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FIRST UNITED CORPORATION

March 23, 2007                        

To Our Shareholders:

On behalf of the Board of Directors and the whole First United Team, I cordially invite you to attend the Annual
Meeting of Shareholders to be held on Tuesday, April 24, 2007, at 3:00 p.m., at the Wisp at Deep Creek Mountain
Resort, McHenry, Maryland 21541. The notice of meeting and proxy statement accompanying this letter describe the
specific business to be acted upon.

In addition to the specific matters to be acted upon, there will be a report on the progress of your Corporation.

It is important that your shares be represented at the meeting. Whether or not you plan to attend in person, we would
ask that you mark, sign, date and promptly return the enclosed proxy in the envelope provided.

There will be a reception with light refreshments immediately following the meeting for all registered shareholders. I
look forward to seeing you there.

Sincerely
yours,

WILLIAM
B.
GRANT
Chairman
of the
Board &
Chief
Executive
Officer

P.O. Box 9 Oakland, MD 21550-0009 Telephone 888-692-2654
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FIRST UNITED CORPORATION
19 South Second Street

P.O. Box 9
Oakland, Maryland 21550-0009

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS

March 23, 2007        

To Shareholders of First United Corporation:

Notice is hereby given that the Annual Meeting of the Shareholders of First United Corporation (the “Corporation”) will
be held at the Wisp at Deep Creek Mountain Resort, McHenry, Maryland 21541. The meeting is scheduled for:

TUESDAY, APRIL 24, 2007, at 3:00 p.m.

The purposes of the meeting are:

1.To elect six (6) Class III Directors to serve until the 2010 Annual Meeting and until the election and qualification
of their successors.

2. To approve the First United Corporation Omnibus Equity Compensation Plan.

3. To transact such other business as may be properly brought before the meeting or any adjournment thereof.

WE HOPE THAT YOU WILL ATTEND THE MEETING. HOWEVER, WHETHER OR NOT YOU
CONTEMPLATE ATTENDING THE MEETING, PLEASE SIGN THE ENCLOSED PROXY CARD AND
RETURN IT PROMPTLY. IF YOU ATTEND THE MEETING, YOU MAY WITHDRAW YOUR PROXY
AND VOTE IN PERSON, IF YOU SO DESIRE. ALL SHAREHOLDERS OF RECORD AT THE CLOSE OF
BUSINESS ON FEBRUARY 9, 2007, ARE ENTITLED TO VOTE AT THIS MEETING.

Anyone acting as proxy agent for a shareholder must present a proxy properly executed by the shareholder authorizing
the agent in form and substance satisfactory to the judges of election, and otherwise in accordance with the
Corporation’s Amended and Restated Bylaws.

By order of the Board of Directors

ROBERT W. KURTZ
Secretary
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FIRST UNITED CORPORATION
19 South Second Street

P.O. Box 9
Oakland, Maryland 21550-0009

March 23, 2007

PROXY STATEMENT

The enclosed proxy is solicited by the Board of Directors of First United Corporation (the “Corporation”) in connection
with the Annual Meeting of Shareholders to be held on April 24, 2007, at 3:00 p.m. at the Wisp at Deep Creek
Mountain Resort, McHenry, Maryland 21541, and any adjournment or postponements thereof. The cost of soliciting
proxies will be borne by the Corporation. In addition to solicitation by mail, proxies may be solicited by officers,
Directors and regular employees of the Corporation personally or by telephone, telegraph or facsimile. No additional
remuneration will be paid to officers, Directors or regular employees who solicit proxies. The Corporation may
reimburse brokers, banks, custodians, nominees and other fiduciaries for their reasonable out-of-pocket expenses in
forwarding proxy materials to their principals. The approximate date on which this proxy statement and form of proxy
will be mailed to shareholders is March 23, 2007.

OUTSTANDING SHARES AND VOTING RIGHTS

Shareholders of record at the close of business on February 9, 2007 (the “Record Date”) of issued and outstanding
shares of the Corporation’s common stock, par value $.01 per share (“Common Stock”), are entitled to notice of and to
vote at the Annual Meeting. As of the Record Date, the number of issued and outstanding shares of Common Stock
entitled to vote is 6,146,443, each of which is entitled to one vote.

The presence, in person or by proxy, of stockholders entitled to cast a majority of all votes entitled to be cast at the
Annual Meeting shall constitute a quorum. All matters to be acted upon by shareholders are decided by a majority of
all votes cast at the Annual Meeting on that matter. The withholding of a vote for a Director nominee will constitute a
vote against that nominee. A broker non-vote with respect to the election of Directors will have no impact on the
outcome of that vote. Abstentions and broker non-votes with respect to any other matter will have no impact on the
outcome of the vote. A withheld vote, an abstention and a broker non-vote will all be counted for purposes of
determining whether a quorum is present for the transaction of business.

All properly executed proxies received pursuant to this solicitation will be voted as directed by the shareholder on the
proxy card. If no direction is given, the proxy will be voted FOR ALL NOMINEES named in Proposal 1, FOR
approval of the First United Corporation Omnibus Equity Compensation Plan discussed in Proposal 2, and in the
discretion of the proxies as to any other matters that may properly come before the meeting.

Please complete and sign the enclosed proxy and return it promptly to our transfer agent, Mellon Investor Services.
Your proxy may be revoked at any time prior to its use by signing and delivering another proxy bearing a later date or
by delivering written notice of the revocation to Robert W. Kurtz, Secretary, First United Corporation, P.O. Box 9,
Oakland, Maryland 21550-0009. Should you attend the meeting and desire to vote in person, you may withdraw your
proxy prior to its use by written request delivered to the Secretary of the Corporation at the meeting.

BENEFICIAL OWNERSHIP OF COMMON STOCK BY
PRINCIPAL SHAREHOLDERS AND MANAGEMENT
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The following table sets forth information as of the Record Date relating to the beneficial ownership of the Common
Stock by (i) each person or group known by the Corporation to own beneficially more than five percent (5%) of the
outstanding shares of Common Stock; (ii) each of the Corporation’s Directors, Director nominees and named executive
officers (as defined below under “REMUNERATION OF EXECUTIVE OFFICERS”); and (iii) all Directors, Director
nominees and executive officers of the Corporation as a group. Generally, a person “beneficially owns” shares if he or
she has or shares with others the right to vote those shares or to invest (or dispose of) those shares, or if he or she has
the right to acquire such voting or investment rights, within 60 days of the Record Date (such as by exercising stock
options or similar rights). Except as otherwise noted, the address of each person named below is the address of the
Corporation.

Edgar Filing: FIRST UNITED CORP/MD/ - Form DEF 14A

7



Common Stock Percent of
Beneficially Outstanding

Owned Common Stock
Directors, Nominees and Executive Officers:
David J. Beachy 6,627 (1) .11%
M. Kathryn Burkey 2,366 (2) .04%
Faye E. Cannon 2,122 .03%
Paul Cox, Jr. 1,908 .03%
William B. Grant 9,328 (3) .15%
Eugene D. Helbig, Jr. 2,867 (4) .05%
Raymond F. Hinkle 5,684 (5) .09%
Robert W. Kurtz 3,568 (6) .06%
Steven M. Lantz 1,576 (7) .03%
John W. McCullough 5,086 .08%
Elaine L. McDonald 5,396 (8) .09%
Donald E. Moran 135,164 (9) 2.20%
Karen F. Myers 8,503 (10) .14%
Carissa L. Rodeheaver 1,045 (11) .02%
Gary R. Ruddell 1,394 (12) .02%
I. Robert Rudy 31,727 (13) .51%
Richard G. Stanton 14,018 (14) .23%
Robert G. Stuck 3,395 .05%
H. Andrew Walls, III 50 .00%

Directors & Executive Officers as a Group (22 persons) 260,379 4.24%

5% Beneficial Owners:
Firstoak & Corporation 432,954 (15) 7.04%
P.O. Box 557
Oakland, Maryland 21550

(1) Includes 21 shares owned by spouse.
(2) Includes 239 shares owned by spouse.

(3)Includes 5,836 shares owned jointly with spouse, 200 shares owned by son, 11 shares owned by daughter, 2,425
shares held in a 401(k) plan account, 346 shares owned by spouse’s IRA, and 186 shares owned by spouse and
daughter.

(4)Includes 380 shares owned jointly with spouse, 275 shares owned by an IRA, and 2,212 shares held in a 401(k)
plan account.

(5) Includes 5,584 shares owned jointly with spouse.
(6) Includes 2,295 shares held in a 401(k) plan account.

(7)Includes 50 shares owned jointly with spouse, 5 shares owned by son and 1,130 shares held in a 401(k) plan
account.

(8)Includes 230 shares held by spouse’s IRA and includes 1,000 shares held by Grantor Trust of which Ms.
McDonald is trustee and beneficiary, which shares are pledged to secure a line of credit.

(9)Includes 86,593 shares owned by daughters over which Mr. Moran has shared investment discretion and 25,000
shares owned by spouse.

(10) Includes 1,000 shares held by Grantor Trust of which Ms. Myers is a beneficiary and trustee.
(11)Includes 240 shares held jointly with spouse, 15 shares held by spouse for benefit of a minor child and 790

shares held in a 401(k) plan account.
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(12) Includes 36 shares owned jointly with spouse.
(13) Includes 767 shares owned jointly with spouse, 5,775 shares owned by spouse, 3,828 shares owned by

daughters, 15,575 shares owned by I.R. Rudy’s, Inc. of which Mr. Rudy is owner.
(14) Includes 1,484 shares held in spouse’s IRA.

(15)Shares held in the name of Firstoak & Corporation, a nominee, are administered by the Trust Department of First
United Bank & Trust in a fiduciary capacity. Firstoak & Corporation disclaims beneficial ownership of such
shares.

-2-
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ELECTION OF DIRECTORS (PROPOSAL 1)

The number of Directors constituting the Board of Directors is currently set at 16. Directors are divided into three
classes, as nearly equal in number as possible, with respect to the time for which the Directors may hold office. Each
Director is elected to hold office for a term of three years, and the terms of one class of Directors expire each year.
The terms of Class III Directors expire this year, the terms of Class I Directors expire in 2008, and the term of Class II
Directors expire in 2009. In all cases, Directors are elected until their successors are duly elected and qualify.

Stockholders are being asked to vote for a total of six (6) Director nominees at this year’s Annual Meeting. Each of the
current Class III Directors is standing for re-election. Except for H. Andrew Walls, III, all Class III Directors were
previously elected by shareholders. Mr. Walls was elected in October 2006 by the Board as permitted in the
Corporation’s Bylaws after being recommended by a non-management Director.

No Director or nominee holds any directorship in any other public company. All current Directors and Director
nominees serve on the board of directors of First United Bank & Trust, the Corporation’s wholly-owned subsidiary
(the “Bank”). The Corporation’s Chief Executive Officer (“CEO”) is a Class I Director, and the Corporation’s President and
Chief Risk Officer (“CRO”) is a Class II Director.

The following tables provide information about the Director nominees, including their ages as of the Record Date,
their principal occupations and business experience, and certain other information. In the event a nominee declines or
is unable to serve as a Director, which is not anticipated, the proxies will vote in their discretion with respect to a
substitute nominee named by the Board.

Nominees for Class III (term expires in 2010):

Occupation Director
Name Age During Past Five Years Since

M. Kathryn Burkey 56 Certified Public Accountant, Owner, 2005
M. Kathryn Burkey, CPA

Karen F. Myers 55 President, Mountaineer Log & Siding Co., Inc. 1991
President, Recreational Industries Inc.;
Member, DC Development LLC;
Real Estate Broker, Wisp Resort
Development, Inc.

