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(800) 470-4356

(Registrant's telephone number, including area code)

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

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yes R No £

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

Large accelerated filer £ Accelerated filer £
Non-accelerated filer £ (Do not check if a smaller reporting company) Smaller reporting company R

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

Indicate the number of shares outstanding of each of the issuer’s classes of common stock, as of the latest practicable
date: 6,182,757 shares of common stock, par value $.01 per share, as of April 30, 2012.
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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

FIRST UNITED CORPORATION

Consolidated Statements of Financial Condition

(In thousands, except per share and percentage data)

March 31,
2012

December 31,
2011

(Unaudited)
Assets
Cash and due from banks $85,597 $ 52,049
Interest bearing deposits in banks 12,528 13,058
Cash and cash equivalents 98,125 65,107
Investment securities – available-for-sale (at fair value) 226,147 245,023
Investment securities – held to maturity (at cost) 4,040 0
Restricted investment in bank stock, at cost 10,726 10,726
Loans 914,348 938,694
Allowance for loan losses (17,213 ) (19,480 )
Net loans 897,135 919,214
Premises and equipment, net 30,512 30,826
Goodwill and other intangible assets, net 11,004 14,432
Bank owned life insurance 30,641 31,435
Deferred tax assets 30,113 28,711
Other real estate owned 19,118 16,676
Accrued interest receivable and other assets 27,980 28,715
Total Assets $1,385,541 $ 1,390,865

Liabilities and Shareholders’ Equity
Liabilities:
Non-interest bearing deposits $155,580 $ 149,888
Interest bearing deposits 874,325 877,896
Total deposits 1,029,905 1,027,784

Short-term borrowings 35,227 36,868
Long-term borrowings 206,779 207,044
Accrued interest payable and other liabilities 19,924 22,513
Total Liabilities 1,291,835 1,294,209
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Shareholders’ Equity:
Preferred stock – no par value;
Authorized 2,000 shares of which 30 shares of Series A, $1,000 per
share liquidation preference, 5% cumulative increasing to 9%
cumulative on February 15, 2014, were issued and outstanding on
March 31, 2012 and December 31, 2011 (discount of $124
and $140, respectively)

29,876 29,860

Common Stock – par value $.01 per share;
Authorized 25,000 shares; issued and outstanding 6,183 shares at
March 31, 2012 and December 31, 2011

62 62

Surplus 21,513 21,500
Retained earnings 63,116 66,196
Accumulated other comprehensive loss (20,861 ) (20,962 )
Total Shareholders’ Equity 93,706 96,656
Total Liabilities and Shareholders’ Equity $1,385,541 $ 1,390,865

See accompanying notes to the consolidated financial statements.
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FIRST UNITED CORPORATION

Consolidated Statements of Operations

(In thousands, except per share data)

Three Months Ended
March 31,
2012 2011

Interest income (Unaudited)
Interest and fees on loans $ 12,049 $ 13,914
Interest on investment securities
Taxable 1,105 705
Exempt from federal income tax 555 862
Total investment income 1,660 1,567
Other 59 147
Total interest income 13,768 15,628
Interest expense
Interest on deposits 1,893 3,671
Interest on short-term borrowings 46 61
Interest on long-term borrowings 1,946 2,426
Total interest expense 3,885 6,158
Net interest income 9,883 9,470
Provision for loan losses 8,124 1,344
Net interest income after provision for loan losses 1,759 8,126
Other operating income
Changes in fair value on impaired securities 328 691
Portion of gain recognized in other comprehensive income (before taxes) (328 ) (710 )
Net securities impairment losses recognized in operations 0 (19 )
Net gains – other 1,326 101
Total net gains 1,326 82
Service charges 862 866
Trust department 1,115 1,064
Insurance commissions 6 623
Debit card income 492 608
Bank owned life insurance 971 254
Other 606 347
Total other income 4,052 3,762
Total other operating income 5,378 3,844
Other operating expenses
Salaries and employee benefits 4,889 5,132
FDIC premiums 465 895
Equipment 682 815
Occupancy 710 738
Data processing 680 702
Other 2,337 2,631
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Total other operating expenses 9,763 10,913
(Loss)/Income before income tax expense (2,626 ) 1,057
Applicable income tax expense 39 100
Net (Loss)/Income (2,665 ) 957
Accumulated preferred stock dividends and discount accretion (415 ) (394 )
Net (Loss) Attributable to/Net Income Available to Common Shareholders $ (3,080 ) $ 563
Basic net (loss)/income per common share $ (.50 ) $ .09
Diluted net (loss)/income per common share $ (.50 ) $ .09
Weighted average number of basic and diluted shares outstanding 6,183 6,166

See accompanying notes to the consolidated financial statements.
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FIRST UNITED CORPORATION

Consolidated Statements of Comprehensive Income/(Loss)

(In thousands, except per share data)

Three Months Ended
March 31

Components of Comprehensive Income/(Loss) (in thousands) 2012 2011
Net (Loss)/Income $ (2,665 ) $ 957

Available for sale (AFS) securities with OTTI:
Securities with OTTI charges during the period $ 328 $ 691
Less:  OTTI charges recognized in income 0 (19 )
Unrealized gains on investments with OTTI 328 710
Taxes (132 ) (288 )
Net unrealized gains on investments with OTTI 196 422

Available for sale securities – all other:
Unrealized holding gains during the period 122 1,010
Less:  securities with OTTI charges during the period 328 691
Unrealized (losses)/gains on all other AFS securities (206 ) 319
Taxes 84 (128 )
Net unrealized (losses)/gains on all other AFS securities (122 ) 191

Net unrealized gains on AFS securities 74 613

Unrealized gains on cash flow hedges 46 169
Taxes (19 ) (68 )
Net unrealized gains on cash flow hedges 27 101

Other comprehensive income, net of tax $ 101 $ 714

Comprehensive (loss)/income $ (2,564 ) $ 1,671

See accompanying notes to the consolidated financial statements.

