Section 1: 10-Q (10-Q)

UNITED STATES

SECURITIESAND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

3] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIESEXCHANGE ACT OF 1934

For the Quarterly Period Ended June 30, 2018
OR

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIESEXCHANGE ACT OF 1934

Commission File Number: 0-20293

UNION BANKSHARES CORPORATION

(Exact name of registrant as specified in itscharter)

VIRGINIA 54-1598552
(Stateor other jurisdiction of

(I.R.S. Employer
incor poration or organization)

I dentification No.)

1051 East Cary Street

Suite 1200
Richmond, Virginia 23219
(Addressof principal executive offices) (Zip Code)

(804) 633-5031
(Registrant’stelephone number, including ar ea 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 period that the registrant was required to file such reports), and (2) has been subject to
such filing requirements for the past 90 days. Yes[XI 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 XI No [

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

Large accelerated filer Accelerated filer O

Non-accelerated filer O (Do not check if asmaller reporting company)
Smaller reporting company O
Emerging growth company O

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

Indicate by check mark whether the registrant is ashell company (as defined in Rule 12b-2 of the Exchange Act).

Yes[d No X



The number of shares of common stock outstanding as of August 1, 2018 was 65,979,188.



ITEM

Item 1.

Item 2.

Item 3.

Item 4.

Item 1.

Item 1A.

Item 2.

Item 6.

UNION BANKSHARES CORPORATION
FORM 10-Q
INDEX

PART | - FINANCIAL INFORMATION

Financial Statements

Consolidated Balance Sheets (unaudited) as of June 30, 2018 and December 31, 2017

Consolidated Statements of |ncome (unaudited) for the three and six months ended June 30, 2018 and 2017

Consolidated Statements of Comprehensive Income (unaudited) for the three and six months ended June 30,

2018 and 2017

Consolidated Statements of Changesin Stockholders’ Equity (unaudited) for the six months ended June 30,
2018 and 2017

Consolidated Statements of Cash Flows (unaudited) for the six months ended June 30, 2018 and 2017

Notes to Consolidated Financial Statements (unaudited)

Report of |ndependent Reqistered Public Accounting Firm

Management’s Discussion and Analysis of Financial Condition and Results of Operations

Quantitative and Qualitative Disclosures About Market Risk

Controls and Procedures

PART |1 - OTHER INFORMATION

L egal Proceedings

Risk Factors

Unreqistered Sales of Equity Securities and Use of Proceeds

Exhibits

Signatures

PAGE

53

78

81

82

82

82

83



2017 Form 10-K
AFS

ALCO

ALL

AQOCI

ASC

ASU

ATM

the Bank

BOLI

bps

CECL

the Company
DHFB
Dodd-Frank Act
EPS

Exchange Act
FASB

FDIC

Federal Reserve
Federal Reserve Bank
FHLB

U.S. GAAPor GAAP
HELOC

HTM

IDC

LIBOR

NPA

OClI

ODCM

OREO

OTTI

PCI

ROA

ROE

ROTCE

SEC

Shore Premier
Tax Act

TDR

UMG

Xenith

Glossary of Acronymsand Defined Terms

Annual Report on Form 10-K for the year ended December 31, 2017
Availablefor sale

Asset Liability Committee

Allowance for loan losses

Accumulated other comprehensive income (10ss)
Accounting Standards Codification

Accounting Standards Update

Automated teller machine

Union Bank & Trust

Bank-owned lifeinsurance

Basis points

Current expected credit losses

Union Bankshares Corporation and its subsidiaries
Dixon, Hubard, Feinour, & Brown, Inc.

Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010

Earnings per share

Securities Exchange Act of 1934

Financial Accounting Standards Board
Federal Deposit Insurance Corporation
Board of Governors of the Federal Reserve System
Federal Reserve Bank of Richmond

Federal Home Loan Bank of Atlanta
Accounting principles generally accepted in the United States
Home equity line of credit

Held to maturity

Interactive Data Corporation

London Interbank Offered Rate
Nonperforming assets

Other comprehensive income

Old Dominion Capital Management, Inc.
Other real estate owned

Other than temporary impairment

Purchased credit impaired

Return on average assets

Return on average common equity

Return on average tangible common equity
Securities and Exchange Commission

Shore Premier Finance, adivision of the Bank
Tax Cuts and Jobs Act

Troubled debt restructuring

Union Mortgage Group, Inc.

Xenith Bankshares, Inc.