I. Robert Rudy 54 President, Rudy’s Inc., 1992
Retail Apparel and Sporting Goods.

Richard G. Stanton 67 Retired. Served as Chairman, President 1985
and Chief Executive Officer of First United
Corporation and First United Bank & Trust
until 1996.

Robert G. Stuck 60 Vice President, Oakview Motors, Inc. - Retired. 1995
Realtor, Long & Foster Real Estate, Inc.

H. Andrew Walls, III 46 President, Morgantown Printing & Binding; 2006
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Member, MEGBA, LLC.

THE BOARD OF DIRECTORS RECOMMENDS THAT SHAREHOLDERS VOTE FOR ALL NOMINEES.

-3-
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Information about the Directors whose terms do not expire in 2007, including their ages as of the Record Date, and
their principal occupations and business experience for the past five years is listed in the tables below.

Class I Directors (term expires in 2008):

Occupation Director

Name Age
During Past
Five Years Since

David J.
Beachy

66 Fred E.
Beachy
Lumber Co.,
Inc. 1985
Building
Supplies -
Retired.

Faye E.
Cannon

57 Consultant,
Director of
Dan Ryan
Builders,
Inc; 2004
Former
Chief
Executive
Officer and
President
of F & M
Bancorp,
Frederick,
Maryland -
Retired.

Paul Cox, Jr. 67 Owner,
Professional
Tax Service. 1993

William B.
Grant

53 Chairman of
the Board,
CEO 1995
First United
Corporation
and
First United
Bank &
Trust.

John W.
McCullough

57 Certified
Public

2004
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Accountant.
Retired in
1999
as Partner of
Ernst &
Young, LLP.

Class II Directors (term expires in 2009):

Occupation Director

Name Age
During Past
Five Years Since

Raymond
F. Hinkle

70 Tax
Consultant. 1996

Robert W.
Kurtz

60 President,
CRO,
Secretary,
and
Treasurer, 1990
First United
Corporation
and
First United
Bank &
Trust.

Elaine L.
McDonald

58 Realtor,
Long &
Foster
Realtors. 1995

Donald E.
Moran

76 Acting
President,
General
Manager,
Secretary 1988
and
Treasurer,
Moran Coal
Corporation.

Gary R.
Ruddell

58 President,
Hobby
House Press,
Inc., dba 2004
Total Biz
Fulfillment,
provides
business
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services;
Member,
Gary R.
Ruddell
LLC,
commercial
real estate;
Member,
MSG
Glendale
Properties
LLC,
residential
real
estate;
Secretary,
and
Treasurer
Hansa Toys
USA, Inc.

Family Relationships Among Directors, Nominees and Executive Officers

Director nominee I. Robert Rudy and Senior Vice President Jeannette R. Fitzwater are siblings.

Committees of the Board of Directors

The Board of Directors has an Audit Committee, an Asset and Liability Management Committee, an Executive
Committee, a Strategic Planning Committee, a Compensation Committee, and a Nominating and Governance
Committee (the “Nominating Committee”).These committees are discussed below.

-4-
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Audit Committee - The Audit Committee is established pursuant to Section 3(a)(58)(A) of the Securities Exchange Act
of 1934, as amended (the “Exchange Act”), and consists of David J. Beachy, M. Kathryn Burkey, Faye E. Cannon, Paul
Cox, Jr., Raymond F. Hinkle, John W. McCullough, Richard G. Stanton, and Robert G. Stuck. Ms. Faye E. Cannon
was appointed to the Committee in June 2006. The committee is responsible for the hiring, compensation and
oversight of the Corporation’s independent auditors, and it also assists the Board in monitoring the integrity of the
financial statements, in monitoring the performance of the Corporation’s internal audit function, and in monitoring the
Corporation’s compliance with legal and regulatory requirements. The Board has determined that all audit committee
members are financially literate and that Ms. Burkey, Ms. Cannon, and Messrs. McCullough and Stanton each qualify
as an “audit committee financial expert” as that term is defined by Item 401(h) of the SEC’s Regulation S-K. This
committee met nine times in 2006, with three meetings called for the purpose of reviewing and approving loans from
the Bank to insiders in fulfillment of the Audit Committee’s duties under Nasdaq Rule 4350(h). The Board of Directors
has adopted a written charter for the Audit Committee, a copy of which was attached as Appendix A to the definitive
proxy statement filed in respect of the 2005 Annual Meeting of Shareholders. A copy of the charter is also available
on the Corporation’s website at www.mybankfirstunited.com.

Asset and Liability Management Committee - The Asset and Liability Management Committee consists of David J.
Beachy, Paul Cox, Jr., William B. Grant, Raymond F. Hinkle, Robert W. Kurtz, John W. McCullough, Elaine L.
McDonald, Gary R. Ruddell, I. Robert Rudy, Richard G. Stanton, and Robert G. Stuck. The committee reviews and
recommends changes to the Corporation’s Asset and Liability, Investment, Liquidity, and Capital Plans. This
committee met three times in 2006.

Executive Committee - The Executive Committee consists of Paul Cox, Jr., William B. Grant, Robert W. Kurtz,
Donald E. Moran, I. Robert Rudy, Richard G. Stanton, and Robert G. Stuck. The committee is responsible for
reviewing and recommending changes to the Corporation’s Insurance Program, overseeing compliance with the
Corporation’s Bylaws and Articles of Incorporation, monitoring the performance of the Corporation and its
subsidiaries, and recommending changes to the personnel policies of the Corporation and of its subsidiaries. The
Executive Committee is empowered to act on behalf of the full Board between meetings of the Board. This committee
met two times in 2006.

Strategic Planning Committee - The Strategic Planning Committee consists of Faye E. Cannon, Paul Cox, Jr., William
B. Grant, Raymond F. Hinkle, Robert W. Kurtz, Elaine L. McDonald, Donald E. Moran, Gary R. Ruddell, I. Robert
Rudy, and Richard G. Stanton. The committee focuses on long-term planning to insure that management’s decisions
take into account the future operating environment, the development of corporate statements of policy, and review of
management’s internal and external information and communications systems. This committee did not meet in 2006.

Compensation Committee - The Compensation Committee, which met six times in 2006, consists of M. Kathryn
Burkey, Faye E. Cannon, Raymond F. Hinkle, Elaine L. McDonald, Richard G. Stanton, and Robert G. Stuck. The
committee is responsible for recommending to the Board a compensation policy for the executive officers and
directors of the Corporation and its subsidiaries, overseeing the Corporation’s various compensation plans, and
recommending changes for executive and director compensation. The committee determines executive compensation
pursuant to the principles discussed below under “Compensation Disclosure and Analysis” and determines director
compensation by reviewing peer group comparison reports prepared by compensation consultants. The Board passes
on and, where appropriate, approves or ratifies all committee recommendations. The Compensation Committee has
adopted a written charter, a copy of which is attached as Appendix A to this definitive proxy statement. A copy of the
charter is also available on the Corporation’s website at www.mybankfirstunited.com.

Nominating and Governance Committee - The Nominating Committee consists of David J. Beachy, M. Kathryn
Burkey, Faye E. Cannon, Paul Cox, Jr., John W. McCullough, Elaine L. McDonald, Donald E. Moran, and Richard G.
Stanton. Ms. Faye E. Cannon was appointed to the Committee in May 2006. The committee is responsible for
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developing qualification criteria for Directors, reviewing Director candidates recommended by shareholders (see
“Director Recommendations and Nominations” below), actively seeking, interviewing and screening individuals
qualified to become Directors, recommending to the Board those candidates who should be nominated to serve as
Directors, and developing and recommending to the Board the Corporate Governance Guidelines applicable to the
Corporation and its subsidiaries. This Committee met one time in 2006. The Nominating Committee has a written
charter, a copy of which was attached as Appendix B to the definitive proxy statement filed in respect of the 2005
Annual Meeting of Shareholders. A copy of the charter is also available on the Corporation’s website at
www.mybankfirstunited.com.

-5-

Edgar Filing: FIRST UNITED CORP/MD/ - Form DEF 14A

16



Director Independence

Pursuant to Rule 4350(c) of The Nasdaq Stock Market’s listing standards (the “Nasdaq Listing Standards”), a majority of
the Corporation’s Directors must be “independent directors” as that term is defined by Nasdaq Listing Standards Rule
4200(a)(15). The Corporation’s Board of Directors has determined that David J. Beachy, M. Kathryn Burkey, Faye E.
Cannon, Paul Cox, Jr., Raymond F. Hinkle, John W. McCullough, Elaine L. McDonald, Donald E. Moran, Karen F.
Myers, Gary R. Ruddell, Richard G. Stanton, Robert G. Stuck, and H. Andrew Walls, III, are “independent directors”,
and these independent Directors constitute a majority of the Corporation’s Board of Directors. The members of the
Compensation Committee and of the Nominating Committee are each an “independent director”. Each member of the
Audit Committee satisfies the independence requirements of Rule 4350(d)(2) of the Nasdaq Listing Standards. In
making these independence determinations, the Board, in addition to the transactions described below under
“CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS”,considered the following categories of
transactions : for Ms. Burkey, the Bank’s purchase of goods from an affiliated retailer; and for Ms. Myers, the
Corporation’s rental of meeting space and purchase of food products in connection with training seminars, the 2006
Annual Meeting of Shareholders, and the Corporation’s annual holiday party from an affiliated facility, and the
purchase of phone services from an affiliated provider.

Director Compensation

The following table provides information about compensation paid to or earned by the Corporation’s Directors during
2006 who were not named executive officers (as defined below). Messrs. Grant and Kurtz do not receive director
compensation.

DIRECTOR COMPENSATION

Name

Fees earned or
paid in cash

($)

Change in
pension

value and
nonqualified

deferred
compensation

earnings
($)

All other
compensation

($)(1)
Total

($)
David J. Beachy $ 25,800 -- -- $ 25,800
M. Kathryn Burkey 23,800 -- $ 400 24,200
Faye E. Cannon 25,000 -- 600 25,600
Paul Cox, Jr. 26,400 -- 750 27,150
Raymond F. Hinkle 23,800 -- 550 24,350
John W. McCullough 27,500 -- -- 27,500
Elaine L. McDonald 29,038 -- -- 29,038
Donald E. Moran 19,138 -- 225 19,363
Karen F. Myers 19,800 -- -- 19,800
Gary R. Ruddell 22,800 -- -- 22,800
I. Robert Rudy 22,200 -- -- 22,200
Richard G. Stanton 27,138 -- -- 27,138
Robert G. Stuck 26,200 -- -- 26,200
H. Andrew Walls, III 9,383 -- 50 9,433
(1) Certain Directors are required to travel significantly greater distances than others to attend Board and committee
meetings. The amounts shown include a travel allowance paid to these Directors.
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Corporation Director Compensation

Directors who are not employees of the Corporation or the Bank receive $400 for attending each meeting of the
Corporation’s Board and $200 for attending each meeting of a committee on which the director serves. Outside
Directors also receive an annual retainer fee of $10,000. The Chairperson of each of the Audit Committee (Mr.
McCullough), Compensation Committee (Ms. McDonald) and Nominating Committee (Mr. Moran) receives an
additional annual retainer of $2,500. Effective May 1, 2007, the annual retainer fee will increase to $11,000, the fee
for attending an Audit or Compensation Committee meeting will increase to $400, and $300 will be paid for
attendance at all other committee meetings.