5

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

9



FIRST UNITED CORPORATION

Consolidated Statements of Changes in Shareholders’ Equity

(In thousands, except share and per share data)

Preferred
Stock

Common
Stock Surplus Retained

Earnings

Accumulated
Other
Comprehensive
Loss

Total
Shareholders’
Equity

Balance at January 1, 2011 $ 29,798 62 21,422 64,179 (19,821 ) 95,640

Net income 3,626 3,626
Other comprehensive loss (1,141 ) (1,141 )
Stock based compensation 78 78
Preferred stock discount accretion 62 (62 ) 0
Preferred stock dividends deferred (1,547 ) (1,547 )

Balance at December 31, 2011 29,860 62 21,500 66,196 (20,962 ) 96,656

Net loss (2,665 ) (2,665 )
Other comprehensive income 101 101
Stock based compensation 13 13
Preferred stock discount accretion 16 (16 ) 0
Preferred stock dividends deferred (399 ) (399 )

Balance at March 31, 2012 $ 29,876 $ 62 $21,513 $ 63,116 $ (20,861 ) $ 93,706

See accompanying notes to the consolidated financial statements.
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FIRST UNITED CORPORATION

Consolidated Statements of Cash Flows

(In thousands)

Three Months Ended
March 31,
2012 2011

Operating activities (Unaudited)
Net (loss)/income $(2,665 ) $957
Adjustments to reconcile net (loss)/income to net cash
provided by operating activities:
Provision for loan losses 8,124 1,344
Depreciation 515 640
Stock compensation 13 32
Amortization of intangible assets 0 67
Gain on sales of Insurance assets (88 ) 0
(Gain)/loss on sales of other real estate owned (623 ) 7
Write-downs of other real estate owned 0 63
Gain on loan sales (20 ) (19 )
Loss on disposal of fixed assets 4 3
Net amortization of investment securities discounts and
premiums 375 610

Other-than-temporary-impairment loss on securities 0 19
Gain on sales of investment securities – available-for-sale (599 ) (155 )
Amortization of deferred Loan Fees (127 ) (139 )
Decrease in accrued interest receivable and other assets 781 2,090
Deferred tax benefit (1,469 ) (1,313 )
Decrease in accrued interest payable and other liabilities (3,076 ) (1,126 )
Earnings on bank owned life insurance (971 ) (254 )
Net cash provided by operating activities 174 2,826

Investing activities
Proceeds from maturities/calls of investment securities
available-for-sale 8,414 20,230

Proceeds from sales of investment securities
available-for-sale 10,454 22,048

Purchases of investment securities available-for-sale (3,686 ) (37,765 )
Proceeds from sales of other real estate owned 2,708 532
Proceeds from loan sales 1,462 0
Proceeds from disposal of fixed assets 19 0
Proceeds from sale of insurance assets 3,604 0
Proceeds from BOLI death benefit 1,765 0
Net decrease in loans 8,113 26,715
Purchases of premises and equipment (224 ) (65 )
Net cash provided by investing activities 32,629 31,695
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Financing activities
Net increase/(decrease) in deposits 2,121 (174,066)
Net (decrease)/increase in short-term borrowings (1,641 ) 3,859
Proceeds from long-term borrowings 20,000 0
Payments on long-term borrowings (20,265) (10,264 )
Net cash provided by/(used in) financing activities 215 (180,471)
Increase/(decrease) in cash and cash equivalents 33,018 (145,950)
    Cash and cash equivalents at beginning of the year 65,107 299,313
Cash and cash equivalents at end of period $98,125 $153,363

Supplemental information
Interest paid $3,553 $5,283
Non-cash investing activities:
Transfers from loans to other real estate owned $4,527 $562
Transfers from loans to loans held for sale $0 $44,502
Transfers from securities available for sale to
held-to-maturity $4,040

10,000 2.6% $ 24.60 08/06/13 154,708 392,061

(a) Options vest in installments of 25% on each anniversary of the date of grant, such that the options are fully exercisable on or after four years
from the date of grant.

(b) The exercise price shown for individual optionees is the fair market value of the Company�s Common Stock on the date of grant (calculated
as the average of its high and low sales price on that date reported on the New York Stock Exchange Composite Tape).
The following table includes information concerning the exercise of stock options by the Named Executive Officers during the year ended

December 31, 2003:

Aggregated Option Exercises in Last Fiscal Year

And Fiscal Year-End Option Value

Number of Securities Value of Unexercised
Shares Underlying Unexercised In-the-Money Options at
Acquired Value Options at Fiscal Year End(#) Fiscal Year End($)(a)

on
Exercise Realized

Name (#) ($) Exercisable Unexercisable Exercisable Unexercisable

Stephen W. Lilienthal -0- -0- 51,250 133,750 -0- -0-
Robert V. Deutsch -0- -0- 62,500 62,500 -0- -0-
Jonathan D. Kantor -0- -0- 36,000 58,000 -0- -0-
James R. Lewis -0- -0- 25,000 70,000 $ 2,100 $ 2,100
Robert L. McGinnis -0- -0- 7,500 32,500 -0- -0-

(a) Value is based on the closing price of Company Common Stock on December 31, 2003 minus the exercise price.
Employment Contracts

Pursuant to an employment agreement dated July 25, 2002, Mr. Stephen W. Lilienthal serves as the Chief Executive Officer of the
Company and as Chairman of the Board and Chief Executive Officer of the CNA insurance companies. The term of the agreement expires
December 31, 2005 and the annual base compensation is $950,000, subject to discretionary adjustments by the Company�s Incentive
Compensation Committee (�ICC�). In addition, Mr. Lilienthal is entitled to earn annual incentive cash awards under the Incentive Compensation
Plan, as well as certain long-term incentive awards in the form of annual stock option grants, all subject to approval and adjustment by the ICC.

11
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In accordance with an employment agreement dated August 9, 2002, Mr. James R. Lewis serves as the President and Chief Executive
Officer of Property and Casualty Operations. The term of the agreement expires December 31, 2005 and the annual base compensation is
$750,000, subject to discretionary adjustments by the ICC. In addition, Mr. Lewis is entitled to earn annual incentive cash awards under the
Incentive Compensation Plan, as well as certain long-term incentive awards in the form of annual cash awards and annual stock option grants, all
subject to approval and adjustment by the ICC.