PART | — FINANCIAL INFORMATION
ITEM 1-FINANCIAL STATEMENTS
UNION BANKSHARES CORPORATION AND SUBSIDIARIES

CONSOL IDATED BALANCE SHEETS (UNAUDITED)
(Dollarsin thousands, except share data)

June 30, December 31,
2018 2017
ASSETS
Cash and cash equivalents:
Cash and due from banks $ 153,078 $ 117,586
Interest-bearing depositsin other banks 417,423 81,291
Federal funds sold 7,552 496
Total cash and cash equivalents 578,053 199,373
Securitiesavailablefor sale, at fair value 1,558,048 974,222
Securitiesheld to maturity, at carrying value 47,604 199,639
Marketable equity securities, at fair value 28,200 —
Restricted stock, at cost 104,837 75,283
Net loans held for investment 9,290,259 7,141,552
Lessallowancefor loan losses 41,270 38,208
Net loans held for investment 9,248,989 7,103,344
Premises and equipment, net 160,508 119,604
OREO, net of valuation allowance 7,995 6,636
Goodwill 725,195 298,528
Amortizableintangibles, net 51,211 14,803
Bank owned lifeinsurance 260,124 182,854
Other assets 251,878 96,235
Assets of discontinued oper ations 43,464 44,658
Total assets $ 13,066,106 $ 9,315,179
LIABILITIES
Noninter est-bearing demand deposits $ 2,192,927 % 1,502,208
I nter est-bearing deposits 7,604,345 5,489,510
Total deposits 9,797,272 6,991,718
Securities sold under agreementsto repurchase 50,299 49,152
Other short-term borrowings 742,900 745,000
L ong-term borrowings 507,077 425,262
Other liabilities 99,327 54,008
Liabilities of discontinued operations 4,361 3,710
Total liabilities 11,201,236 8,268,850
Commitments and contingencies (Note 7)
STOCKHOLDERS EQUITY
Common stock, $1.33 par value, shares authorized 100,000,000; issued and outstanding, 65,939,375
sharesand 43,743,318 shares, r espectively. 87,129 57,744
Additional paid-in capital 1,376,294 610,001
Retained earnings 415,492 379,468
Accumulated other comprehensiveincome (14,045) (884)
Total stockholders' equity 1,864,870 1,046,329
Total liabilitiesand stockholders equity $ 13,066,106 $ 9,315,179

See accompanying notes to consolidated financial statements.



UNION BANKSHARES CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME (UNAUDITED)
(Dollarsin thousands, except share and per share data)

Interest and dividend income:
Interest and fees on loans
Interest on deposits in other banks
Interest and dividends on securities:
Taxable
Nontaxable
Total interest and dividend income
I nterest expense:
Interest on deposits
Interest on short-term borrowings
Interest on long-term borrowings
Total interest expense
Net interest income
Provision for credit losses
Net interest income after provision for credit losses
Noninterest income:
Service charges on deposit accounts
Other service charges and fees
Interchange fees, net
Fiduciary and asset management fees
Gains (losses) on securities transactions, net
Bank owned life insurance income
Loan-related interest rate swap fees
Gain on Shore Premier sdle
Other operating income
Total noninterest income
Noninterest expenses:
Salaries and benefits
Occupancy expenses
Furniture and equipment expenses
Printing, postage, and supplies
Communications expense
Technology and data processing
Professional services
Marketing and advertising expense
FDIC assessment premiums and other insurance
Other taxes
Loan-related expenses
OREO and credit-related expenses
Amortization of intangible assets
Training and other personnel costs
Merger-related costs
Other expenses
Total noninterest expenses
Income from continuing operations before income taxes
Income tax expense

Income from continuing operations

Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2018 2017 2018 2017

$ 119540 $ 72,317 232,193 % 140,200
676 115 1,323 186
8,012 4,982 15,084 9,905
4,181 3,512 8,189 7,074
132,409 80,926 256,789 157,365
13,047 6,100 24,259 11,176
5,166 1,400 9,415 2,350
6,028 4,722 11,475 8,768
24,241 12,222 45,149 22,294
108,168 68,704 211,640 135,071
2,147 2,184 5,671 4,288
106,021 66,520 205,969 130,783
6,189 4,613 12,083 9,129
1,278 1,120 2,512 2,259
4,792 3,867 9,280 7,449
4,040 2,725 7,096 5,519
(88) 117 125 598
1,728 1,335 3,395 3,460
898 1,031 1,617 2,211
20,899 — 20,899 —
861 454 3,858 1,450
40,597 15,262 60,865 32,075
40,777 28,930 81,518 59,553
6,159 4,453 12,226 9,106
3,103 2,508 6,041 5,064
1,282 1,393 2,342 2,525
1,009 870 2,104 1,771
4,322 3,842 8,881 7,646
2,671 2,054 5,225 3,664
3,288 2,270 4,725 4,002
1,882 947 4,067 1,652
2,895 2,022 5,782 4,043
1,843 1,128 3,158 2,292
1,122 342 2,654 884
3,215 1,544 6,396 3,180
1,125 1,018 2,132 1,967
8,273 2,744 35,985 2,744
2,174 1,420 3,649 2,575
85,140 57,575 186,885 112,668
61,478 24,207 79,949 50,190
11,678 6,725 13,575 13,507
49,800 17,482 66,374 36,683