All directors of the Corporation and its subsidiaries are permitted to participate in the Corporation’s non-qualified
Executive and Director Deferred Compensation Plan (the “Deferred Compensation Plan”). A discussion of the material
terms of the Deferred Compensation Plan follows the table entitled “Non-Qualified Deferred Compensation” that
appears below in the section entitled “REMUNERATION OF EXECUTIVE OFFICERS”.

Bank Director Compensation

All Directors also serve on the Board of Directors of the Bank. Outside Directors of the Bank receive $400 for
attending each meeting of the Bank’s Board and $200 for attending each meeting of a Board committee on which the
Director serves. Effective May 1, 2007, the fee for attending a committee meeting will increase to $300.

Attendance at Board Meetings

The Board of Directors held ten Board meetings in 2006. Each Director who served as such during 2006 attended at
least 75% of the aggregate of (i) the total number of meetings of the Board of Directors (held during the period
served) and (ii) the total number of meetings held by all committees of the Board on which that person served (held
during the period served).

Director Recommendations and Nominations

The Nominating Committee will from time to time review and consider candidates recommended by shareholders.
Shareholder recommendations should be labeled “Recommendation of Director Candidate” and be submitted in writing
to: Robert W. Kurtz, Corporate Secretary, First United Corporation, P.O. Box 9, Oakland, Maryland 21550; and must
specify (i) the recommending shareholder’s contact information, (ii) the class and number of shares of the Corporation’s
capital stock beneficially owned by the recommending shareholder, (iii) the name, address and credentials of the
candidate for nomination, (v) the number of shares of the Corporation’s capital stock beneficially owned by the
candidate; and (iv) the candidate’s written consent to be considered as a candidate. Such recommendation must be
received by the Corporate Secretary no less than 150 days nor more than 180 days before the date of the Annual
Meeting of Shareholders for which the candidate is being recommended. For purposes of this requirement, the date of
the meeting shall be deemed to be on the same day and month as the Annual Meeting of Shareholders for the
preceding year.

Candidates may come to the attention of the Nominating Committee from current Directors, executive officers,
shareholders, or other persons. The Nominating Committee periodically reviews its list of candidates available to fill
Board vacancies and researches the talent, skills, expertise, and general background of these candidates. In evaluating
candidates for nomination, the Nominating Committee uses a variety of methods and regularly assesses the size of the
Board, whether any vacancies are expected due to retirement or otherwise, and the need for particular expertise on the
Board.
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In 2003, the Corporation created an “advisory council” consisting of local business owners in each of the geographic
regions that we serve. The primary purpose of the advisory council is to tap the knowledge and experience of the
advisory council members to better market in, expand into and serve our market areas. From time to time, promising
Director candidates come to the attention of the Nominating Committee through their service on the advisory council,
although such service is not a requirement of being considered for nomination. A person is typically appointed to the
advisory council by the Board after being nominated by a Director, a member of our management team, or another
advisory council member.

Whether recommended by a shareholder or another third party, or recommended independently by the Nominating
Committee, a candidate will be selected for nomination based on his or her talents and the needs of the Board. The
Nominating Committee’s goal in selecting nominees is to identify persons that possess complimentary skills and that
can work well together with existing Board members at the highest level of integrity and effectiveness. A candidate,
whether recommended by a Corporation shareholder or otherwise, will not be considered for nomination unless he or
she maintains strong professional and personal ethics and values, has relevant management experience, and is
committed to enhancing financial performance. Certain Board positions, such as Audit Committee membership, may
require other special skills, expertise or independence from the Corporation.

-7-
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It should be noted that a shareholder recommendation is not a nomination, and there is no guarantee that a candidate
recommended by a shareholder will be approved by the Nominating Committee or nominated by the Board of
Directors. A shareholder who is entitled to vote for the election of Directors and who desires to nominate a candidate
for election to be voted on at a Meeting of Shareholders may do so only in accordance with Article II, Section 4, of the
Corporation’s Amended and Restated Bylaws, which provides that a shareholder may nominate a Director candidate
by written notice to the Chairman of the Board or the President not less than 150 days nor more than 180 days prior to
the date of the meeting of shareholders called for the election of Directors which, for purposes of this requirement,
shall be deemed to be on the same day and month as the Annual Meeting of Shareholders for the preceding year. Such
notice shall contain the following information to the extent known by the notifying shareholder: (a) the name and
address of each proposed nominee; (b) the principal occupation of each proposed nominee; (c) the number of shares of
capital stock of the Corporation owned by each proposed nominee; (d) the name and residence address of the
notifying shareholder; (e) the number of shares of capital stock of the Corporation owned by the notifying
shareholder; (f) the consent in writing of the proposed nominee as to the proposed nominee’s name being placed in
nomination for Director; and (g) all information relating to such proposed nominee that would be required to be
disclosed by Regulation 14A under the Exchange Act and Rule 14a-11 promulgated thereunder, assuming such
provisions would be applicable to the solicitation of proxies for such proposed nominee.

Shareholder Communications with the Board of Directors

Shareholders may communicate with the Board of Directors, including the outside Directors, by sending a letter to
First United Corporation Board of Directors, c/o Robert W. Kurtz, Corporate Secretary, First United Corporation, P.O.
Box 9, Oakland, Maryland, 21550. The Corporate Secretary will deliver all shareholder communications directly to
the Board of Directors.

The Corporation believes that the Annual Meeting of Shareholders is an opportunity for shareholders to communicate
directly with Directors and, accordingly, expects that all Directors will attend each Annual Meeting of Shareholders. If
you would like an opportunity to discuss issues directly with our Directors, please consider attending this year’s
Annual Meeting of Shareholders. The 2006 Annual Meeting of Shareholders was attended by 13 persons who served
on the Board of Directors as of the date of that meeting.

-8-
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AUDIT COMMITTEE REPORT

The Audit Committee has (i) reviewed and discussed the Corporation’s consolidated audited financial statements for
the year ended December 31, 2006, with Corporation management; (ii) discussed with bmc, the Corporation’s
independent auditors, all matters required to be discussed by SAS 61 (Codification of Statements on Auditing
Standards, AU § 380), as modified or supplemented; and (iii) received the written disclosures and the letter from bmc
required by Independence Standards Board Standard No. 1 (Independence Standards Board Standard No. 1,
Independence Discussions with Audit Committees), as modified or supplemented, and has discussed with the auditors
the auditors’ independence. The Committee meets with the internal and independent auditors, with and without
management present, to discuss the overall scope and plans for their respective audits, the results of their
examinations, their evaluations of the Corporation’s internal controls, and the overall quality of the Corporation’s
financial reporting. Based on these reviews and discussions, the Audit Committee recommended to the Board of
Directors that the consolidated audited financial statements for the year ended December 31, 2006, be included in the
Corporation’s Annual Report on Form 10-K for the year ended December 31, 2006.

By: AUDIT COMMITTEE

David J. Beachy
M. Kathryn Burkey
Faye E. Cannon
Paul Cox, Jr.
Raymond F. Hinkle
John W. McCullough
Richard G. Stanton
Robert G. Stuck

EXECUTIVE OFFICERS

Information about the Corporation’s executive officers is set forth below. All officers are elected annually by the Board
of Directors and hold office at its pleasure. Unless indicated otherwise, officers serve in the same capacities for the
Corporation and the Bank.

William B. Grant, age 53, serves as Chairman of the Board and CEO. Mr. Grant has been Chairman of the Board and
CEO since 1996. Prior to holding these positions, he served as Secretary and Executive Vice President.

Robert W. Kurtz, age 60, serves as a Director and as the President, CRO, Secretary, and Treasurer. Mr. Kurtz has been
a Director since 1990 and has served as President, Secretary, and Treasurer since 1997. Mr. Kurtz served as Chief
Financial Officer (“CFO”) from 1997 to December 31, 2005. Prior to holding these positions, he served as Chief
Operating Officer and Executive Vice President.

Jeannette R. Fitzwater, age 46, serves as Senior Vice President and Director of Human Resources. Ms. Fitzwater was
appointed to these positions in 1997. Prior to this time, she served as First Vice President, Director of Marketing, and
Regional Sales Manager of the Bank.

Eugene D. Helbig, Jr., age 54, serves as Senior Vice President and Senior Trust Officer. Mr. Helbig was appointed
Senior Vice President in 1997 and Senior Trust Officer in 1993. Prior to serving in these capacities, he served as First
Vice President of the Bank.
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Steven M. Lantz, age 50, serves as Senior Vice President and Director of Lending. Mr. Lantz was appointed to these
positions in 1997. Prior to this time, he served as First Vice President and Commercial Services Manager of the Bank.

Robin M. Murray, age 48, serves as Senior Vice President and Director of Retail Banking. Ms. Murray was appointed
to this position in 2006. From 1997 until 2006, she served as the Bank’s Vice President & Director of Marketing and
Retail Sales and Marketing Retail Service Manager.

Carissa L. Rodeheaver, age 40, serves as Senior Vice President and CFO. Ms. Rodeheaver, who is a Certified Public
Accountant and Certified Financial Planner, was appointed to these positions on January 1, 2006. Prior to this time,
Ms. Rodeheaver served as Vice President and Trust Department Sales Manager of the Bank from 2000 to 2004 and
Vice President and Assistant Chief Financial Officer of the Corporation from 2004 to December 31, 2005.

-9-
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Frederick A. Thayer, IV, age 48, serves as Senior Vice President and Director of Marketing and Strategic Planning.
Mr. Thayer was appointed to this position in 2006. Prior to this time, as Senior Vice President, Director of Sales, and
CRA Officer, First Vice President, Regional Executive Officer and Regional Sales Manager of the Bank.

COMPENSATION DISCLOSURE AND ANALYSIS

Both the Corporation and the Bank maintain various compensation plans and arrangements for their respective
employees. All of the Corporation’s executive officers are also executive officers of the Bank. Where appropriate,
these plans and arrangements are structured to apply to employees of the consolidated group. As used in the
discussion that follows, the terms “we”, “us”, and “our” refer to First United Corporation and its consolidated subsidiaries
unless the context clearly requires otherwise.

Overview of Compensation Philosophy and Objectives

The Compensation Committee of the Corporation’s Board of Directors, composed of a minimum of three independent
Directors, administers our executive compensation program. The Compensation Committee is appointed each year by
the Corporation’s Board, considering the recommendation of the Nominating and Governance Committee, and further
considering the views of the Chairman of the Board and the CEO, as appropriate. The role of the Compensation
Committee is to oversee our compensation and benefit plans and policies, administer our cash-based incentive and
equity-based plans, and annually review and recommend for approval by the Board all compensation decisions
relating to appointed officers, including those relating to the Chairman and CEO, the CFO, and the other named
executive officers. The Compensation Committee submits its decisions regarding compensation to the independent
Directors of the Board for approval or ratification.

The Committee recognizes the importance of maintaining sound principles for the development and administration of
compensation and benefit programs, and has taken steps to significantly enhance the Committee’s ability to effectively
carry out its responsibilities as well as ensure that the Company maintains strong links between executive pay and
performance. Examples of procedures and actions that the Committee has recently implemented or taken include:

·Initiated a practice of holding executive sessions (without Company management present) at Compensation
Committee meetings;

· Hired an independent compensation consultant to advise on executive compensation issues;
· Realigned compensation structures based on targeting median competitive pay;

· Established a peer group for performance comparisons;
· Established annual reviews for the named executive officers;

·Approved the Omnibus Equity Compensation Plan (the “Omnibus Plan”) to be submitted to shareholders for approval
at the 2007 annual meeting;

· Established change-in-control agreements with members of executive management; and
·Initiated a review of the Supplemental Executive Retirement Plan to ensure compatibility with the change-in-control
agreements.