Pursuant to an employment agreement dated August 16, 1999, as amended February 25, 2003, Mr. Robert V. Deutsch, who serves as the
Company�s Executive Vice President and Chief Financial Officer, earned annual incentive cash awards under the Incentive Compensation Plan,
as well as certain long-term incentive awards in the form of annual cash awards and annual stock option grants. Mr. Deutsch�s annual base salary
was $700,000 until the expiration of the fixed term of his employment agreement with the Company on December 31, 2003. Pursuant to the
terms of that agreement, Mr. Deutsch�s employment is continuing on a month-to-month basis. He is continuing to serve as Executive Vice
President and Chief Financial Officer of the Company and to perform his duties accordingly and, as provided in the employment agreement as
amended, he is being paid a base salary equal to 300% of his annual base salary as of December 31, 2003.

Pursuant to an employment agreement dated March 20, 2003, Mr. Jonathan D. Kantor serves as a senior executive of the Company with
duties and responsibilities as designated by the Chief Executive Officer. The term of the agreement expires March 31, 2005 and the annual base
compensation is $650,000, subject to adjustments at the discretion of the Chief Executive Officer. In addition, Mr. Kantor is entitled to earn
annual incentive cash awards under the Incentive Compensation Plan as well as certain long-term incentive awards, all subject to approval and
negative adjustment by the ICC. For the 2003 performance period, Mr. Kantor earned $1,650,000 under the Incentive Compensation Plan.
Mr. Kantor is additionally entitled to an aggregate deferred signing bonus of $1,500,000, payable in installments of $750,000 on March 15, 2004
and $750,000 on March 15, 2005, with interest payable at rates applicable to accounts maintained under the SES-CAP for the applicable period.

In the event any of the foregoing employment agreements is not renewed or is terminated prior to the respective expiration dates, each
executive may be entitled to certain payments, the continuation of certain benefits, and the vesting of certain stock options, all as determined in
accordance with the applicable provisions of the respective agreements. Following the expiration or earlier termination of the agreements, each
of the foregoing executives remains subject to certain confidentiality, non-competition, non-solicitation, non-interference and claims assistance
covenants.

Retirement Plans

CNA sponsors funded, tax-qualified retirement plans for salaried employees, including executive officers (the �Qualified Plans�) and
unfunded, non-qualified equalization plans (the �Non-Qualified Plans�) which provide for accruals and contributions not available under the tax
-qualified plans. The following description of the Qualified Plans also gives effect to the Non-Qualified Plans. The Qualified Plans and the
Non-Qualified Plans both include defined contribution plans and defined benefit plans. The qualified and non-qualified defined contribution
plans are the CNA Savings and Capital Accumulation Plan (the �S-CAP�) and the CNA Supplemental Executive Savings and Capital
Accumulation Plan (the �SES-CAP�), respectively. The qualified and non-qualified defined benefit plans are the CNA Retirement Plan and the
CNA Supplemental Executive Retirement Plan (the �SERP�), respectively.

Prior to 2000, the CNA Retirement Plan provided a normal retirement pension equal to 2% of a participant�s final average compensation
times the participant�s first 25 years of service, plus .6667% of the participant�s final average compensation times his or her next 15 years of
participation, with the total reduced by 1.4% of the participant�s social security benefit times the participant�s first 35 years of service. Final
average compensation is the highest average monthly compensation paid in a 60 consecutive-calendar-month period during a participant�s entire
employment history. Compensation includes regular base salary, overtime, incentive and performance bonuses, paid sales incentives and
tax-deferred contributions, up to the eligible amounts under current Internal Revenue Service guidelines.
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In 2000, the CNA Retirement Plan was amended and employees who were employed at December 31, 1999 and were still employed on
April 24, 2000 were required to make a choice regarding their future accruals in this plan. Employees were given two choices: (1) to continue
earning additional benefits under the formula described above, or (2) to convert the present value of their accrued benefit as of December 31,
1999 to an accrued pension account, which is credited with interest at a rate based on 30 year treasury securities.

Employees who elected to forego earning additional benefits in the CNA Retirement Plan and all employees hired by Continental Casualty
Company on or after January 1, 2000 receive an annual basic Company contribution to the S-CAP of 3% or 5% of their eligible compensation,
depending on their age. In addition, these employees are eligible to receive discretionary annual performance contributions of up to 2% of
eligible compensation and an additional Company match of up to 80% of the first 6% of salary contributed by the employee. The basic,
performance and additional Company matching contributions are referred to herein as �Enhanced S-CAP.� All eligible employees, regardless of
their choice, are entitled to a 70% Company matching contribution to the S-CAP on the first 6% of eligible compensation contributed by the
employee. The Company matching contribution rates for employees during the first year of service are 50% of the foregoing.

All salary amounts and annual cash incentive compensation amounts are considered eligible compensation for purposes of the CNA
Retirement Plan, the SERP, and for basic and performance contributions to the S-CAP and SES-CAP. Only salary is considered eligible
compensation for purposes of Company matching contributions to the S-CAP and SES-CAP.

Messrs. Deutsch and Kantor chose to continue to accrue benefits under the CNA Retirement Plan and SERP. Messrs. Lewis, Lilienthal, and
McGinnis are all participants in the Enhanced S-CAP and SES-CAP.

Pension Plan Table

Average Years of Accrual Service:
Annual

Compensation 5 10 15 20 25

$ 400,000 $ 38,501 $ 77,003 $ 115,504 $ 154,006 $ 192,507
600,000 58,501 117,003 175,504 234,006 292,507
800,000 78,501 157,003 235,504 314,006 392,507

1,000,000 98,501 197,003 295,504 394,006 492,507
1,200,000 118,501 237,003 355,504 474,006 592,507
1,400,000 138,501 277,003 415,504 554,006 692,507
1,600,000 158,501 317,003 475,504 634,006 792,507
1,800,000 178,501 357,003 535,504 714,006 892,507
2,000,000 198,501 397,003 595,504 794,006 992,507
2,200,000 218,501 437,003 655,504 874,006 1,092,507
2,400,000 238,501 477,003 715,504 954,006 1,192,507
2,600,000 258,501 517,003 775,504 1,034,006 1,292,507
2,800,000 278,501 557,003 835,504 1,114,006 1,392,507

The amounts in the table reflect deductions for estimated Social Security payments.

