited “ownership interests”, then the Bank would be required to dispose of them on or before January 21, 2015,
likely at a considerable loss due to their current market values.

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.

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, 2013, we had
recorded goodwill of $11.0 million, representing approximately 11% 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.

In assessing the realizability of deferred tax assets, management considers whether it is more likely than not that some
portion or all of the deferred tax assets will not be realized. Assessing the need for, or the sufficiency of, a valuation
allowance requires management to evaluate all available evidence, both negative and positive, including the recent
trend of quarterly earnings. Positive evidence necessary to overcome the negative evidence includes whether future
taxable income in sufficient amounts and character within the carryback and carry forward periods is available under
the tax law, including the use of tax planning strategies. When negative evidence (e.g., cumulative losses in recent
years, history of operating loss or tax credit carry forwards expiring unused) exists, more positive evidence than
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negative evidence will be necessary. At December 31, 2013, our net deferred tax assets were approximately $29.2
million.

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

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.

[19]
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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 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 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 FRB. 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 significant rule making efforts are still required to
fully implement all of its requirements, but it will likely materially increase our regulatory expenses.

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. Significantly, the
Dodd-Frank Act includes the following provisions that affect the Corporation and the Bank:

It established the CFPB, which directly regulates and supervises the Bank for compliance with the CFPB’s regulations
-and policies. The creation of the CFPB will directly impact the scope and cost of products and services offered to
consumers by the Bank and may have a significant effect on its financial performance.
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It revised the FDIC’s insurance assessment methodology so that premiums are assessed based upon the average
consolidated total assets of the Bank less tangible equity capital.
It permanently increased deposit insurance coverage to $250,000.

It authorized the FRB to set debit interchange fees in an amount that is “reasonable and proportional” to the costs
incurred by processors and card issuers. Under the final rule issued by the FRB, there is a cap of $0.21 per transaction
"(with a maximum of $.24 per transaction permitted if certain requirements are met). Implementation of these caps
went into effect on October 1, 2011.

It imposes proprietary trading restrictions on insured depository institutions and their holding companies that prohibit
-them from engaging in proprietary trading except in limited circumstances, and prevents them from owning equity
interests in excess of three percent (3%) of a bank’s Tier 1 capital in private equity and hedge funds.

Based on the text of the Dodd-Frank Act and the implementing regulations (both effective and yet-to-be-published), 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. Moreover, compliance obligations will expose us
to additional noncompliance risk and could divert management’s focus from the business of banking.

[20]
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The Consumer Financial Protection Bureau may 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. Moreover, the Bank will be supervised and examined by the CFPB for compliance with the
CFPB’s regulations and policies. As of the date of this annual report, the CFPB has not examined the Bank.

As discussed above, the CFPB recently issued several rules 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 will likely require 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.

We may be adversely affected by other recent legislation.

As discussed above, the GLB Act repealed restrictions on banks affiliating with securities firms and it also permitted
certain bank holding companies to become financial holding companies. Financial holding companies are permitted to
engage in a host of financial activities, and activities that are incidental to financial activities, that are not permitted for
bank holding companies who have not elected to become financial holding companies, including insurance and
securities underwriting and agency activities, merchant banking, and insurance company portfolio investment
activities. Although we are a financial holding company, this law may increase the competition we face from larger
banks and other companies, especially considering the fact that we have agreed with the FRB to not engage in
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additional financial holding company activities until the Bank is considered both “well capitalized” and “well managed”. It
is not possible to predict the full effect that the GLB Act will have on us.

The federal Sarbanes-Oxley Act of 2002 requires management of every publicly traded company to perform an annual
assessment of the company’s internal control over financial reporting and to report on whether the system is effective
as of the end of the company’s fiscal year. If our management were to discover and report significant deficiencies or
material weaknesses in our internal control over financial reporting, then the market value of our securities and
shareholder value could decline.

The USA Patriot Act requires certain financial institutions, such as the Bank, to maintain and prepare additional
records and reports that are designed to assist the government’s efforts to combat terrorism. This law includes
sweeping anti-money laundering and financial transparency laws and required additional regulations, including,
among other things, standards for verifying client identification when opening an account and rules to promote
cooperation among financial institutions, regulators and law enforcement entities in identifying parties that may be
involved in terrorism or money laundering. If we fail to comply with this law, we could be exposed to adverse
publicity as well as fines and penalties assessed by regulatory agencies.