Compensation Committee Charter

The Compensation Committee’s charter dictates the authority and responsibility of the Compensation Committee. The
charter requires the Compensation Committee to annually review and assess the adequacy of the charter and
recommend any proposed changes to the Board for approval.

Edgar Filing: FIRST UNITED CORP/MD/ - Form DEF 14A

24



-10-

Edgar Filing: FIRST UNITED CORP/MD/ - Form DEF 14A

25



Relationship Between Our Performance and Executive Compensation

The Committee believes that the compensation paid to executive officers should be closely tied to our performance on
both a short-term and long-term basis, and that such compensation should assist us in attracting and retaining key
executives critical to our long-term success. Accordingly, compensation is structured to ensure that a significant
portion of compensation opportunity will be directly related to enhancing our overall financial performance.

Elements of 2006 Executive Compensation

In 2006, annual compensation for our named executive officers consisted of base salary, cash bonus (Executive Pay
for Performance Plan), matching and discretionary payments under the Bank’s 401(k) Profit Sharing Plan, participation
in the Bank’s Supplemental Executive Retirement Plan (“SERP”), benefits related to bank-owned life insurance (“BOLI”)
polices, group term life insurance coverage, and health and disability insurance. We also maintain a Deferred
Compensation Plan. The material terms of each form of compensation (other than group term life insurance and health
and disability coverage) paid to our named executive officers are discussed in detail below under “REMUNERATION
OF EXECUTIVE OFFICERS”.

Salary - Executive salaries are evaluated periodically by the Compensation Committee and are based upon an array of
qualitative factors including functional area management, management of regulatory and legal challenges, adherence
to compliance and internal controls, contribution to our overall financial results, and leadership development In
addition, a compensation study is completed each year to compare our executive salaries to the median salaries of a
peer group consisting of financial institutions of similar size and within a designated geographic area. The
Compensation Committee also considers recommendations from the Chairman and CEO regarding total compensation
for those executives reporting directly to him. Management provides to the Compensation Committee historical and
prospective breakdowns of the total compensation components for each executive officer. It is the Compensation
Committee’s intention to set executive salaries at levels sufficient to attract and retain a strong motivated leadership
team.

Executive Pay for Performance - Cash bonus awards to executives, payable under the Executive Pay for Performance
Plan, are based solely on our financial performance. The Executive Pay for Performance award is structured as a
percentage of base salary and is awarded upon our achievement of the financial goals related to return on shareholder’s
equity, earnings per share, and the efficiency ratio. These goals are established at the start of each year by the
Compensation Committee, and approved by the Board of Directors. Both a target and a maximum payout are
established. Executive officers are not entitled to any minimum payout. The target payout is awarded if we meet the
target goal. The maximum benefit is awarded if we meet or exceed 102% of the target goal. Each November, the
Compensation Committee reviews our projected performance for the year and makes a determination, after meeting
with management, as to whether awards under the Executive Pay for Performance Plan are payable for the year. If so,
payments are made during the first quarter of the following year.

401(k) Profit Sharing Plan - In furtherance of our belief that every employee should have the ability to accrue
valuable retirement benefits, the Bank adopted the 401(k) Profit Sharing Plan, which is available to all employees,
including executive officers, so long as they were employed on December 31st of each plan year and have completed
at least one year of service to the Corporation. In addition to contributions by participants, the plan contemplates
employer matching and discretionary contributions to the accounts of participants. We believe that matching
contributions encourages employees to participate and thereby plan for their post-retirement financial future. The
Bank will make a matching contribution equal to 50% of the amount of the salary reduction elected by the employee,
up to 6%. This match is available to all employees immediately upon entering the plan on the first day of the month
following the completion of 30 days of employment. An employer discretionary basic contribution of 0.5% of total
annual gross pay can be contributed annually by the Bank to non-highly compensated employees (as defined in the
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plan). The employee must be a plan participant and be actively employed on the last day of the plan year to share in
this basic plan contribution. A discretionary taxable cash payment of 0.5% of total annual gross pay is paid to the
highly compensated employees (as defined in the plan) if the basic contribution is awarded to the non-highly
compensated employees. This cash payment is not made pursuant to the 401(k) Profit Sharing Plan, but it is tied to the
plan in that it is made only if the basic contribution is made. Each of the named executive officers was a highly
compensated employee in 2006.

Pension Plan - We believe that every employee should share in the Bank’s success and have the ability to accrue
valuable retirement benefits. All employees are eligible to participate in the Bank’s Pension Plan, which is a qualified
defined benefit plan upon completion of one year of service and the attainment of the age of 21. Retirement benefits
are determined using an actuarial formula that takes into account years of service and average compensation.

-11-
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SERP - The Bank adopted the SERP to help our executives reach reasonable retirement goals. The SERP recognizes
the value that our executives bring to the organization and rewards them for their long-term service commitments. The
participant’s normal retirement SERP benefit is equal to 2.5% of his or her Final Pay for each year of service through
age 60 (up to a maximum of 24 years) plus 1% of Final Pay for each year of service after age 60 (up to a maximum of
5 years, for a total benefit equal to 65% of Final Pay). Each of the named executive officers has been credited with 24
years of service, regardless of actual years of service, to minimize certain income taxes imposed under Section 280G
of the Internal Revenue Code of 1986, as amended (the “Code”) that could arise in connection with the Change in
Control Severance Plan (the “Severance Plan”) that was adopted by the Corporation in February 2007. For purposes of
the SERP, “Final Pay” means a participant’s annual salary for the year in which a Separation from Service (as defined in
the SERP) occurs plus the greater of (i) the maximum targeted cash bonus for that year or (ii) the actual cash bonus
paid for the year immediately preceding the year in which the Separation from Service occurred. SERP benefits are
paid only to the extent the accrued benefit exceeds the accrued benefit payable under the Pension Plan and are offset
by 50% of any social security benefits received by the participant. If the participant dies prior to retirement, the SERP
benefit will additionally be reduced by the amount of any death benefit payable to the participant’s designated
beneficiaries under the Bank’s BOLI benefits plan. The SERP and BOLI benefits program were drafted such that in no
event will the sum of the SERP benefit paid upon death and the benefits paid under the BOLI benefits program exceed
the normal retirement SERP benefit earned to date of death. We believe that the SERP is an essential piece of a
competitive and attractive executive benefits package.

BOLI - The Bank purchased policies of BOLI, which are insurance policies on the lives of our officers, to help offset
the costs of providing benefits under all benefit plans and arrangements. The Bank is the sole owner of these BOLI
policies, has all rights with respect to the cash surrender values of these BOLI policies, and is the sole death
beneficiary under these BOLI policies. Because we believe that it is important to reward our officers for their loyalty
and service, we have agreed to assign a portion of the cash benefits payable under these BOLI policies to their estates
in the event they die while employed. The BOLI benefit for each of the Bank’s executive officer, all of whom are
executive officers of the Corporation, is the present value of the projected SERP benefit at normal retirement age (as
defined in the plan) reduced by the participant’s projected income tax on that benefit. For non-executive officers, the
benefit is $25,000.

The BOLI benefits program and the SERP were adopted several years ago after consultation with Charon Planning, a
compensation consultant hired by the Board of Directors. Although management was involved in the consultative
process, major decisions with respect to these plans, including the decision to adopt and implement them, were made
by the Board of Directors.

Deferred Compensation Plan-Each of our Directors and those executives selected by the Compensation Committee
are permitted to participate in the Deferred Compensation Plan. In addition to director and employee deferrals, the
Deferred Compensation Plan contemplates discretionary employer contributions to a participant’s account. We have
never used this feature of the plan by making discretionary contributions.

Selection of Amounts and/or Formulas for Components of 2006 Compensation

Each executive’s current and prior compensation was considered in setting compensation for 2006. Base compensation
is generally targeted to recognize each executive officer’s value, performance and historical contributions to our
success in light of salary standards in the marketplace. In addition, we reviewed the compensation practices of our
competitors, and to some extent, our compensation plan was based on the marketplace and the entities with which we
compete for executives. The elements of our plan are very similar to the elements used by many financial institutions.

For 2006, the Corporation made the basic contribution to non-highly compensated employees under the 401(k) Profit
Sharing Plan, so it also made the discretionary cash bonus awards to each of the named executive officers. The 2006
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targeted financial goals under our Executive Pay for Performance Plan were as follows: return on shareholder’s equity
of 13.18%; earnings per share of $2.11; and an efficiency ratio of 63.05%; These goals were chosen based upon
growth levels determined in our strategic planning process, taking into considering that we are currently in an
expansion mode. The Compensation Committee chose 102% of target as the maximum award payout threshold
because it believed this figure would encourage strong annual performance without significantly sacrificing future
earnings. The following table shows the percentage of base salary payable in 2006 as a bonus to each of the named
executive officers for achievement of the target and maximum goals:
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Target % Maximum %
William B. Grant 40% 50%
Robert W. Kurtz 30% 37.5%
Carissa L. Rodeheaver 20% 25%
Steven M. Lantz 20% 25%
Eugene D. Helbig 20% 25%

These percentages of salary were chosen based on the position held by each executive and comparable total
compensation packages for similar positions within our peer group. Forty percent of the bonus is allocable to
achievement of the goal for return on stockholders’ equity, 40% is allocable to achievement of the goal for earnings per
share, and the remaining 20% is allocable to achievement of the goal for efficiency ratio, and the bonus can be paid in
part or in whole, depending upon which and to what extent goals are achieved.

We chose not to make any discretionary profit sharing contributions or payments in 2006 under the 401(k) Profit
Sharing Plan because the 2006 financial goals established through our strategic planning process were not achieved.

We chose to calculate SERP benefits at the rate of 2.5% of Final Pay, set a target SERP benefit of 60% and set a
maximum SERP benefit of 65% of Final Pay to provide competitive retirement benefits and to encourage long and
faithful service. We designed the SERP primarily to supplement benefits payable under the Pension Plan and, as such,
we felt that it would be most appropriate to measure SERP benefits using an actuarial formula (i.e., years of service
and final pay) similar to that used under the Pension Plan. We excluded the SERP benefits payable to Mr. Grant from
the Section 280G limitation in recognition of his importance to our organization and the fact that the risk that he
would be terminated following a change in control is likely greater than for other executives.

The manner of determining the death benefits payable under the BOLI program to our named executive officers was
intended to provide the named beneficiary with the after tax present value of the benefits payable under the SERP, and
the difference between the amounts payable to them and the $25,000 payable to other members of management was
intended to recognize the importance of these executives and the value they bring to the Corporation.

Equity/Security Ownership Requirements

We encourage our directors and officers to maintain an ownership stake in the Corporation, but we do not require our
officers to satisfy any minimum stock ownership level. Under Maryland banking law, however, each Director must
own stock of the Corporation equal to at least $500.

Compensation Consultants

From time to time, we engage the services of compensation consultants to assist us in the review and establishment of
our compensation objectives. Generally, these consultants are engaged directly by the Compensation Committee or
the entire Board, although management is typically involved in the consultative process. All major decisions with
respect to these engagements, including the decision to adopt and implement a particular plan or arrangement, are
made by the Compensation Committee and approved or ratified by the Board of Directors.