Messrs. Deutsch and Kantor have approximately 14, and 10 years of credited service, respectively. Messrs. Lewis, Lilienthal and McGinnis
are not participants in the CNA Retirement Plan and SERP because they were hired after December 31, 1999. Therefore, they have no years of
credited service under these plans.

The following table includes information concerning long-term incentive cash awards made in 2003 to the Named Executive Officers:
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Long-Term Incentive Plan � Awards in 2003

Estimated Future Payouts($)(a)

Name Performance Period Threshold Target Maximum

Stephen W. Lilienthal(b) 2003-2005 -0- -0- -0-
Robert V. Deutsch 2003-2005 $ 80,000 $ 160,000 $ 320,000
Jonathan D. Kantor 2003-2005 $ 97,500 $ 195,000 $ 390,000
James R. Lewis 2003-2005 $ 75,000 $ 150,000 $ 300,000
Robert L. McGinnis 2003-2005 $ 52,500 $ 105,000 $ 210,000

(a) The long-term incentive cash awards are made under the Incentive Compensation Plan which is administered by the ICC. The long-term
incentive cash awards are generally granted annually and are earned based on net operating income targets or other selected corporate
financial goals for three-year performance periods and will become payable only to the extent that specified performance goals are achieved.
The payouts can vary from 0% to 200% of the original target based on the attainment of performance goals. Only awards related to the
2003-2005 performance cycle are included in this table.

(b) Mr. Lilienthal did not receive a long-term incentive plan cash award in 2003.
14
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BOARD OF DIRECTORS REPORT ON EXECUTIVE COMPENSATION

Certain Executive Officers

The Board of Directors believes that the success of the Company and its subsidiaries is dependent upon the quality of management, and that
compensation programs are important in attracting and retaining individuals of superior ability and motivating their efforts on behalf of the
Company and its business interests.

Under Section 162(m) of the Internal Revenue Code, unless classified as �qualified performance-based compensation�, the amount of
compensation deductible for federal income tax purposes which is paid by a publicly-held corporation to its CEO and certain highly
compensated officers during any year is limited to $1,000,000 per person.

To the extent the Company�s compensation policy can be implemented in a manner that maximizes the deductibility of compensation paid
by the Company, the Board of Directors seeks to do so, subject to the Company�s contractual obligations to executives in particular cases.
Accordingly, in February 2000 the Company amended (and subsequently approved by the Stockholders) the existing annual and long-term
compensation plans and merged them into an omnibus plan renamed as the CNA Financial Corporation 2000 Incentive Compensation Plan (the
�Incentive Compensation Plan�), which covers annual, corporate long-term cash and share-related compensation for the Executive Officers of the
Company. It is designed to qualify the amounts paid from time to time thereunder to certain of the Company�s officers as �qualified
performance-based compensation� under Section 162(m) of the Code.

General

The Company�s compensation program is designed to recognize individual performance and contribution to CNA. This pay-for-performance
philosophy is used to reward employees whose work meets or exceeds CNA�s standards of quality and value-added customer service. It is CNA�s
objective to have a compensation policy that is internally equitable and externally competitive, rewards executives for long term strategic
management, supports a performance-oriented environment that stresses attainment of corporate goals and individual expectations, and attracts
and retains key executives critical to the Company�s long term success.

The Incentive Compensation Committee (�ICC�) of the Board of Directors of the Company reviewed the compensation for Messrs. Lilienthal,
Deutsch, Lewis, Kantor and McGinnis. The Chairman of the Board and Chief Executive Officer of the CNA insurance companies reviewed the
compensation for all other Executive Officers. They are assisted in developing and evaluating the overall competitiveness of the compensation
program by the Company�s Human Resources staff, which is supported by an independent nationally recognized compensation consulting
organization. Comparative compensation information regarding the Company�s competitor group of companies is evaluated each year. The
competitor group consists of companies within the property/casualty insurance industry, which includes two of the three companies in the
Standard & Poor�s Multi-Line Insurance Index (see �Stock Price Performance Graph� below). These companies represent the organizations against
which CNA competes for key executives. This comparative compensation information, in conjunction with performance judgments as to past
and expected future contributions of the individual, is used to develop annual compensation levels. In 2003, the Executive Officers were
provided total compensation opportunities that approximated a minimum of the 50th percentile of total compensation opportunities for
comparable individuals at the Company�s competitor group.

Under the Incentive Compensation Plan, the annual incentive cash compensation awards for the Executive Officers are determined by
performance compared to preset quantifiable financial goals approved by the ICC. The annual incentive opportunity is based, among other
factors, on comparative market compensation data as described above. Final approval of annual incentive cash compensation payments is made
by the ICC. The Company reserves the right to make discretionary changes to the award amounts and reserves the right to eliminate these
bonuses, uniformly, due to adverse financial conditions, except where specified in contracts. In determining the annual incentive cash
compensation awards for 2003, the ICC evaluated Company and business unit performance and individual performance against the pre-set goals
categories and other
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performance measures where necessary. Based upon this evaluation, the 2003 bonuses ranged from 110% to 254% of the incentive targets for
the Executive Officers.

The base salary of the Company�s Chief Executive Officer was established pursuant to the employment agreement negotiated between the
Company and the Chief Executive Officer. See �Employment Agreements,� above. The annual base compensation is $950,000, subject to
discretionary adjustments by the Company�s Incentive Compensation Committee (�ICC�). In addition, Mr. Lilienthal is entitled to earn annual
incentive cash awards under the Incentive Compensation Plan as well as certain long-term incentive awards in the form of annual stock option
grants, all subject to approval and adjustment by the ICC. For the 2003 performance period, Mr. Lilienthal earned $1,900,000 under the
Incentive Compensation Plan.

By the Incentive Compensation Committee: Don M. Randel and Marvin Zonis (Chairperson).