Customer concern about deposit insurance may cause a decrease in deposits held at the Bank.

With increased concerns about bank failures, customers increasingly are concerned about the extent to which their
deposits are insured by the FDIC. Customers may withdraw deposits from the Bank in an effort to ensure that the
amount they have on deposit with us is fully insured. Decreases in deposits may adversely affect our funding costs and
net income.

[21]
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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 this case, our profitability would be adversely affected.

Recent rulemaking efforts by the FRB may negatively impact our non-interest income.

On November 12, 2009, the FRB announced the final rules amending Regulation E that prohibit financial institutions
from charging fees to consumers for paying overdrafts on automated teller machine and one-time debit card
transactions, unless a consumer consents, or opts-in, to the overdraft service for those types of transactions.
Compliance with this regulation is effective July 1, 2010 for new consumer accounts and August 15, 2010 for existing
consumer accounts. These new rules negatively impacted the Banks’ non-interest income in 2012 and 2013 and may
do the same in future periods.

In addition, the FRB has issued rules pursuant to the Dodd-Frank Act governing debit card interchange fees that apply
to institutions with greater than $10 billion in assets. Although we are not subject to these rules, market forces may
effectively require the Bank to adopt a debit card interchange fee structure that complies with these rules, in which
case our non-interest income for future periods could be materially and 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.
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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
financial liabilities associated with an environmental hazard could have a material adverse effect on our financial
condition and results of operations.

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.

[22]
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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.

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.

We may be unable to attract and/or retain key personnel because of our participation in the Troubled Asset
Relief Program Capital Purchase Program.

On January 30, 2009, the Corporation participated in the Troubled Asset Relief Program (“TARP”) Capital Purchase
Program (the “CPP”’) adopted by the U.S. Department of Treasury (“Treasury”) by selling 30,000 shares of its Fixed Rate
Cumulative Perpetual Preferred Stock, Series A (the “Series A Preferred Stock™) to Treasury and issuing a 10-year
common stock purchase warrant (the “Warrant”) to Treasury, for a total consideration of $30 million. As part of these
transactions, the Corporation adopted the Treasury’s standards for executive compensation and corporate governance

for the period during which the Treasury holds any shares of the Series A Preferred Stock and/or any shares of

common stock acquired upon exercise of the warrant. On February 17, 2009, the American Reinvestment and

Recovery Act of 2009 (the “Recovery Act”) was signed into law, which, among other things, imposed additional
executive compensation restrictions on institutions that participate in the TARP CPP for so long as any TARP CPP
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assistance remains outstanding. These restrictions include (i) a limitation on the types, timing and amounts of bonuses,
retention awards and incentive compensation that may be paid to certain employees and (ii) a prohibition against
making most severance payments to our “senior executive officers” (our Chairman and Chief Executive Officer and the
two next most highly compensated executive officers) and to our next five most highly compensated employees.

These restrictions, coupled with the competition we face from other institutions, including institutions that do not
participate in TARP, may make it more difficult for us to attract and/or retain exceptional key employees.

[23]
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Because First United Corporation has failed to make six quarterly dividend payments on the Series A
Preferred Stock, the holders thereof have the right to elect up to two additional directors to First United
Corporation’s Board of Directors.

The terms of the Series A Preferred Stock permit the Corporation to defer the payment of quarterly dividends, but, in
that case, undeclared dividends will continue to accrue and must be paid in full at the time the Corporation terminates
the dividend deferral. The terms further provide that whenever, at any time or times, dividends payable on the
outstanding shares of the Series A Preferred Stock have not been paid for an aggregate of six quarterly dividend
periods or more, whether or not consecutive, the authorized number of directors then constituting the Corporation’s
Board of Directors will automatically be increased by two, from 14 directors to 16 directors (based on the current
board structure). Thereafter, holders of the Series A Preferred Stock, together with holders of any outstanding stock
having voting rights similar to the Series A Preferred Stock, voting as a single class, will be entitled to fill the
vacancies created by the automatic increase by electing up to two additional directors (the “Preferred Stock Directors™)
at the next annual meeting (or at a special meeting called for the purpose of electing the Preferred Stock Directors
prior to the next annual meeting) and at each subsequent annual meeting until all accrued and unpaid dividends for all
past dividend periods have been paid in full. The Corporation currently does not have any outstanding stock with
voting rights on par with the Series A Preferred Stock. As discussed below, the Corporation has deferred the payment
of cash dividends on the Series A Preferred Stock for more than six quarterly dividend periods, since November 15,
2010. If the Treasury were to inform the Corporation that it intends to elect Preferred Stock Directors, then the holders
of the common stock would not be entitled to vote on the election of those Preferred Stock Directors.