Three Months Ended Six Months Ended

June 30, June 30, June 30, June 30,
2018 2017 2018 2017

Discontinued oper ations:
Income (loss) from operations of discontinued mortgage segment (3,085) 745 (3,008) 651
Income tax expense (benefit) (612) 271 (600) 254
Income (loss) on discontinued operations (2,473) 474 (2,408) 397
Net income $ 47,327 $ 17,956 $ 63,966 $ 37,080
Basic earnings per common share $ 072 % 041 $ 097 $ 0.85
Diluted earnings per common share $ 072 $ 041 $ 097 $ 0.85
Dividends declared per common share $ 021 $ 020 $ 042 $ 0.40
Basic weighted average number of common shares outstanding 65,919,055 43,693,427 65,737,849 43,674,070
Diluted weighted average number of common shares outstanding 65,965,577 43,783,952 65,801,926 43,755,045

See accompanying notes to consolidated financial statements.



UNION BANKSHARES CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (UNAUDITED)
(Dollarsin thousands)

Three Months Ended Six Months Ended
June 30, June 30,
2018 2017 2018 2017
Net income $ 47327 $ 1796 $ 63,966 $ 37,080
Other comprehensive income (10ss):
Cash flow hedges:
Changein fair value of cash flow hedges 675 (775) 2,639 (807)

Reclassification adjustment for losses included in net income (net of tax, $78 and $171
for the three months and $144 and $269 for the six months ended June 30, 2018 and
2017, respectively) @ 294 318 543 499

AFS securities:
Unrealized holding gains (losses) arising during period (net of tax, $687 and $2,707 for

the three months and $4,193 and $4,665 for the six months ended June 30, 2018 and
2017, respectively) (2,586) 5,027 (25,777) 8,664

Reclassification adjustment for losses (gains) included in net income (net of tax, $18

and $41 for the three months and $27 and $209 for the six months ended June 30, 2018

and 2017, respectively) @ 69 (76) (99) (389)
HTM securities:

Reclassification adjustment for accretion of unrealized gain on AFS securities

transferred to HTM (net of tax, $26 and $86 for the three months and $106 and $185

for the six months ended June 30, 2018 and 2017, respectively) @ (99) (160) (398) (344)
Bank owned life insurance:
Reclassification adjustment for lossesincluded in net income 19 85 38 194
Other comprehensive income (l0ss) (1,628) 4,419 (13,054) 7,817
Compr ehensive income $ 45699 $ 22375 $ 50912 $ 44,897

(1) The gross amounts reclassified into earnings are reported in the interest income and interest expense sections of the Company's Consolidated
Statements of Income with the corresponding income tax effect being reflected as a component of income tax expense.

(2) The gross amounts reclassified into earnings are reported as " Gains (losses) on securities transactions, net" on the Company's Consolidated
Statements of Income with the corresponding income tax effect being reflected as a component of income tax expense.

(3) The gross amounts reclassified into earnings are reported within interest income on the Company's Consolidated Statements of Income with
the corresponding income tax effect being reflected as a component of income tax expense.

(4) Reclassificationsin earnings are reported in " Salaries and benefits" expense on the Company's Consolidated Statements of Income.

See accompanying notes to consolidated financial statements.



UNION BANKSHARES CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGESIN STOCKHOLDERS EQUITY (UNAUDITED)

SIX MONTHSENDED JUNE 30, 2018 AND 2017
(Dollarsin thousands, except share and per share amounts)