COMPENSATION COMMITTEE INTERLOCKS AND INSIDER PARTICIPATION

Mr. Lilienthal, a Director of the Company, also serves as an officer of the Company and its subsidiaries.

CERTAIN TRANSACTIONS

Loews makes available to CNA the services of certain officers and executives of Loews. In February 1975 CNA entered into a management
services agreement (the �Services Agreement�) with Loews which provides that Loews will make available to CNA these services, together with
general corporate services, including financial, administrative and management consulting services. Loews is reimbursed on the basis of an
allocation of a portion of the salaries and related payroll taxes and benefits of the officers and executives performing the services, in addition to
travel and similar expenses incurred. The allocation may be adjusted in the event of any substantial change in the services performed and the
Services Agreement may be terminated by CNA or Loews on the last day of any month. The Services Agreement has been reviewed each year
since 1975 by CNA�s Audit Committee. The last such review took place in February 2004 and the Audit Committee recommended renewal of the
Services Agreement for the ensuing fiscal year, calling for a reimbursement allocation of approximately $210,000 per month, which
recommendation was accepted by the Board of Directors. Under the Services Agreement CNA reimbursed Loews $2,520,000 for services
performed during 2003, and $70,024 for travel and similar expenses incurred during 2003. Also during 2003, Loews or its subsidiaries paid
premiums on insurance and administrative services to the CNA insurance companies at standard rates aggregating approximately $3,704,484.

The Loews ownership of the voting securities of CNA has exceeded 80% since 1980 requiring the inclusion of CNA and its eligible
subsidiaries in the consolidated federal income tax returns filed by Loews. Accordingly, following approval by CNA�s Audit Committee and
Board of Directors, CNA and Loews entered into a tax allocation agreement that provides that CNA will (i) be paid by Loews the amount, if
any, by which the Loews consolidated federal income tax liability is reduced by virtue of the inclusion of CNA and its subsidiaries in the Loews
consolidated federal income tax return, or (ii) pay to Loews an amount, if any, equal to the federal income tax that would have been payable by
CNA, if CNA and its subsidiaries had filed a separate consolidated return. In the event that Loews should have a net operating loss in the future
computed on the basis of filing a separate consolidated tax return without CNA and its eligible subsidiaries, CNA may be required to repay tax
recoveries previously received from Loews. This agreement may be cancelled by CNA or Loews upon thirty days� prior written notice. In 2003,
the inclusion of CNA and its eligible subsidiaries in the consolidated federal income tax return of Loews resulted in a decrease in the federal
income tax liability for Loews. Accordingly, Loews has paid or will pay approximately $734,000,000 to CNA for 2003 under the tax allocation
agreement.

CNA has also reimbursed to Loews or paid directly approximately $18,056,502 for expenses (consisting primarily of salaries and benefits
and other out-of-pocket costs) incurred or owed by Loews during 2003 in maintaining investment facilities and services for CNA.
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In November of 2003 the Company and its principal insurance subsidiary, Continental Casualty Company (�CCC�), entered into a Capital
Support Agreement and related Guaranty Agreement (collectively the �Support Agreements�) with Loews, the 90% owner of CNA�s outstanding
shares. The Support Agreements provided for the sale in November of 2003 of $750 million of a new series of CNA preferred stock to Loews,
and a commitment from Loews for additional capital support of up to $500 million by February 27, 2004 through the purchase of surplus notes
of CCC, CNA�s principal insurance subsidiary, in the event certain additions to CCC�s statutory capital were not achieved through asset sales. The
preferred stock is convertible into 32,327,015 shares of the Company�s common stock. In addition, Loews committed up to an additional
$150 million by March 31, 2004, in a form to be determined, to support the statutory capital of CCC in the event of additional shortfalls in
relation to business and asset sales.

After consideration of the increase in CCC�s statutory surplus resulting from the sale of the Company�s Group Benefits business, Loews
purchased a $46 million CCC surplus note under the Support Agreements in February of 2004. In addition, the sale of CNA�s individual life
business is expected to result in an addition to CCC�s statutory surplus in excess of $400 million. However, the sale of the individual life business
was not consummated by February 26, 2004. As a result, under the Support Agreements Loews purchased an additional $300 million CCC
surplus note in February of 2004. Following the consummation of the individual life sale, CNA plans to seek approval from the relevant
insurance regulatory authority for the repayment of the surplus note purchased in relation to such sale, although it is not certain that sale of the
individual life business will be consummated or that the required regulatory approval will be obtained.

The Company has entered into a credit agreement with a large national contractor that undertakes projects for the construction of
government and private facilities to provide an $86.4 million credit facility. CNA Surety Corporation has provided significant surety bond
protection for projects by this contractor through surety bonds underwritten by affiliates of the Company. Loews and the Company have entered
into a participation agreement, pursuant to which Loews has purchased a participation interest in one-third of the loans and commitments under
the credit facility, on a dollar-for-dollar basis, up to a maximum of $25 million. At the time of filing of this Proxy Statement Loews� participation
was at the maximum level under the participation agreement. Although Loews does not have rights against the contractor directly under the
participation agreement, it shares recoveries under the facility proportionally with the Company. Under the participation agreement, Loews also
receives twenty-five percent of a closing fee from the contractor in the amount of $900,000, half of which was paid at closing and half of which
is due to be paid when the credit facility matures.

Each of Messrs. Hengesbaugh, Deutsch and Kantor took a loan from the Company to assist him with the purchase of Common Stock under
the terms of the Stock Ownership Plan. The loans were taken out at various times in 1998 and 1999 and the term of each loan is 10 years.
Messrs. Hengesbaugh�s and Kantor�s loans are unconditional with full recourse against the maker. Mr. Deutsch�s loan is non-recourse and is
secured by additional collateral. As of December 31, 2003, the outstanding amounts of the loans were as follows: Mr. Hengesbaugh,
$20,539,185, Mr. Kantor, $990,551 and Mr. Deutsch, $4,837,981. Mr. Kantor�s loan was pre-paid in full in March of 2004, pursuant to the sale
of Company stock he purchased in relation to the loan as noted above.
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STOCK PRICE PERFORMANCE GRAPH

The following graph compares the total return of the Company�s Common Stock, the Standard & Poor�s 500 Composite Stock Index (�S&P
500�) and the Standard & Poor�s 500 Multi-Line Insurance Index for the five years ended December 31, 2003. The graph assumes that the value of
the investment in the Company�s Common Stock and for each Index was $100 on December 31, 1998 and that dividends were reinvested.