Accounting and Tax Considerations

We have structured our non-qualified deferred compensation arrangements so that they comply with Section 409A of
the Code. If an executive is entitled to nonqualified deferred compensation benefits that are subject to Section 409A
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and such benefits do not comply with Section 409A, then the benefits are taxable in the first year they are not subject
to a substantial risk of forfeiture. In such case, the executive is subject to regular federal income tax, interest and an
additional federal income tax of 20% of the benefit includible in income.

With respect to the BOLI and group term life insurance benefits, a covered officer realizes nominal taxable income
annually equal to the value of that officer’s life protection.

-13-
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COMPENSATION COMMITTEE REPORT

The Compensation Committee has reviewed and discussed the foregoing Compensation Discussion and Analysis with
management. Based on this review and these discussions, the Compensation Committee recommended to the Board of
Directors that the Compensation Discussion and Analysis be included in this definitive proxy statement and
incorporated by reference into the Corporation’s Annual Report on Form 10-K for the year ended December 31, 2006.

By: COMPENSATION COMMITTEE

M. Kathryn Burkey
Faye E. Cannon
Raymond F. Hinkle
Elaine L. McDonald
Richard G. Stanton
Robert G. Stuck

COMPENSATION COMMITTEE INTERLOCKS AND INSIDER PARTICIPATION

The members of the Board who performed the functions of the Compensation Committee at any time during the last
completed fiscal year were: M. Kathryn Burkey, Faye E. Cannon, Raymond F. Hinkle, Elaine L. McDonald, Richard
G. Stanton and Robert G. Stuck. Mr. Stanton served as the Chairman of the Board, President and CEO of the
Corporation until June 1, 1996.
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REMUNERATION OF EXECUTIVE OFFICERS

The following table sets forth for the last fiscal year the total remuneration for services in all capacities awarded to,
earned by, or paid to the Corporation’s Chairman and Chief Executive Officer, its Chief Financial Officer, and its three
most highly compensated executive officers other than the CEO and CFO who were serving as executive officers as of
December 31, 2006 and whose total compensation (excluding changes in pension value and non-qualified deferred
compensation earnings) exceeded $100,000 during 2006 (the CEO, CFO and such other officers are referred to as the
“named executive officers”).

SUMMARY COMPENSATION TABLE

Name and
principal position Year

Salary
($)

Bonus
($) (2)

Non-equity
incentive plan
compensation

($) (2)

Change in
pension value

and
non-qualified

deferred
compensation

earnings
($) (3)

All other
compensation

($) (4)
Total

($)
William B. Grant,
Chairman/CEO (1)

2006 $ 250,000 N/A $ 0 $ 723,863 $ 11,550 $ 985,413

Robert W. Kurtz,
President/CRO (1)

2006 163,269 N/A 0 102,517 3,825 269,611

Carissa L. Rodeheaver,
Senior Vice President /
CFO

2006 115,579 N/A 0 68,079 4,581 188,239

Steven M. Lantz,
Senior Vice President
and
Chief Lending Officer

2006 162,500 N/A 0 37,904 9,193 209,597

Eugene D. Helbig,
Senior Vice President
and
Senior Trust Officer

2006 125,000 N/A 0 59,307 10,118 194,425

(1)Messrs. Grant and Kurtz also serve as directors of the Corporation and of the Bank but receive no separate
remuneration for such service.

(2)The Corporation’s only bonus plan for the named executive officers is the Executive Pay for Performance Plan,
which, for purposes of the Summary Compensation Table, is reflected in the column entitled “Non-equity incentive
plan compensation”.

(3)Amounts relate to the Pension Plan and the SERP. Changes in value for the Pension Plan alone were: Mr. Grant,
$35,289; Mr. Kurtz, $66,409; Ms. Rodeheaver, $8,783; Mr. Lantz, $34,050; and Mr. Helbig, $37,865. Changes in
value for the SERP alone were: Mr. Grant, $688,574; Mr. Kurtz, $36,108; Ms. Rodeheaver, $59,296; Mr. Lantz,
$3,854; and Mr. Helbig, $21,442. Details regarding the large increase in Pension value recognized by Mr. Grant in
2006 are discussed below under the section entitled “Pension Benefits”.

(4)
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Amounts include (i) the dollar value to the named executive officers of premiums related to the BOLI benefits plan
and the Corporation’s group life insurance program available to all employees as follows: Mr. Grant, $653; Mr.
Kurtz, $3,039; Ms. Rodeheaver, $297; Mr. Lantz, $836; and Mr. Helbig, $984; (ii) matching contributions made by
the Corporation for each executive officer under the Corporation’s 401(k) Profit Sharing Plan as follows: Mr. Grant,
$10,000; Mr. Kurtz, $0; Ms. Rodeheaver, $3,716; Mr. Lantz, $7,446; and Mr. Helbig, $6,026; (iii) the following
discretionary cash payments made because the basic contribution was awarded to non-highly compensated
employees under the 401(k) Profit Sharing Plan: Mr. Grant, $897; Mr. Kurtz, $786; Ms. Rodeheaver, $568; Mr.
Lantz, $911; and Mr. Helbig, $704; and (iv) $2,404 received by Mr. Helbig upon waiver of a week’s vacation
pursuant to the Corporation’s Buy/Sell Vacation Plan.
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The various elements of executive compensation are summarized below and, where an element involves a written plan
or agreement, are qualified in their entireties by such plan or agreement. It should be noted that the Severance Plan
was adopted in February 2007, which is also summarized below. If the Omnibus Plan is adopted by shareholders at
this Annual Meeting (Proposal 2), then awards under that plan may be granted to key employees, including the named
executive officers, in future years.

Employment Arrangements

All executive officers are employed on an at-will basis and are not parties to any written employment agreement.
Executive compensation consists of two principal elements: (i) base salary; and (ii) incentive compensation, consisting
of amounts payable under the Pay for Performance program.

Salaries for the named executive officers in 2006 were determined based on the principals discussed above in the
Compensation Disclosure and Analysis.

Executive Pay for Performance Plan

As mentioned above, the Corporation maintains an Executive Pay for Performance Plan that rewards executives when
the Corporation attains certain performance goals. The following table provides information about grants made in
2006 under the Executive Pay for Performance program and the amounts that could have been earned in 2006 and
paid in 2007 pursuant to those grants. The named executive officers did not earn any amounts pursuant to these
awards because the 2006 performance goals were not met.

GRANTS OF PLAN-BASED AWARDS

Name

Estimated Future Payouts Under
Non-Equity Incentive Plan Awards
Grant
Year

Threshold
($)

Target
($)

Maximum
($)

William B.
Grant

2006 $ 0 $
100,000

$ 125,000

Robert W.
Kurtz

2006 0 48,981 61,226

Carissa L.
Rodeheaver

2006 0 23,583 29,479

Steven M.
Lantz

2006 0 32,500 40,625

Eugene D.
Helbig

2006 0 25,000 31,250

Bank-Owned Life Insurance

BOLI is insurance on the lives of the Bank’s executive and certain other officers. The Bank purchased BOLI policies
in the aggregate amounts of $18 million in 2001, $2.3 million in 2004, and $2.8 million in 2006. Participation in the
BOLI benefits program can be terminated for any reason, at any time, by either the Bank or the covered officer. The
Bank intends to terminate each covered officer’s participation at retirement. The current death benefits payable to the
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beneficiaries of the named executive officers are as follows: Mr. Grant, $455,000; Mr. Kurtz, $295,000; Ms.
Rodeheaver, $125,541; Mr. Lantz, $335,000; and Mr. Helbig, $290,000.
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Pension Benefits

All employees are eligible to participate in the Pension Plan upon completion of one year of service and the attainment
of the age of 21. The SERP is available only to a select group of management or highly compensated employees. The
SERP was created to overcome qualified plan regulatory limits or the “reverse discrimination” imposed on highly
compensated executives due to IRS contribution and compensation limits. Certain information about the benefits
payable to each of the named executive officers under the Pension Plan and the SERP is provided in the following
table.

Name Plan Name Number of years
credited service

Present value of
accumulated

benefit

Payments during
last fiscal year

(#) ($) (1) ($)
William B. Grant Pension Plan 28 $ 371,584 $ 0

SERP 28 1,131,258 0

Robert W. Kurtz Pension Plan 34 757,144 0
SERP 34 518,453 0

Carissa L.
Rodeheaver

Pension Plan 15 46,494 0

SERP 24 59,296 0

Steven M. Lantz Pension Plan 20 181,809 0
SERP 24 236,444 0

Eugene D. Helbig Pension Plan 21 238,351 0
SERP 24 306,429 0

(1)The amounts listed as the present accumulated benefits for the SERP reflect the dollar for dollar offset for the
accumulated benefits payable under the Pension Plan and 50% of the estimated social security benefits to be
received by the participant.

As can be seen from the Summary Compensation Table and footnote 3 thereto, the value of Mr. Grant’s SERP benefit
experienced a significant increase in 2006. The valuation of benefits under the Pension Plan and SERP are a function
of compensation. The large increase can, in large part, be attributed to two events that occurred in 2005. First, the
Compensation Committee decided in 2005 to increase Mr. Grant’s base salary from $175,000 to $250,000 to align Mr.
Grant with CEOs at our peer institutions. Second, Mr. Grant earned a bonus of $105,078 in 2005, which was paid to
him in 2006.

Pension Plan

All employees are eligible to participate in the plan upon completion of one year of service and the attainment of the
age of 21. A year of service is defined as the completion of 12 consecutive months of employment during which the
employee worked at least 1,000 hours. In calculating the present value of the accumulated benefits, the following
assumptions were used: Mortality - UP84, -3 setback; discount rate of 6.15%; assumed retirement age of 65; normal
form of benefit - 10 year certain and continuous annuity.
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SERP

The SERP provides supplemental retirement income to certain senior executives of the Bank designated by the Bank’s
Board of Directors. The named executive officers are also executives of the Bank and have been designated for
coverage under the SERP. As discussed above, each of the named executive officers has been credited with 24 years
of service. In the event a named executive officer voluntarily terminates employment without good reason, his or her
credited years of service will revert to actual years of service as of the date of termination. Future participants in the
plan will be credited with actual years of service.

The normal retirement SERP benefit is paid following Normal Retirement, which is defined as a Separation from
Service (as defined in the SERP) after attaining age 60 and providing at least 10 years of service. Each participant is
entitled to elect, upon initial participation, whether to receive the benefit in a single lump sum or in the form of a
lifetime annuity, a 10-year guaranteed payment lifetime annuity, a 50% joint and survivor annuity, a 75% joint and
survivor annuity, or a 100% joint and survivor annuity. Annuity payments will be made on a monthly basis and are
subject to actuarial adjustments. Payments under a lifetime annuity will be determined based on the expected
remaining number of years of life for the annuitant and actuarial tables as of the time the annuity begins. Payments
under any form of annuity other than a lifetime annuity will be determined using the same actuarial equivalent
assumptions used for the Pension Plan. If a participant fails to make an election, then he or she will receive the benefit
as a lifetime annuity.

A participant vests in his or her accrued normal retirement SERP benefit upon 10 years of service, upon Normal
Retirement, upon a Separation from Service due to Disability (as defined in the SERP), and upon the participant’s
death. Upon a Separation from Service following a Change in Control (as defined in the SERP) and a subsequent
Triggering Event (as defined in the SERP), a participant will vest in the greater of (i) 60% of Final Pay or (ii) his or
her accrued normal retirement SERP benefit through the date of the Separation from Service.