Accumulated
Additional Other
Common Paid-In Retained Comprehensive
Stock Capital Earnings Income (L 0ss) Total
Balance - December 31, 2016 $ 57506 $ 605397 $ 341938 $ (3,809) $ 1,001,032
Net income - 2017 37,080 37,080
Other comprehensive income (net of taxes of $4,540) 7,817 7,817
Dividends on common stock ($0.40 per share) (17,466) (17,466)
Issuance of common stock under Equity Compensation Plans (31,818
shares) 43 529 572
Issuance of common stock for services rendered (11,320 shares) 15 383 398
Vesting of restricted stock, net of shares held for taxes, under Equity
Compensation Plans (59,426 shares) 79 (1,145) (1,066)
Stock-based compensation expense 2,502 2,502
Balance - June 30, 2017 $ 57643 $ 607,666 $ 361552 $ 4,008 $ 1,030,869
Balance - December 31, 2017 $ 57,744 $ 610,001 $ 379468 $ (884) $ 1,046,329
Net income - 2018 63,966 63,966
Other comprehensive income (net of taxes of $4,182) (13,054) (13,054)
Issuance of common stock in regard to acquisition (21,922,077 shares)(l) 29,156 765,653 794,809
Dividends on common stock ($0.42 per share) (27,649) (27,649)
Issuance of common stock under Equity Compensation Plans (85,553
shares) 114 1,252 1,366
Issuance of common stock for services rendered (10,173 shares) 14 382 396
Vesting of restricted stock, net of shares held for taxes, under Equity
Compensation Plans (76,226 shares) 101 (2,499) (2,398)
Cancellation of warrants (1,530) (1,530)
Impact of adoption of new guidance (293) (207) (400)
Stock-based compensation expense 3,035 3,035
Balance - June 30, 2018 $ 87129 $ 1376294 $ 415492 $ (14,045) $ 1,864,870

(1) Includes conversion of Xenith warrants to Union warrants.

See accompanying notes to consolidated financial statements.



UNION BANKSHARES CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTSOF CASH FLOWS (UNAUDITED)
SIX MONTHSENDED JUNE 30, 2018 AND 2017

(Dollarsin thousands)

Operating activities @:
Net income

Adjustments to reconcile net income to net cash and cash equivalents provided by (used in) operating

activities:
Depreciation of premises and equipment
Writedown of OREO
Amortization, net
Amortization (accretion) related to acquisition, net
Provision for credit losses
Gains on securities transactions, net
BOLI income
Decrease (increase) in loans held for sale, net
Gainson sales of OREO, net
L osses (gains) on sales of premises, net
Gain on sale of Shore Premier loans
Goodwill impairment losses
Stock-based compensation expenses
I ssuance of common stock for services
Net decrease (increase) in other assets
Net increase in other liabilities

Net cash and cash equivalents provided by (used in) operating activities

Investing activities:
Purchases of AFS securities and restricted stock
Purchases of HTM securities
Proceeds from sales of AFS securities and restricted stock
Proceeds from maturities, calls and paydowns of AFS securities
Proceeds from maturities, calls and paydowns of HTM securities
Proceeds from sale of |oans held for investment
Net increase in loans held for investment
Net increase in premises and equipment
Proceeds from sales of OREO
Cash paid in acquisition
Cash acquired in acquisitions

Net cash and cash equivalents provided by (used in) investing activities

Financing activities:
Net increase in noninterest-bearing deposits
Net increase in interest-bearing deposits
Net increase (decrease) in short-term borrowings
Cash paid for contingent consideration
Proceeds from issuance of long-term debt
Cash dividends paid - common stock
Cancellation of warrants
I ssuance of common stock
Vesting of restricted stock, net of shares held for taxes

Net cash and cash equivalents provided by (used in) financing activities

Increase (decrease) in cash and cash eguivalents
Cash and cash equivalentsat beginning of the period

Cash and cash equivalents at end of the period

2018 2017
63,966 $ 37,080
6,985 5,431
1,142 257
5,749 6,977
(5,273) 70
5,407 4,295
(125) (598)
(3,395) (3,460)
472 (4,648)
(38) (72)

(47) 27
(20,899) —
864 —
3,035 2,502
396 398
(21,878) 3,991
17,532 (4,392)
53,893 47,858
(502,675) (124,411)
(40,145) (7,836)
309,516 52,626
70,653 59,342
— 909
581,324 —
(272,919) (464,667)
(2,653) (5.273)
2,728 381
(10,928) —
174,227 —
309,128 (488,929)
179,348 107,945
78,040 277,000
(235,953) 50,762
(565) (3,003)
25,000 20,000
(27,649) (17,466)
(1,530) —
1,366 572
(2,398) (1,066)
15,659 443,744
378,680 2,673
199,373 179,237
578,053 $ 181,910







UNION BANKSHARES CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTSOF CASH FLOWS (UNAUDITED)
SIX MONTHSENDED JUNE 30, 2018 AND 2017

(Dollarsin thousands)

Supplemental Disclosure of Cash Flow Information
Cash paymentsfor:
Interest
Income taxes

Supplemental schedule of noncash investing and financing activities
Transfers from loans (OREO) to OREO (loans)
Stock received as consideration for sale of loans held for investment
Securitiestransferred from HTM to AFS
Issuance of common stock in exchange for net assetsin acquisition

Transactionsrelated to acquisitions
Assets acquired
Liabilities assumed @

(1) Discontinued operations have an immaterial impact to the Consolidated Statement of Cash Flows. The change in loans held for sale and
goodwill impairment losses included in the Operating Activities section above are fully attributable to discontinued operations.
(2) 2018 includes contingent consideration related to DHFB acquisition.