 Company/Index 1998 1999 2000 2001 2002 2003

CNA FINANCIAL CORP 100 96.74 96.27 74.19 65.11 61.30

S&P 500 INDEX 100 121.04 110.02 96.95 75.52 97.18

S&P 500 MULTI-LINE INSURANCE 100 130.06 180.71 148.92 109.42 127.14

RATIFICATION OF APPOINTMENT OF INDEPENDENT AUDITORS
(Proposal No. 2)

The Audit Committee of the Board of Directors has selected Deloitte & Touche LLP to serve as independent auditors for 2004. Although it
is not required to do so, the Board of Directors wishes to submit the selection of Deloitte & Touche LLP for ratification by the Company�s
shareholders at the meeting. Even if this selection is ratified by shareholders at the Annual Meeting, the Audit Committee may in its discretion
change the appointment at any time during the year if it determines that such a change would be in the best interests of the Company and its
shareholders. If the Company�s shareholders do not ratify the selection of Deloitte & Touche LLP, the Audit Committee will reconsider its
selection. Representatives of Deloitte & Touche LLP are expected to be at the Annual Meeting to answer appropriate questions and, if they
choose to do so, to make a statement.

For the years ended December 31, 2003 and 2002, professional services were performed by Deloitte & Touche LLP, the member firms of
Deloitte Touche Tohmatsu, and their respective affiliates (collectively, �Deloitte�), which includes Deloitte Consulting.
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Audit and audit-related fees aggregated $10.8 million and $8.1 million for the years ended December 31, 2003 and 2002, respectively and
were composed of the following:

Audit Fees

The aggregate fees billed for the audit of the Company�s annual financial statements for the years ended December 31, 2003 and 2002 and
for the reviews of the financial statements included in the Company�s Quarterly Reports on Form 10-Q were $7.7 million and $7.0 million,
respectively.

Audit-Related Fees

The aggregate fees billed for Audit-Related services for the years ended December 31, 2003 and 2002 were $3.1 million and $1.1 million,
respectively. These fees generally include fees for consents and comfort letters, audits of the Company�s employee benefit plans, accounting
consultations, Sarbanes Oxley Act Section 404 advisory services, and SEC related matters.

Tax Fees

The aggregate fees billed for tax services for the years ended December 31, 2003 and 2002 were $0.2 million and $0.3 million, respectively.
These fees generally include fees for the preparation of expatriate tax returns.

All Other Fees

The aggregate fees for services not included above were $3.2 million and $12.0 million, respectively, for the years ended December 31,
2003 and 2002, including fees billed by Deloitte Consulting. These fees generally include fees for human capital advisory services, risk
consulting services and other consulting or advisory services.

Certain fees for 2002 have been adjusted to reflect additional amounts for audit and audit related services performed and billed subsequent
to the issuance of the 2002 Proxy Statement.

The Audit Committee has established a pre-approval policy with regard to audit, audit-related and certain non-audit engagements by the
Company of its independent auditors. Under this policy, the Audit Committee annually pre-approves certain limited, specified recurring services
which may be provided by Deloitte, subject to maximum dollar limitations. All other engagements for services to be performed by Deloitte must
be separately pre-approved by the Audit Committee. The Audit Committee has also designated the Chairperson of the Committee as having
authority to pre-approve such engagements as allowed by the policy, subject to reporting on such pre-approvals to the Committee at its next
scheduled meeting.

The Board of Directors recommends that the Stockholders vote FOR Proposal No. 2.
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OTHER MATTERS

The Company does not know of any other business to come before the meeting. However, if any other matters come before the meeting, the
persons named in the proxies will act on behalf of the Stockholders they represent according to their best judgment.

The cost of this solicitation of proxies will be borne by the Company. Solicitation will be made primarily through use of the mails, but
regular employees of the Company may solicit proxies personally, by telephone or facsimile. Such employees will receive no special
compensation for such solicitation. Brokers and nominees will be requested to obtain voting instructions of beneficial owners of stock registered
in their names and will be reimbursed for their out-of-pocket expenses and reasonable clerical expenses.

STOCKHOLDER COMMUNICATIONS TO THE BOARD OF DIRECTORS

OR THE INDEPENDENT DIRECTORS

The Company has a process by which stockholders may communicate with the Board of Directors. Stockholders and other interested parties
wishing to communicate directly to the Company�s Board of Directors may submit written communications addressed to the Board of Directors,
c/o General Counsel, CNA Financial Corporation, 43 South, Chicago, Illinois 60685. All such communications from stockholders will be
forwarded to the members of the Board.

Any stockholder of the Company wishing to communicate with its Independent Directors may do so in the following ways:

� By submitting the communication in writing addressed to:

Presiding Director, Non-Management Directors of CNA Financial Corporation
c/o Vice President, Internal Audit
CNA Financial Corporation
CNA Plaza
Chicago, Illinois 60685

� By leaving a recorded message addressed to Presiding Director, Non-Management Directors of CNA Financial Corporation at the
following telephone number: 1-888-679-9252; or

� By sending an email to the attention of the Presiding Director, Non-Management Directors of CNA Financial Corporation at:
corporateinvestigations@cna.com.

STOCKHOLDER PROPOSALS FOR THE 2005 ANNUAL MEETING

Stockholder proposals for inclusion in proxy materials for the 2005 Annual Meeting should be addressed to the Company�s Executive Vice
President, General Counsel and Secretary, CNA Plaza, 43S, Chicago, Illinois 60685, and must be received by November 24, 2004. Proxies
received in respect of Common Stock to be voted at the 2004 Annual Meeting will be voted in accordance with the best judgment of the persons
appointed by such proxies with respect to any matters properly before such meeting submitted by Stockholders after January 2, 2005.