Generally, the distribution of a participant’s SERP benefit will begin following the participant’s Normal Retirement. If
the participant suffers a Separation from Service due to death or following a Disability, then the participant or his or
her designated beneficiaries will receive a lump sum payment equal to the actuarial equivalent of his or her accrued
SERP benefit. If the participant suffers a Separation from Service other than due to “Cause” (as defined in the SERP)
after 10 years of service but prior to Normal Retirement, then he or she will receive the normal retirement SERP
benefit that has accrued through the date of the Separation from Service at age 65, in the form elected. If the
participant suffers a Separation from Service following a Change in Control and subsequent Triggering Event, then
the distribution of his or her normal retirement SERP benefit that has accrued through the date of the Separation from
Service will begin, in the form elected, once the participant reaches age 65. If the participant dies following the
commencement of distributions but prior to the complete distribution of his or her vested and accrued SERP benefit,
then distributions will be paid to his or her beneficiaries only if he or she chose a joint and survivor annuity form of
distribution or a 10-year guaranteed payment lifetime annuity (and then only until the guaranteed payments have been
made).

A participant will lose all SERP benefits if he or she is terminated for Cause. In addition, each participant has agreed
that the receipt of any SERP benefits is conditioned upon his or her (i) refraining from competing with the
Corporation and its subsidiaries in their market areas for a period of three years following his or her Separation from
Service, (ii) refraining from disclosing the Corporation’s confidential information following a Separation from Service,
and (iii) remaining available to provide up to six hours of consultative services for 12 months after his or her
Separation from Service. Items (i) and (iii) do not apply, however, if the Separation from Service results from a
Change in Control and subsequent Triggering Event. If a participant breaches any of these conditions, then he or she is
obligated to return all SERP benefits paid to date plus interest on such benefits at the rate of 10% per year.
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In calculating the present value of accumulated benefits, the following assumptions were used: Mortality - 1994 GAR;
discount rate of 5.5%; assumed retirement age of 60 or attained age if later; annuity factor at retirement based on 5%
discount.
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Non-Qualified Deferred Compensation

Executives selected by the Compensation Committee and directors of the Corporation and its subsidiaries are
permitted to participate in the Deferred Compensation Plan, which permits directors and executives to elect, each year,
to defer receipt of up to 100% of their directors’ fees, salaries and bonuses, as applicable, to be earned in the following
year. The deferred amounts are credited to an account maintained on behalf of the participant (a “Deferral Account”)
and are deemed to be invested in certain deemed investment options established from time to time by the
Compensation Committee. Additionally, the Corporation may make discretionary contributions for the benefit of a
participant to an Employer Contribution Credit Account (the “Employer Account”), which will be deemed to be invested
in the same manner as funds credited to the Deferral Account. Each Deferral Account and Employer Account is
credited with the gain or loss generated on the investments in which the funds in those accounts are deemed to be
invested, less any applicable expenses and taxes. All funds are held in a Rabbi Trust. There have been no discretionary
contributions made to the Employer Account.

A participant is at all times 100% vested in his or her Deferral Account. The Corporation is permitted to set a vesting
date or event for the Employer Account, and such date may be based on the performance by the participant of a
specified number of completed years of service with the Corporation, may be based on the participant’s performance of
specified service goals with respect to the Corporation, may be limited to only certain termination of employment
events (e.g., involuntary termination, those following a change of control, etc.), or may be based on any other
standard, at the Corporation’s sole and absolute discretion. Notwithstanding the foregoing, a participant will become
100% vested in his or her Employer Account if he or she terminates employment (or, in the case of a participant who
is a non-employee director, terminates membership on the board of directors) because of death or Total and Permanent
Disability (as defined in the Deferred Compensation Plan). Each participant will also become 100% vested in his or
her Employer Account in the event of a Change in Control (as defined in the Plan). To date, the Corporation has not
made any contributions to the Employer Account of any participant.

Generally, a participant is entitled to choose, pursuant to an election form, the date on which his or her account
balances are to be distributed, subject to any restrictions imposed by the Corporation and the trustee under the Rabbi
Trust in their sole and absolute discretion and applicable law. If a participant fails to select a distribution date, then
distributions will begin on or about the date of the participant’s termination of employment or director status with the
Corporation. The participant may choose whether his or her account balances are to be distributed in one lump sum or
in 10 equal annual installments. If a participant fails to elect a payment date or the method of payment, then the
account balances will be distributed in one lump sum following termination of employment. If distributions are made
in installments, then the undistributed balance will continue to be deemed invested in the chosen investment options,
and the accounts will be credited or debited accordingly, until all amounts are distributed.

If a participant dies or experiences a Total and Permanent Disability before terminating his or her employment or
director status with the Corporation and before the commencement of payments, then the entire balance of the
participant’s accounts will be paid to the participant or to his or her named beneficiaries, as applicable, as soon as
practicable following death or Total and Permanent Disability. If a participant dies after the commencement of
payments but before he or she has received all payments to which he or she is entitled, then the remaining payments
will be paid to his or her designated beneficiaries in the manner in which such benefits were payable to the
participant. Upon a Change in Control, the entire balance of a participant’s accounts will be paid in a single lump sum
payment. 

The Deferred Compensation Plan provides for limited distributions in the event of certain financial hardships.

Section 409A of the Code imposes certain restrictions on the timing of distributions to participants who are “key
employees” of the Corporation, and these restrictions could impact the timing of distributions under the Deferred
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Compensation Plan.

The following table provides information relating to amounts deferred by or for the benefit of the named executive
officers in 2006 under the Deferred Compensation Plan.
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NON-QUALIFIED DEFERRED COMPENSATION

Name

Executive
contributions

in last FY
($)

Registrant
contributions

in last FY
($)

Aggregate
earnings in

last FY
($)

Aggregate
withdrawals/
distributions

($)

Aggregate
balance at
last FYE

($)
William B.
Grant

$ 10,508 $ 0 $ 9,144 $ 0 $ 340,569

Robert W.
Kurtz

0 0 0 0 0

Carissa L.
Rodeheaver

0 0 0 0 0

Steven M. Lantz 11,500 0 175 0 12,111
Eugene D.
Helbig

0 0 0 0 0

Benefits Upon Termination of Employment

The Severance Plan is administered by the Compensation Committee. The Corporation has entered into agreements
under the Severance Plan with certain officers, including each of the named executive officers. Each Severance
Agreement generally provides that, if the participant’s employment is terminated by the Corporation without “Cause” (as
defined in the Severance Agreement) or by the participant for “Good Reason” during the period commencing on the date
that is 90 days before a “Change in Control” (as defined in the Severance Plan) and ending on the first anniversary of a
Change in Control (the “Protection Period”), he or she will be entitled to (i) receive a lump sum cash payment equal to
two times (2.99 times for Mr. Grant) his or her Final Pay, (ii) the immediate vesting of all equity-based compensation
awards that have been granted to the participant (that have not been exercised or paid or expired or lapsed pursuant to
their terms), (iii) continued coverage for 24 months under the Corporation’s group health and dental plan (or, if the
participant is not eligible for such coverage, a monthly cash payment equal to the monthly premium for a similar
policy), and (iv) outplacement services for up to 12 months. For purposes of the foregoing, the term “Final Pay” means
the participant’s annual base salary for the year in which the termination occurs, plus the greater of (x) his or her
targeted cash bonus for that year or (y) the actual cash bonus earned for the year immediately preceding the year of
termination. The term “Good Reason” is defined in each Severance Agreement, but generally includes a material and
adverse change to the participant’s employment status, position or duties, a 10% or greater reduction to his or her base
salary or targeted bonus, the failure by the Corporation to maintain an employee benefit plan in which the participant
was participating at the time of the Change in Control (other than because of the expiration of its normal term) or the
taking of any other action by the Corporation that has a material and adverse impact on the participant’s participation
in or benefits under any such plan, a requirement that the participant relocate more than 50 miles from his or her office
immediately prior to the Change in Control, and the failure by any successor to the Corporation to assume the
Severance Plan. In addition, Mr. Grant’s Severance Agreement provides that “Good Cause” also includes the termination
of his status as the Chief Executive Officer of a company whose stock is traded on a national securities exchange.

For all participants other than William B. Grant, the Severance Agreement provides that the amount of all severance
benefits described above, plus the amount of all benefits under any other plan or arrangement, the payment of which is
deemed to be contingent upon a change in the ownership or effective control of the Corporation (as determined under
Section 280G of the Code), may not exceed 2.99 times the participant’s “annualized includable compensation for the
base period” (i.e., the average annual compensation that was includable in his or her gross income for the last five
taxable years ending before the date on which the Change in Control occurs). In the event the amount of the benefits
payable to Mr. Grant under his Severance Agreement and all other arrangements the payment of which is deemed to
be contingent on a Change in Control exceeds 2.99 times his annualized includable compensation for the base period,
he will be entitled to a tax gross-up payment from the Corporation to cover any excise tax imposed by Section 4999 of
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the Code or any similar state or local tax law, and any interest or penalties payable with respect to such taxes, on the
amount of such benefits and the gross-up tax payment.

The timing of the distribution of some or all of these severance benefits may be subject to a six-month waiting period
under Section 409A of the Code to the extent the participant is considered to be a “key employee” of the Corporation.

Each Severance Agreement has an initial three-year term and automatically renews for additional one-year terms
unless the Corporation provides the participant with six-months prior notice of its intention to not renew the Severance
Agreement, except that the Severance Agreement will automatically terminate at the expiration of the Protection
Period. Additionally, if a participant’s employment is terminated other than for Cause during the Protection Period, the
Severance Agreement will continue until the end of the Protection Period notwithstanding the then current term. The
Severance Plan and the Severance Agreements may be amended by the Board of Directors at any time, except that an
amendment generally may not be made without a participating participant’s written consent if such amendment would
adversely effect the participant’s interests. Any amendment may be made without a participant’s consent, however, if
the amendment is required to comply with applicable law.
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The following table shows the estimated present value of benefits that could be payable under the Severance Plan to
each of the named executive officers if they were to suffer a separation from service other than for cause following a
change in control:

Name
Estimated
Severance

Plan
Benefit

($)
William B.
Grant

$
1,046,500

Robert W.
Kurtz

442,000

Carissa L.
Rodeheaver

300,000

Steven M.
Lantz

390,000

Eugene D.
Helbig

300,000

As discussed above, subject to certain conditions, participants in the SERP are entitled to receive their vested benefits
(offset by Pension Plan benefits, 50% of social security benefits and, in the case of death, benefits paid under the
BOLI benefits program described above) if they suffer a separation from service other than for cause. No SERP
benefits are payable if a participant’s separation from service was for cause. Except in the cases of a separation from
service due to death or disability, the payment of SERP benefits does not commence until the later of normal
retirement or attainment of age 60. The following table shows the estimated present value of benefits that could be
payable under the SERP in connection with a separation from service:
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Name Reason for Termination
Estimated SERP

Benefit
($) (1) (2)

William B.
Grant

Change in control, disability, involuntary termination other
than for cause, or voluntary termination for good reason

$ 1,131,258

Death 676,258
Voluntary termination without good reason 1,131,258

Robert W.
Kurtz

Change in control, disability, involuntary termination other
than for cause, or voluntary termination for good reason

518,453

Death 223,453
Voluntary termination without good reason 518,453

Carissa L.
Rodeheaver

Change in control, disability, involuntary termination other
than for cause, or voluntary termination for good reason

59,296

Death 0
Voluntary termination without good reason 8,355

Steven M. LantzChange in control, disability, involuntary termination other
than for cause, or voluntary termination for good reason

236,444

Death 0
Voluntary termination without good reason 221,461

Eugene D.
Helbig

Change in control, disability, involuntary termination other
than for cause, or voluntary termination for good reason

306,429

Death 16,429
Voluntary termination without good reason 288,047

(1)SERP benefits payable upon death reflect the following death benefits currently payable to the beneficiaries of the
named executive officers: Mr. Grant, $455,000; Mr. Kurtz, $295,000; Ms. Rodeheaver, $125,541; Mr. Lantz,
$335,000; and Mr. Helbig, $290,000.