See accompanying notes to consolidated financial statements.

2018

44,137 $

6,250

(59)
28,913
187,425
794,809

3,251,191
2,872,984

22,424
16,400

(36)



UNION BANKSHARES CORPORATION AND SUBSIDIARIES
Notesto Consolidated Financial Statements (Unaudited)

1. ACCOUNTING POLICIES

The consolidated financial statementsinclude the accounts of the Company and its wholly-owned subsidiaries. Significant inter-company accounts
and transactions have been eliminated in consolidation.

The unaudited consolidated financial statements have been prepared in accordance with U.S. GAAP for interim financial information and follow
general practice within the banking industry. Accordingly, the unaudited consolidated financial statements do not include all the information and
footnotes required by U.S. GAAP for complete financial statements; however, in the opinion of management, all adjustments (consisting only of
normal recurring accruals) necessary for afair presentation of the results of the interim periods presented have been made. The results of
operations for the interim periods are not necessarily indicative of the results that may be expected for the full year.

These financial statements should be read in conjunction with the consolidated financial statements and notes thereto included in the Company’s
2017 Form 10-K. Certain prior period amounts have been reclassified to conform to current period presentation.

Business Combinations and Divestitures
On January 1, 2018, the Company completed the acquisition of Xenith, a bank holding company based in Richmond, Virginia.

On April 1, 2018, the Bank completed its acquisition of DHFB, a Roanoke, Virginia-based investment advisory firm with approximately $600 million in
assets under management and advisement. DHFB operates as a subsidiary of the Bank.

These transactions were accounted for using the acquisition method of accounting and, accordingly, assets acquired, liabilities assumed, and
consideration exchanged were recorded at estimated fair values on the acquisition date. Fair values are preliminary and subject to refinement for up
to one year after the closing date of the acquisition. The resulting goodwill from both of these transactionsis not deductible for tax purposes.

Refer to Note 2 “ Acquisitions" for further discussion on the Company's business combinations during the period.

On May 23, 2018, the Bank announced that it had entered into a definitive agreement with athird party mortgage company to team together to offer
residential mortgages. Asaresult of this arrangement, the Bank began winding down the operations of UMG, the Company's reportable mortgage
segment. Refer to Note 13 " Segment Reporting & Discontinued Operations” for further discussion on this agreement.

On June 29, 2018, the Bank entered into an agreement to sell substantially all of the assets and certain specific liabilities of its Shore Premier Finance
division, consisting primarily of marine loans totaling approximately $383.9 million, for a purchase price consisting of approximately $375.0 million in
cash and 1,250,000 shares of the purchasing company's common stock. The purchasing company has agreed for alimited time to pay additional
cash consideration to the Company to the extent any sales of its common stock by the Company, following satisfaction of any required holding
periods or other requirements under the Securities Act of 1933, are at prices lower than the agreed upon value at the time of entry into the
agreement. At June 30, 2018, the fair value of the purchasing company's stock was $28.2 million, which was included as "Marketable Equity
Securities" in the Company's Consolidated Balance Sheet. The purchase of the loans was completed on June 29, 2018 and became effective at the
end of the day on June 30, 2018. The sale generated an after-tax gain of approximately $16.5 million, net of transaction and other related costs.

On June 29, 2018, the Bank sold approximately $206.3 million in consumer home improvement loans that had been originated through athird-party
lending program. These loans were sold at par.

Affordable Housing Entities

The Company investsin private investment funds that make equity investmentsin multifamily affordable housing properties that provide affordable
housing tax credits for these investments. The activities of these entities are financed with a combination of invested equity capital and debt. For
the three and six months ended June 30, 2018, the Company recognized amortization of $236,000 and $471,000, respectively, and tax credits of
$281,000 and $564,000, respectively, associated with these investments within “Income tax expense” on the Company’s Consolidated Statements of
Income. For the three and six months ended June 30, 2017, the Company recognized amortization of $190,000 and $414,000, respectively, and tax
credits
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of $174,000 and $484,000, respectively. The carrying value of the Company’sinvestmentsin these qualified affordable housing projects was $11.3
million and $11.0 million as of June 30, 2018 and December 31, 2017, respectively. At June 30, 2018 and December 31, 2017, the Company's recorded
liability totaled $5.8 million and $7.3 million, respectively, for the related unfunded commitments, which are expected to be paid during the second
half of 2018 or 2019.