By order of the Board of Directors,

JONATHAN D. KANTOR
Executive Vice President, General Counsel and Secretary

Chicago, Illinois
March 29, 2004
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EXHIBIT A

CNA FINANCIAL CORPORATION

AUDIT COMMITTEE CHARTER

Purpose

The Audit Committee�s primary function is to assist the Board of Directors of CNA Financial Corporation (the �Company�) with its
responsibility of overseeing the integrity of the Company�s financial statements, the Company�s compliance with legal and regulatory
requirements, the qualifications and independence of the Company�s independent accountants and the performance of the Company�s internal
audit staff and independent accountants. The Committee shall prepare the Audit Committee Report for the Company�s annual proxy statement.

Committee Membership

The Committee shall be comprised of three or more directors, as determined by the Board from time to time, except to the extent that
temporary vacancies are created by the resignation or removal of a Committee member. The Board has authority to appoint the Committee
members, who serve at the pleasure of the Board, and to designate the Committee Chairperson. Each member of the Committee must satisfy the
independence, experience, financial expertise and other requirements of the New York Stock Exchange, Inc. (the �Exchange�) and applicable laws
and regulations. Committee members may not serve on the audit committees of more than two other public companies unless approved by the
Board and such approval is disclosed in the Company�s proxy statement. No member of the Committee may receive, directly or indirectly, any
consulting, advisory or other compensatory fee from the Company other than (i) director�s fees, which may be received in cash, stock options or
other in-kind consideration ordinarily available to directors; (ii) a pension or other deferred compensation for prior services that is not contingent
on future service; and (iii) any other regular benefits that other directors receive.

Meetings

The Committee shall meet as often as it determines to be appropriate, but not less frequently than quarterly. The Committee shall
periodically meet separately with management, the internal auditors and the independent accountants. The Committee shall also meet
periodically in executive sessions without Company management present. The Committee may request any employee or officer of the Company
or its outside counsel or independent accountants to attend a meeting or to meet with the Committee or its advisors. The Committee may fix its
own rules of procedure, subject to the requirements of this Charter, Exchange rules and applicable laws and regulations.

Authority And Responsibilities

Company management is responsible for preparing financial statements. The Committee�s primary responsibility is oversight. To carry out
this responsibility, the Committee shall undertake the common recurring activities described below, but may diverge from this list as appropriate
under the circumstances.

The Committee may form and delegate authority to sub-committees consisting of one or more members when appropriate.

1. Oversight of the Independent Accountants. The Committee shall:

(a) have sole authority to directly appoint, retain, compensate, evaluate and terminate the Company�s independent accountants and to
approve all engagement fees and terms, including mandatory pre-approval of all engagements of the independent accountants in
accordance with policies and procedures adopted by the Committee from time to time or as required by Exchange rules or
applicable laws or regulations;
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(b) oversee the work of the independent accountants, including resolution of disagreements between management and the independent
accountants regarding financial reporting, and the independent accountants shall report directly to the Committee;

(c) at least annually, review reports from the independent accountants regarding their internal quality-control procedures, any material
issues raised by the most recent internal quality-control review or peer review or any regulatory or professional inquiry within the
preceding five years, and all relationships between the independent accountants and the Company;

(d) annually evaluate the qualifications, performance and independence of the independent accountants and the lead partner, taking into
account the opinions of management and the internal auditors, and present its conclusions to the Board;

(e) annually seek assurances that partners of the independent accountants who are directly involved in the audit are rotated as required
by regulations or Exchange rules and that no partner earns or receives compensation based on the performance of any services for
the Company other than audit, review or attest services;

(f) consider annually whether, in order to assure continuing auditor independence, the Company should rotate its independent
accounting firm on a regular basis;

(g) set policies for the Company�s hiring of current or former employees of the independent accountants;

(h) instruct the independent accountants that such firm is ultimately accountable to the Board of Directors of the Company and the
Committee, as representatives of the shareholders;

(i) instruct the independent accountants to submit to the Committee annually a formal written statement of the fees billed in each of the
last two fiscal years for each of the following categories of services rendered by the independent accountants to the Company and
each of its subsidiaries: (i) the audit of the Company�s annual financial statements and the reviews of its quarterly financial
statements, or services that are normally provided by the independent accountants in connection with statutory and regulatory
filings or engagements; (ii) assurance and related services not included in clause (i) that are reasonably related to the performance
of the audit or review of financial statements, in the aggregate and by each service; (iii) tax compliance, tax advice and tax planning
services, in the aggregate and by each service; and (iv) all other products and services rendered by the independent accountants, in
the aggregate and by each service; and

(j) obtain from the independent accountants assurance that each audit is conducted in a manner consistent with Section 10A of the
Securities Exchange Act of 1934, which sets forth certain procedures to be followed in any audit of financial statements required
under that Act.

2. Oversight of Financial Reporting and Controls. The Committee shall:

(a) meet with the independent accountants prior to any audit to discuss the planning and staffing of the audit;

(b) review and discuss with management and the independent accountants the annual audited financial statements and quarterly
financial statements to be included in the Company�s reports filed with the Securities and Exchange Commission (�SEC�), including
Management�s Discussion and Analysis of Financial Condition and Results of Operations;

(c) review and discuss the following with management and the independent accountants, in connection with the Committee�s review of
the Company�s annual financial statements and, as appropriate, quarterly financial statements and related disclosures:

� critical accounting policies and financial statement presentation, including key accounting decisions and judgments, significant
changes in the selection or application of accounting
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principles, the rationale for such choices and the alternatives available under generally accepted accounting principles (�GAAP�);

� material written communications between the independent accountants and management, including any �management� or �internal
control� letter issued or proposed to be issued by the independent accountants and management�s responses;

� any problems encountered in the audit or review of the financial statements, including any disagreements between management
and the independent accountants or limitations on the activities of the independent accountants, and management�s responses;

� the effect of regulatory and accounting initiatives, as well as off-balance sheet structures, on the financial statements;

� any accounting adjustments that were noted or proposed by the independent accountants but were �passed� (as immaterial or
otherwise);

� communications between the audit team and the independent accountants� national office respecting auditing or accounting issues
presented by the engagement;