(2)The SERP benefit payable to any named executive officer who terminates his or her employment without good
reason is based on actual years of service rather than 24 years of credited service. Accordingly, benefits shown for
Ms. Rodeheaver and Messrs. Lantz and Helbig in connection with a voluntary termination without good reason are
based on actual years of service of 15, 20 and 21, respectively. Messrs. Grant and Kurtz have over 24 years of
service.

Compensation Consultants

During 2006, management, at the request of the Compensation Committee, engaged the services of Ben S. Cole
Financial, Inc. and Dolmat-Connell & Partners, Inc. to assist it with the creation and implementation of the Omnibus
Plan and the Severance Plan. As part of this process, Dolmat-Connell & Partners, Inc. was also directed to review the
SERP to ensure compatibility with the Omnibus Plan and the Severance Plan. Although management was involved in
the consultative process, major decisions with respect to these plans, including the decision to adopt and implement
them, were made by the Board of Directors.

APPROVAL OF THE OMNIBUS EQUITY COMPENSATION PLAN (PROPOSAL 2)
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At the Annual Meeting, shareholders will be asked to approve the First United Corporation Omnibus Equity
Compensation Plan, a copy of which is attached to this definitive proxy statement as Appendix B and incorporated
herein by reference. The following summary of key provisions of the Omnibus Plan is qualified in its entirety by
reference to the attached Omnibus Plan document. Based upon the recommendation of the Board’s Compensation
Committee, the Board of Directors approved the form of the Omnibus Plan on November 15, 2006 and recommended
that it be submitted to the shareholders for approval at this year’s Annual Meeting.

Purpose. The Corporation has not previously granted equity-based compensation to directors and key employees.
During 2006, the Compensation Committee engaged a benefits consultant to review and discuss the Corporation’s
compensation and benefits packages and to help the Compensation Committee determine, among other things,
whether those packages were in line with the packages offered by the Corporation’s peers and tailored to attract,
motivate and retain key employees and directors. The Omnibus Plan has been designed to advance the interests of the
Corporation and its shareholders by providing key management employees, non-employee directors and other eligible
participants with innovative financial incentives, through stock and performance based awards, to: (i) align
participants’ interests with the interests of the Corporation’s shareholders in the long-term success of the Corporation;
(ii) provide management with an equity ownership in the Corporation tied to Corporation performance; (iii) attract,
motivate and retain key employees and non-employee directors; and (iv) provide incentives to management for
continuous employment with the Corporation.
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Effective Date and Term. The Omnibus Plan will be effective on April 24, 2007 if approved by the Corporation’s
shareholders at the Annual Meeting. Unless sooner terminated by the Board, the Omnibus Plan will terminate on the
earlier of the date that all shares reserved for issuance have been awarded or April 23, 2017.

Administration. The Board’s Compensation Committee will administer the Omnibus Plan. Among other powers, the
Compensation Committee will have full and exclusive power to: (i) determine the employees and non-employee
directors to whom awards may be made under the Omnibus Plan; (ii) determine the type, size and terms of the awards
to be made to each participant; (iii) determine the time when the awards will be made and the duration of any
applicable exercise or restriction period, including the criteria for exercisability and the acceleration of exercisability;
(iv) amend the terms of any previously issued award, subject to certain limitations contained in the Omnibus Plan; (v)
adopt guidelines separate from the Omnibus Plan that set forth the specific terms and conditions for awards; and (vi)
deal with any other matters arising under the Omnibus Plan.

Eligibility for Participation. The Omnibus Plan is available to all non-employee Directors of the Corporation and its
subsidiaries and all employees, including employees who are officers or directors, of the Corporation and its
subsidiaries who, in the opinion of the Compensation Committee, can contribute significantly to the growth and
profitability of, or perform services of major importance to, the Corporation and its subsidiaries. Subject to the
provisions of the Omnibus Plan, the Compensation Committee has the authority to select from all eligible individuals
those to whom awards are granted and to determine the nature and amount of each award. As of December 31, 2006,
there were 14 non-employee directors, nine executive officers, and approximately 455 other employees (including
officers who are not executive officers) who would have been eligible to participate in the Omnibus Plan.

Types of Awards. The Omnibus Plan permits the Compensation Committee, in its sole discretion, to grant various
forms of incentive awards. The Compensation Committee has the power to grant stock options, stock appreciation
rights (“SARs”), stock awards, stock units, performance units, dividend equivalents, and other stock-based awards. Each
award will be reflected in an agreement between the Corporation and the participant, will be subject to the applicable
terms and conditions of the Omnibus Plan and any guidelines adopted under the Omnibus Plan, and may also be
subject to other terms and conditions contained in the award agreement consistent with the Omnibus Plan that the
Compensation Committee deems appropriate, including restrictions on vesting and exercise and provisions related to
settlement in the event of a participant’s death, disability or termination of employment. The provisions of the various
agreements entered into under the Omnibus Plan do not need to be identical.

Stock Options. Stock options allow the participant to buy a certain number of shares of common stock of the
Corporation at an exercise price equal to at least the fair market value (as determined by the Compensation
Committee) on the date the option is granted. The Compensation Committee may grant stock options intended to
qualify as incentive stock options (“ISOs”) within the meaning of Section 422 of the Code, so-called “nonqualified stock
options” that are not intended to qualify as incentive stock options (“NQSOs”), or any combination of ISOs and NQSOs.
All persons eligible to participate in the Omnibus Plan may receive a grant of NQSOs. Only employees of the
Corporation and its subsidiaries may receive a grant of ISOs.

The Compensation Committee fixes the exercise price per share for options on the date of grant, provided that the
exercise price of any option granted under the Omnibus Plan can never be less than the fair market value of the
underlying shares of common stock on the date of grant and provided further that, if a participant who will be granted
an ISO is a person who holds more than 10% of the total combined voting power of all classes of outstanding voting
securities of the Corporation, the exercise price per share of an ISO granted to such person must be at least 110% of
the fair market value of a share of common stock on the date of grant. To the extent that the aggregate fair market
value of shares of common stock, determined on the date of grant, with respect to which ISOs (under all of the
Corporation’s equity compensation plans) become exercisable for the first time by a participant during any calendar
year exceeds $100,000, such ISOs will be treated as NQSOs.
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The Compensation Committee determines the term of each option, provided that no option may have a term greater
than 10 years from the date of grant and provided further that, if the recipient of an ISO is a person who holds more
than 10% of the combined voting power of all classes of outstanding stock of the Corporation, the term of that person’s
ISO may not exceed five years from the date of grant. The vesting period for options commences on the date of grant
and ends on a date that is determined by the Compensation Committee, in its sole discretion, which is specified in the
award agreement. Options may be exercised at such times and be subject to such restrictions as the Compensation
Committee determines; provided that ISOs may be exercised only while the participant is employed by or providing
service to the Corporation or within a specified period of time after termination of such employment or service, as
determined by the Compensation Committee. A participant may exercise an option by delivering notice of exercise to
the Corporation or its designated agent. Payment of the exercise price and any withholding taxes for an option may be
made (i) in cash or by check, (ii) by delivering shares of common stock already owned by the participant and having a
fair market value on the date of exercise equal to the exercise price, or (iii) such other method to the extent permitted
by law and approved by the Compensation Committee. The Compensation Committee may impose in an award
agreement such restrictions on the shares deliverable upon exercise of a stock option as it deems appropriate,
including that such shares will constitute “restricted shares” subject to restrictions on transfer.

Stock Appreciation Rights. The Compensation Committee may grant SARs to anyone eligible to participate in the
Omnibus Plan. Awards may involve freestanding SARs, SARs granted with, but exercisable in lieu of, stock options
(“Tandem SARs”), SARs granted with, and in addition to, stock options (“Additive SARs”), or any combination of the
foregoing. The Compensation Committee will determine the period when SARs vest and become exercisable, the fair
market value of the shares of common stock underlying the SARs on the date of grant, and whether SARs will be
freestanding SARs, Tandem SARs, or Additive SARs. SARs may be exercised only while the participant is alive. The
exercise of a SAR does not require the payment of any money to the Corporation. Upon exercise of a freestanding
SAR, the participant will receive an amount equal to the excess of the fair market value of the common stock on the
date of exercise over the fair market value on the date of grant. Upon exercise of a Tandem SAR or an Additive SAR,
the participant will receive an amount equal to the excess of the fair market value of the common stock on the date of
exercise over exercise price of the related stock option. The exercise of a Tandem SAR will reduce the number of
shares available under the related stock option by the amount of shares exercised, and vice versa. The exercise of an
Additive SAR will have no effect on the related stock option. Payment to the participant of the SAR value will be in
cash, in shares of common stock, or in a combination of cash and shares of common stock, as determined by the
Compensation Committee. Each award agreement will state the circumstances under which a participant may retain a
SAR award after termination of employment or service and the circumstances under which a SAR may be forfeited.

Stock Awards. The Compensation Committee may grant a stock award to anyone eligible to participate in the
Omnibus Plan. A stock award involves the immediate transfer by the Corporation to the participant of a specific
number of shares of common stock. These shares may be “restricted stock” subject to a risk of forfeiture and a
restriction on transferability or they may be free and clear of such restrictions. If the shares are restricted, the
restrictions will lapse following a stated period of time, upon attainment of specified performance targets or some
combination of the foregoing. The award agreement may require the participant to pay for the shares to be issued
under the award. A participant has all of the rights of a holder of a share of common stock of the Corporation (except
for any restriction on transferability), including the right to vote and receive dividends unless otherwise determined by
the Compensation Committee and set forth in the award agreement. Each award agreement will state the
circumstances under which a participant may retain a stock award after termination of employment or service and the
circumstances under which a stock award may be forfeited.

Stock Units. The Compensation Committee may grant stock units to anyone eligible to participate in the Omnibus
Plan. An award of a stock unit is similar to a stock award, except that no shares of common stock are immediately
transferred to the participant. In addition, holders of stock units will have no voting rights. Upon the lapse of any
restrictions or the satisfaction of performance or other conditions related to a stock unit, or under any other
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circumstance provided in the award agreement, the participant is entitled to receive, without any payment to the
Corporation, an amount equal to the fair market value of the shares of common stock represented by the stock unit on
the date of exercise. Payment to the participant of the stock unit value will be in cash, in shares of common stock, or
in combination of cash and shares of common stock, as determined by the Compensation Committee, which payment
may be made at the expiration of a specified period or deferred to a date authorized by the Compensation Committee.
Each award agreement will state the circumstances under which a participant may retain a stock unit after termination
of employment or service and the circumstances under which a stock unit may be forfeited.
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Performance Units. The Compensation Committee may grant performance units to anyone eligible to participate in
the Omnibus Plan. Performance units are intended to constitute performance-based compensation awards and will
entitle the participant to receive, after the performance period for that unit has ended, an amount based on the
realization of certain performance goals and the satisfaction of certain other conditions. The terms and conditions of
each award, including the performance period, performance goals, any other terms and conditions of the award, will
be established by the Compensation Committee in the award agreement. Payment to the participant of the
performance unit value will be in cash, in shares of common stock, or in a combination of cash and shares of common
stock, as determined by the Compensation Committee, which payment may be made at the expiration of a specified
period or deferred to a date authorized by the Compensation Committee. Each award agreement will state the
circumstances under which a participant may retain a performance unit after termination of employment or service and
the circumstances under which a performance unit may be forfeited.