Adoption of New Accounting Standards

On January 1, 2018, the Company adopted ASU No. 2014-09, “ Revenue from Contracts with Customers: Topic 606" and all subsequent
amendmentsto the ASU (“ Topic 606”). This ASU revised guidance for the recognition, measurement, and disclosure of revenue from contracts
with customers. The guidance, as amended, is applicable to all entities and replaces a significant portion of existing industry and transaction-
specific revenue recognition rules with amore principles-based recognition model. Most revenue associated with financial instruments, including
interest income, loan origination fees, and credit card fees, is outside the scope of the guidance. Gains and |osses on investment securities,
derivatives, and sales of financial instruments are similarly excluded from the scope. The Company adopted this ASU using the modified
retrospective approach, which requires a cumulative effect adjustment to retained earnings as of the beginning of the reporting period in which the
entity first applies the new guidance. The adoption of ASU No. 2016-09 did not have amaterial impact on the Company’s consolidated financial
results but did result in expanded disclosures related to noninterest income and enhanced qualitative disclosures on the revenues within the scope
of the new guidance. Refer to Note 11 “Revenue” for further discussion on the Company's accounting policies for revenue sources within the
scope of ASC 606.

On January 1, 2018, the Company adopted ASU No. 2016-01, “Financial Instruments - Overall (Subtopic 825-10): Recognition and Measurement
of Financial Assetsand Financial Liabilities.” This ASU requires an entity to, among other things: (i) measure equity investments at fair value
through net income, with certain exceptions; (ii) present in OCI the changesin instrument-specific credit risk for financial liabilities measured using
the fair value option; (iii) present financial assets and financial liabilities by measurement category and form of financia asset; (iv) calculate thefair
value of financial instruments for disclosure purposes based on an exit price and; (v) assess avaluation allowance on deferred tax assets related to
unrealized losses of AFS debt securities in combination with other deferred tax assets. The ASU provides an el ection to subsequently measure
certain nonmarketabl e equity investments at cost less any impairment and adjusted for certain observable price changes. The ASU also requires a
qualitative impairment assessment of such equity investments and amends certain fair val ue disclosure requirements. The adoption of ASU No.
2016-01 did not have amaterial impact on the Company’s consolidated financial statements and resulted in enhancements to the financial
instrument disclosures.

On May 1, 2018, the Company early adopted ASU No. 2017-12, “ Derivatives and Hedging (Topic 815): Targeted | mprovementsto Accounting for
Hedging Activities.” This ASU simplifies the application of the hedge accounting guidance and improves the financial reporting of hedging
relationships to better portray the economic results of an entity’s risk management activitiesin itsfinancial statements. The targeted improvements
in ASU No. 2017-12 allowed the Company a one-time transfer of certain debt securitiesfrom HTM to AFS. The Company adopted this ASU using
the modified retrospective approach. As part of this adoption, the Company made a one-time election to transfer eligible HTM securitiesto the AFS
category in order to optimize the investment portfolio management for capital and risk management considerations. The Company transferred HTM
securities with a carrying amount of $187.4 million, which resulted in a $400,000 increase to AOCI. Refer to Note 3 " Securities" and Note 9

" Accumulated Other Comprehensive Income (Loss)" for further discussion regarding the adoption.

On May 1, 2018, the Company early adopted ASU No. 2018-02, “Income Statement—Reporting Comprehensive Income (Topic 220):
Reclassification of Certain Tax Effects from Accumulated Other Comprehensive Income.” This ASU alows for areclassification from AOCI to
retained earnings for stranded tax effects resulting from the Tax Act and requires certain disclosures about the stranded tax effects. The Company
reclassified approximately $107,000 from AOCI to retained earnings during the second quarter 2018. Refer to Note 9 "Accumulated Other
Comprehensive Income (Loss)" for further discussion regarding the adoption.

The net impact to retained earnings of the adoption of ASU No. 2017-12 and ASU No. 2018-02 was $293,000.

Recent Accounting Pronouncements

In February 2016, the FASB issued ASU No. 2016-02, “ Leases (Topic 842).” This ASU requires lessees to put most leases on their balance sheets,
but recognize expenses in the income statement in amanner similar to today’s accounting. The guidance also eliminates the real estate-specific
provisions and changes the guidance on sal e-leaseback transactions, initial direct costs, and lease executory costs for all entities. For lessors, this
ASU modifies the classification criteria and the accounting for sales-type and direct financing leases. This ASU is effective for fiscal years, and
interim periods within those fiscal years, beginning after December 15, 2018. Early adoption is permitted. The Company isimplementing new lease
systems in conjunction with the adoption. Management is progressing with implementation, and while the Company continuesto evaluate this
standard and
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the effect of related disclosures, the primary effect of adoption will be to require recording right-of-use assets and corresponding |ease obligations
for current operating leases. Other implementation matters to be addressed include, but are not limited to, the determination of effects on the
financial and capital ratios and the quantification of the impacts that this accounting guidance will have on the Company's consolidated financial
statements.