Risks Relating to First United Corporation’s Securities

The shares of common stock, Series A Preferred Stock, and the Warrant are not insured.

The shares of the Corporation’s common stock, including the shares underlying the Warrant, the shares of its Series A
Preferred Stock, and the Warrant are not deposits and are not insured against loss by the FDIC or any other
governmental or private agency.

First United Corporation and the Bank have entered into informal agreements with their regulators that limit
their ability to pay dividends and make other distributions on outstanding securities.

The Corporation has entered into an informal agreement with the Federal Reserve Bank of Richmond (the “Reserve
Bank”) pursuant to which it agreed not to pay dividends on outstanding shares of its common stock or on outstanding
shares of its Series A Preferred Stock or make interest payments under the Corporation’s junior subordinated
debentures (“TPS Debentures”) underlying the trust preferred securities issued by the Trusts, or take any other action
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that reduces regulatory capital without the prior approval of the Reserve Bank. The Bank has entered into a similar
agreement with the FDIC and the Maryland Commissioner. These agreements give our regulators the ability to
prohibit a proposed dividend payment, or any other distribution with respect to outstanding securities, including the
repurchase of stock, at a time or times when applicable banking and corporate laws would otherwise permit such a
dividend or distribution. There is no requirement that our regulators take consistent approaches when exercising their
powers under these agreements. For example, even though the Reserve Bank might approve the payment of a
particular dividend, that dividend could be effectively prohibited by the FDIC and/or the Maryland Commissioner if
the Corporation intended to fund that dividend through a dividend by the Bank and the FDIC and/or the Maryland
Commissioner were to deny the Bank’s dividend request. Similarly, even though the FDIC and the Maryland
Commissioner might approve a dividend by the Bank to the Corporation, the Reserve Bank could prevent the
Corporation from using that dividend to make a distribution to the holders of its outstanding common stock, Series A
Preferred Stock, or outstanding TPS Debentures. These agreements increase the likelihood that we will realize the
other risks discussed below related to our ability to pay dividends and make other distributions.

The terms of the Series A Preferred Stock limit First United Corporation’s ability to pay dividends and make
other distributions on its common stock, and First United Corporation’s deferral of dividend payments under
the Series A Preferred Stock has triggered additional dividend restrictions.

The terms of the Series A Preferred Stock prohibit the Corporation from declaring or paying any dividends or making
other distributions on the outstanding shares of its common stock, and from repurchasing, redeeming or otherwise
acquiring shares of its common stock, if the Corporation is in arrears on any quarterly cash dividend due on the Series
A Preferred Stock. On November 15, 2010, at the request of the Reserve Bank, the Corporation elected to defer
regularly scheduled quarterly cash dividend payments under the Series A Preferred Stock, starting with the dividend
payment that was due on November 15, 2010. As a result, the Corporation is currently prohibited from declaring or
paying dividends on the outstanding shares of its common stock. The Corporation cannot predict when, or if, it will be
able to pay accrued and future dividends on the Series A Preferred Stock or, thus, the common stock.
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First United Corporation’s ability to pay dividends on its capital securities is also subject to the terms of the
outstanding TPS Debentures, which prohibit First United Corporation from paying dividends during an
interest deferral period.

In March 2004, the Corporation issued approximately $30.9 million of TPS Debentures to Trust I and Trust IT in
connection with the sales by those Trusts of $30.0 in mandatorily redeemable preferred capital securities to third party
investors. Between December 2009 and January 2010, the Corporation issued approximately $10.8 million of TPS
Debentures to Trust III in connection with the sale by Trust III of approximately $10.5 million in mandatorily
redeemable preferred capital securities to third party investors. 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 Debentu