Dividend Equivalents. When the Compensation Committee grants any award under the Omnibus Plan, it may also
grant dividend equivalents in connection with the award under such terms and conditions as it deems appropriate. A
dividend equivalent entitles the participant to receive or be credited with an amount equal to all cash dividends and
other distributions paid on the shares of common stock underlying the award while the award is outstanding. Dividend
equivalents may be paid currently, may be paid on a deferred basis, or may be paid subject to the achievement of
performance goals or other conditions, as specified in the award agreement. Dividend equivalents may be accrued as a
cash obligation or may be converted into stock units. In either case, dividend equivalents will not accrue interest.
Payment of a dividend equivalent may be made in cash or in shares of common stock, as determined in the award
agreement.

Other Stock-Based Awards. The Compensation Committee may grant any other cash-based award or any other award
that is based on, measured by or payable in shares of common stock to anyone eligible to participate in the Omnibus
Plan, on such terms and conditions as it deems appropriate. These awards may be subject to achievement of
performance goals or other conditions and may be payable in cash or in shares of common stock, or a combination of
the cash and stock.

Performance Measures. The Omnibus Plan provides that the Compensation Committee may make the degree of
payout and/or vesting of any award dependent upon the attainment of certain performance goals, measured over
certain performance periods. Performance goals may be specific to a participant, specific to the performance of the
Company generally, or specific to the performance of a subsidiary of the Company, a division, a business unit, or a
line of business served by a participant. Performance goals may be based on stock value (and/or increases therein),
earnings per share or growth in earnings per share, net income, earnings or earnings growth, operating profit,
operating cash flow, operating or other expenses, operating efficiency, return on equity, assets, capital or investments,
deposits, loan volume or growth, the efficiency ratio, customer satisfaction, regulatory compliance, operating or other
margins, non-performing assets, productivity, and any other number of qualitative or quantitative benchmarks
prescribed by the Compensation Committee.

Shares Available for Awards; Maximum Awards. Up to 185,000 shares of the common stock of the Corporation will
be available for issuance to participants under the Omnibus Plan, except that no more than 37,000 shares may be
issued pursuant to ISOs. Shares of common stock related to any unexercised or unvested award granted under the
Omnibus Plan that terminates, expires, or lapses for any reason, and shares of common stock issued pursuant to the
exercise of an award that are subsequently forfeited for any reason, will become available for re-grant under the
Omnibus Plan. Awards paid in cash will not be counted against these limits.

All awards, other than dividend equivalents, will be expressed in shares of common stock. The maximum number of
shares for which awards may be granted to any one participant in any calendar year is 20,000, without regard to
whether an award is paid in cash or shares.
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Deferrals. To the extent permitted by law, the Compensation Committee may permit or require a participant to defer
receipt of the payment of an award.

Tax Withholding. To the extent that a participant incurs any tax liability in connection with the exercise or receipt of
an award under the Omnibus Plan, the Corporation has the right to deduct or withhold, or to require the participant to
pay to the Corporation, the minimum statutory amount to satisfy federal, state and local tax withholding obligations.
In addition, the Compensation Committee may allow the participant to satisfy the withholding obligation either by
delivering shares that have been held by the participant for at least six months or by allowing the Corporation to
withhold a portion of the shares to be issued to the participant. Shares that are withheld would be available for future
awards under the Omnibus Plan.
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Transferability. Generally, awards granted under the Omnibus Plan may not be transferred other than by will or the
laws of descent and distribution, except that an award agreement may permit a participant to transfer (subject to
compliance with applicable securities laws) his or her NQSOs to his or her spouse, lineal ascendants and descendants,
or to a trust for the benefit of such persons. Unless otherwise provided in an award agreement, awards granted under
the Omnibus Plan may be exercised only by the participant during the participant’s lifetime.

Adjustments for Changes in Capitalization and Other Corporate Changes. If there is any change in the number or
kind of shares of common stock outstanding (i) by reason of a stock dividend, spinoff, recapitalization, stock split, or
combination or exchange of shares, (ii) by reason of a merger, reorganization or consolidation, (iii) by reason of a
reclassification or change in par value, or (iv) by reason of any other extraordinary or unusual event affecting the
outstanding shares of common stock as a class without the receipt of consideration by the Corporation, or if the value
of outstanding shares is substantially reduced as a result of a spinoff or the Corporation’s payment of an extraordinary
dividend or distribution, then the maximum number of shares available for issuance under the Omnibus Plan, the
maximum number of shares for which any individual may receive pursuant to awards in any year, the number of
shares covered by outstanding awards, the kind of shares to be issued or transferred under the Omnibus Plan, and the
price per share or the applicable market value of such awards shall be appropriately adjusted by the Compensation
Committee to reflect any increase or decrease in the number of, or change in the kind or value of, issued shares to
preclude, to the extent practicable, the enlargement or dilution of rights and benefits under such awards.

Repricings and Substitutions of Awards. Without the prior approval of the Corporation’s shareholders, no award may
be repriced, replaced, regranted through cancellation or otherwise modified if the effect would be to reduce the
exercise price for the shares underlying the award, except for modifications that occur because of the capitalization or
other corporate changes discussed in the preceding paragraph. In addition, no award that is “under water” may be
canceled for the purpose of granting a replacement award of a different type without shareholder approval An award
is considered “under water” if the value of the share underlying the award does not exceed the current fair market value
of such share.

Amendment and Termination. The Corporation’s Board of Directors may, at any time and from time to time and in
any respect, amend or modify the Omnibus Plan, including to ensure that the Omnibus Plan and each award granted
under the Omnibus Plan comply with applicable law, regulations and stock exchange rules. Without shareholder
approval, however, the Board may not adopt any amendment that would require the vote of shareholders of the
Corporation under the Code or NASDAQ’s approval rules or any amendment affecting “covered employees” that
requires the vote of the Corporation’s shareholders under Section 162(m) of the Internal Revenue Code. The
Corporation’s CEO and its four most highly compensated executive officers other than the CEO are “covered
employees”. No amendment or modification of the Omnibus Plan or any award agreement may adversely affect any
outstanding award without the written consent of the participant holding the award, except to the extent such
amendment or modification is required to comply with any applicable law, regulation or rule to which the Corporation
is subject.

The Board may also terminate the Omnibus Plan at any time. The termination of the Omnibus Plan will have no effect
on awards that were outstanding at the time of termination.

Change in Control. Upon a Change in Control, unless the Committee determines otherwise, (i) the Corporation will
provide each participant with outstanding awards written notice of such Change in Control, (ii) all outstanding options
and SARs will automatically accelerate and become fully exercisable, (iii) the restrictions and conditions on all
outstanding stock awards will immediately lapse, (iv) participants holding outstanding performance units will receive
payment in settlement of such performance units, in an amount determined by the Compensation Committee, based on
the participant’s target payment for the performance period and the portion of the performance period that precedes the
Change in Control, (v) all outstanding stock units shall become payable in cash or shares in an amount not less than
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their target amounts, as determined by the Compensation Committee, and (vi) dividend equivalents and other
stock-based awards will become fully payable in cash or shares, in amounts determined by the Compensation
Committee. Where the Corporation is not the surviving corporation (or survives only as a subsidiary of another
corporation), unless the Compensation Committee determines otherwise, all outstanding options and SARs that are
not exercised will be assumed by, or replaced with comparable options and rights by, the surviving corporation (or a
parent or subsidiary of the surviving corporation), and other awards that remain outstanding will be converted to
similar grants of the surviving corporation (or a parent or subsidiary of the surviving corporation).

Notwithstanding the foregoing, however, and except where the Compensation Committee following a Change in
Control is not comprised of the same members as those of the Compensation Committee immediately before the
Change in Control, the Compensation Committee may take any of the following actions with respect to any or all
outstanding options and SARs, without the consent of any participant: (i) it may require that participants surrender
their outstanding options and SARs in exchange for a payment by the Corporation, in cash or shares as determined by
the Compensation Committee, in an amount equal to the amount by which the then fair market value subject to the
participant’s unexercised options and sSARs exceeds the exercise price of the options or the base amount of the SARs,
respectively, or (ii) after giving participants an opportunity to exercise their outstanding options and SARs, the
Compensation Committee may terminate any or all unexercised options and SARs at such time as it deems
appropriate. Any such surrender, termination or settlement will take place as of the date of the Change in Control or
such other date as the Compensation Committee may specify.
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Under the Omnibus Plan, a “Change in Control” will occur upon any of the following events:

· Any person becomes, within the 12-month period ending on the date of such person’s most recent
acquisition, a “beneficial owner” (as defined in Rule 13d-3 under the Exchange Act), directly or indirectly, of
securities of the Corporation representing more than 35% of the voting power of the then outstanding
securities of the Company (except in any transaction in which the Corporation becomes a subsidiary of
another corporation and in which the shareholders of the Corporation, immediately prior to the transaction,
will beneficially own, immediately after the transaction, shares entitling such shareholders to more than
50% of all votes to which all shareholders of the parent corporation would be entitled in the election of
directors;

·The consummation of (A) a merger, consolidation, or similar extraordinary event involving the Corporation and
another entity where the shareholders of the Corporation, immediately prior to the merger, consolidation or similar
extraordinary event, will not beneficially own, immediately after the merger, consolidation or similar extraordinary
event, shares entitling such shareholders to more than 50% of all votes to which all shareholders of the surviving
corporation would be entitled in the election of directors (without consideration of the rights of any class of stock to
elect directors by a separate class vote), or (B) a sale or other disposition of all or substantially all of the assets of the
Corporation; or

·During any 12-month period after the effective date of the Omnibus Plan, individuals who at the beginning of such
period constituted the Board cease for any reason to constitute a majority thereof, unless the election, or the
nomination for election by the Corporation’s shareholders, of at least a majority of the directors who were not
directors at the beginning of such period, was approved by a vote of at least two-thirds of the directors then in office
at the time of such election or nomination who either (A) were directors at the beginning of such period or (B)
whose appointment, election or nomination for election was previously so approved.

The Compensation Committee may modify this definition of a Change in Control for a particular award as it deems
appropriate to comply with Section 409A of the Code and any related regulations or other guidance promulgated with
respect to such Section by the U.S. Department of the Treasury or the Internal Revenue Service.

Although the foregoing provisions are included in the Omnibus Plan primarily for the protection of a participant in the
event of a Change in Control of the Corporation, they may also be regarded as having an anti-takeover effect, which
may reduce the Corporation’s vulnerability to hostile takeover attempts and certain other transactions which have not
been negotiated with and approved by the Board.

Registration of Shares. As soon as is practicable after the Omnibus Plan is approved by shareholders, the Corporation
intends to register the shares of its common stock necessary to fund the Omnibus Plan on a Registration Statement on
Form S-8 under the Securities Act of 1933, as amended.

Certain Federal Income Tax Consequences. The federal income tax consequences arising with respect to awards
granted under the Omnibus Plan will depend on the type of the award. The following provides only a general
description of the application of federal income tax laws to certain awards under the Omnibus Plan, based on current
federal income tax laws. This discussion i
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