In June 2016, the FASB issued ASU No. 2016-13, “Financial Instruments - Credit Losses (Topic 326): Measurement of Credit Losses on Financial
Instruments.” This ASU updates the existing guidance to provide financial statement users with more decision-useful information about the
expected credit losses on financial instruments and other commitments to extend credit held by areporting entity at each reporting date. The
amendment replaces the incurred loss impairment methodology in current GAAP with a methodology that reflects expected credit losses and
requires consideration of a broader range of reasonable and supportable information to inform credit loss estimates. The CECL model will replace
the Company's current accounting for PCI and impaired loans. The guidance also amends the AFS debt securities OTTI model. The amendment is
effective for fiscal years beginning after December 15, 2019. The Company has established a cross-functional governance structure for the
implementation of CECL. The Company is continuing to evaluate the impact ASU No. 2016-13 will have on its consolidated financial statements.
This standard contains significant differences from existing U.S GAAP, and the implementation of this standard may result in increases to our
reserves for credit losses of financial instruments; however, the quantitative impact cannot be reasonably estimated since this standard relies on
economic conditions and trends that will impact the Company's portfolio at the time of adoption.
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2. ACQUISITIONS

Xenith Acquisition

On January 1, 2018, the Company completed its acquisition of Xenith, a bank holding company based in Richmond, Virginia. Xenith's common
stockholders received 0.9354 shares of the Company's common stock in exchange for each share of Xenith's common stock, resulting in the
Company issuing 21,922,077 shares of the Company's common stock at afair value of $794.8 million. In addition, the Company paid $6.2 millionin
exchange for Xenith's outstanding stock options.

The transaction was accounted for using the acquisition method of accounting and, accordingly, assets acquired, liabilities assumed, and
consideration exchanged were recorded at estimated fair values on the acquisition date. Fair values are preliminary and subject to refinement for up
to one year after the closing date of the acquisition, in accordance with ASC 350, Intangibles-Goodwill and Other. Measurement period
adjustments that were made in the second quarter of 2018 include immaterial changesto the fair value of loans, buildings, OREO, deferred tax
assets, and leases. The Company will continue to keep the measurement period open for certain accounts, including loans, real estate, and deferred
tax assets, whereits review procedures of any updated information related to the transaction are ongoing. |If considered necessary, additional
adjustments to the fair value measurement of these accounts will be made until all information isfinalized, the Company's review procedures are
complete, and the measurement period is closed. The following table provides a preliminary assessment of the consideration transferred, assets
acquired, and liabilities assumed as of the date of the acquisition (dollars in thousands):

Purchase Price:

Fair value of shares of Union common stock issued & warrants converted $ 794,809
Cash paid for Xenith options 6,170
Total purchaseprice $ 800,979

Fair value of assetsacquired:

Cash and cash equivalents $ 174,218
AFS securities 295,782
Restricted stock, at cost 27,569
Net loans 2,456,857
Premises and equipment 44,912
OREO 5,250
Core deposit intangibles 38,470
Other assets 202,910

Total assets $ 3,245,968

Fair value of liabilities assumed:

Deposits $ 2,549,683
Other short-term borrowings 235,000
Borrowings 55,542
Other lighilities 28,912
Total liabilities $ 2,869,137
Net assets acquired $ 376,831
Preliminary goodwill $ 424,148

The acquired loans were recorded at fair value at the acquisition date without carryover of Xenith's previously established allowance for loan
losses. The fair value of the loans was determined using market participant assumptions in estimating the amount and timing of both principal and
interest cash flows expected to be collected on the loans and |eases and then applying a market-based discount rate to those cash flows. In this
regard, the acquired loans were segregated into pools based on loan type and credit risk. L oan type was determined based on collateral type,
purpose, and lien position. Credit risk characteristics included risk rating groups (pass rated loans and adversely classified loans) and past due
status. For valuation purposes, these pools were further disaggregated by maturity, pricing characteristics (e.g., fixed-rate, adjustable-rate) and re-
payment structure (e.g., interest only, fully amortizing, balloon). If new information is obtained about facts and circumstances about expected cash
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flows that existed as of the acquisition date, management will adjust fair valuesin accordance with accounting for business combinations.