� the certifications made by the principal executive officer and principal financial officer with respect to the Company�s periodic
reports filed with the SEC;

� management�s report on internal control over financial reporting and the independent accountants� related attestation report and
any material changes in the Company�s internal control over financial reporting;

� any appointment or replacement of the director of the Internal Audit Division; and

� major financial risk exposures and the steps management has taken to monitor and control such exposures, including the
Company�s risk assessment and risk management policies;

(d) review the type and presentation of information to be included in earnings press releases (particularly any �pro forma� or �adjusted�
non-GAAP information), as well as financial information and earnings guidance which management may provide to analysts and
rating agencies; provided, however, that such review need not take place in advance of each earnings release or each instance in
which guidance may be provided;

(e) annually review and discuss with the independent accountants and management the Company�s Internal Audit Division and its audit
plan, responsibilities, budget and staffing;

(f) establish procedures for the receipt, retention and treatment of complaints received by the Company regarding accounting, internal
accounting controls or auditing matters and the confidential, anonymous submission by employees of the Company of concerns
regarding questionable accounting or auditing matters;

(g) advise management, the Internal Audit Division and the independent accountants that they are expected to provide to the
Committee a timely analysis of significant financial reporting issues and practices;

(h) consider any reports or communications (and management�s and/or the internal audit department�s responses thereto) submitted to
the Committee by the independent auditors required by or referred to in Statement of Accounting Standards 61; and

(i) inquire of the Company�s Chief Executive Officer and Chief Financial Officer as to the existence of any significant deficiencies in
the design or operation of internal controls that could adversely affect the Company�s ability to record, process, summarize and
report financial data, any material weakness in internal controls, and any fraud, whether or not material, that involves management
or other employees who have a significant role in the Company�s internal controls.
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3. Compliance with Legal and Regulatory Requirements. The Committee shall periodically discuss with the Company�s General Counsel
any significant legal, compliance or regulatory matters that may have a material effect on the Company�s business, financial statements
or compliance policies including material notices to or inquiries received from governmental agencies.

4. Additional Responsibilities of the Committee. The Committee shall make regular reports to the Board. The Committee shall annually
review and evaluate the Committee�s own performance and review and reassess the adequacy of this Charter and recommend any
proposed changes to the Board for approval.

5. Additional Powers of the Committee. The Committee shall have the authority, to the extent it deems necessary or appropriate, to retain
special legal, accounting or other experts to advise the Committee and carry out its duties, and to conduct or authorize investigations
into any matters within its scope of responsibilities. The Committee shall be provided with the funding and other resources required to
discharge its duties and responsibilities, including payment of reasonable compensation to the independent accountants and to any
advisors employed by the Committee.

6. Delegation to Subcommittee. The Committee may in its discretion delegate all or a portion of its duties and responsibilities to a
subcommittee of the Committee. The Committee may also, in its discretion, delegate to one or more of its members the authority to
pre-approve any audit or non-audit services to be performed by the independent auditors as permitted by applicable law and regulation,
provided that any such approvals are presented to the Committee for review at its next scheduled meeting.

Limitations of the Committee�s Role

While the Committee has the responsibilities and powers set forth in this Charter, it is not the duty of the Committee to prepare financial
statements, plan or conduct audits or determine that the Company�s financial statements and disclosures are complete or accurate or in
accordance with GAAP or applicable laws or regulations. The Committee�s job is one of review and it recognizes that the Company�s
management is responsible for preparing the Company�s financial statements and that the independent accountants are responsible for auditing or
reviewing those financial statements, as applicable. The Committee recognizes that management and the independent accountants have more
time, knowledge and detailed information concerning the Company than do Committee members. Consequently, in performing its functions, the
Committee is not providing any expert or special assurance as to the Company�s financial statements or any professional certification as to the
independent accountants� work.
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P R O X Y

ZCNAC2

DETACH HERE

CNA FINANCIAL CORPORATION PROXY

Solicited on Behalf of the Board of Directors
for the Annual Meeting, April 28, 2004, Chicago, Illinois

The undersigned hereby appoints S.W. Lilienthal, J.S. Tisch, and P.R. Tisch, or any of them, with full power of
substitution, to represent and to vote the Common Stock of the undersigned at the annual meeting of stockholders of
CNA Financial Corporation, to be held at CNA Plaza (333 South Wabash Avenue), Chicago, Illinois, on April 28,
2004, at 10:00 A.M., or at any adjournment thereof as follows:

Nominees for Election of Directors:

Walter L. Harris, Stephen W. Lilienthal,
Paul J. Liska, Don M. Randel, Joseph
Rosenberg, James S. Tisch, Preston R.
Tisch, Marvin Zonis.

You are encouraged to specify your choices by marking the appropriate boxes, SEE
REVERSE SIDE, but you need not mark any boxes if you wish to vote in accordance
with the Board of Directors� recommendations. The Proxy Committee cannot vote your
shares unless you sign and return this card.

SEE REVERSE
SIDE
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CNA FINANCIAL CORPORATION

C/O EQUISERVE TRUST COMPANY, N.A.
P.O. BOX 8694
EDISON, NJ 08818-8694

DETACH HERE IF YOU ARE RETURNING YOUR PROXY CARD BY MAIL

ZCNAC1

#CNA

x
Please mark
votes as in
this example.

The Board of Directors recommends a vote FOR the Election of Directors and FOR proposal 2.

FOR AGAINSTABSTAIN
1. Election of Directors

(see reverse)
2. Approval of Deloitte

& Touche, LLP, as
independent auditors.

o o o

FOR WITHHELD
o o

This proxy when properly executed will be voted in the
manner directed herein. If no direction is made, this
proxy will be voted FOR election of directors and FOR
proposal 2.

o

For, except vote withheld from the above
nominee(s):

The signer hereby revokes all proxies heretofore given by
the signer to vote at said meeting or any adjournments
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thereof.

NOTE: Please sign exactly as name appears hereon. Joint
owners should each sign. When signing as attorney,
executor, administrator, trustee or guardian, please
give full title as such.

Signature: Date: Signature: Date:
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