The acquired loans were divided into loans with evidence of credit quality deterioration which are accounted for under ASC 310-30, Receivables -
Loans and Debt Securities Acquired with Deteriorated Credit Quality, (acquired impaired) and |oans that do not meet these criteria, which are
accounted for under ASC 310-20, Receivables - Nonrefundable Fees and Other Costs, (acquired performing). The fair values of the acquired
performing loans were $2.4 hillion and the fair values of the acquired impaired loans were $78.9 million. The gross contractually required principal
and interest payments receivabl e for acquired performing loans was $2.7 billion. The best estimate of contractual cash flows not expected to be
collected related to the acquired performing loans is $20.6 million.

The following table presents the acquired impaired loans receivabl e at the acquisition date (dollarsin thousands):

Contractually required principal and interest payments $ 113,891
Nonaccretable difference (19,800)
Cash flows expected to be collected 94,091
Accretable difference (15,206)
Fair value of loans acquired with a deterioration of credit quality $ 78,885

The following table presents certain pro formainformation asif Xenith had been acquired on January 1, 2017. These results combine the historical
results of Xenith in the Company's Consolidated Statements of Income and, while certain adjustments were made for the estimated impact of certain
fair value adjustments and other acquisition-related activity, they are not indicative of what would have occurred had the acquisition taken place on
January 1, 2017. In particular, no adjustments have been made to eliminate the amount of Xenith’'s provision for credit losses that would not have
been necessary had the acquired loans been recorded at fair value as of January 1, 2017. Pro forma adjustments below include the net impact of
accretion for 2017 and the elimination of merger-related costs for 2018. The Company expects to achieve further operating cost savings and other
business synergies, including branch closures, as aresult of the acquisition which are not reflected in the pro forma amounts below (dollarsin
thousands):

Proformafor thethree months Proformafor the six months
ended ended
June 30, June 30,
2018 2017 2018 2017

(unaudited) (unaudited) (unaudited) (unaudited)
Total revenues @ $ 148,765 $ 117,141  $ 272505 $ 232,425
Net income $ 53,864 $ 28253 $ 92,739 $ 54,678
Earnings per share $ 082 $ 043 $ 141 % 0.83

(1) Includes net interest income and noninterest income.

Merger-related costs associated with the acquisition of Xenith were $8.3 million and $2.7 million for the three months ended June 30, 2018 and 2017,
respectively, and $36.0 million and $2.7 million for the six months ended June 30, 2018 and 2017, respectively. Such costs include legal and
accounting fees, lease and contract termination expenses, system conversion, and employee severances, which have been expensed asincurred.

DHFB Acquisition

On April 1, 2018, the Bank completed its acquisition of DHFB, a Roanoke, Virginia-based investment advisory firm with approximately $600.0 million
in assets under management and advisement at the time of the acquisition. The acquisition date fair value of consideration transferred totaled $7.4
million, which consisted of $4.8 million in cash and the remainder being contingent on achieving certain performance metrics. The contingent
consideration is carried at fair value and is reported as a component of "Other Liabilities" in the Company's Consolidated Balance Sheet. The fair
value of thisliability will be assessed at each reporting period.

In connection with this transaction, the Company recorded $3.4 million in goodwill and $4.3 million of amortizable assets, which primarily relate to
the value of customer relationships. The Company is amortizing these intangibl e assets over the period of expected benefit, which rangesfrom 5 to
15 years using various methods. The transaction was accounted for using
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the acquisition method of accounting, and accordingly, assets acquired, liabilities assumed, and consideration exchanged were recorded at
estimated fair values on the acquisition date. The fair values are subject to refinement for up to one year after the closing date of the acquisition.
The Company did not incur any material expenses related to the acquisition of DHFB.
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3. SECURITIES

Availablefor Sale
The amortized cost, gross unrealized gains and losses, and estimated fair values of AFS securities as of June 30, 2018 and December 31, 2017 are
summarized as follows (dollarsin thousands):

Amortized GrossUnrealized Estimated
Cost Gains (L osses) Fair Value
June 30, 2018
Obligations of statesand political subdivisions $ 525,328 $ 5635 $ 2,379) $ 528,584
Corporate and other bonds @ 148,933 681 (1,166) 148,448
M ortgage-backed securities 885,734 1,212 (17,512) 869,434
Other securities 11,740 — (158) 11,582
Total AFS securities $ 1571,735 $ 7528 % (21,215) $ 1,558,048
December 31, 2017
Obligations of states and political subdivisions $ 295546 $ 6842 $ (564) $ 301,824
Corporate and other bonds 113,625 1,131 (876) 113,880
Mortgage-backed securities 552,431 2,596 (6,169) 548,858
Other securities 9,737 — (77) 9,660
Total AFS securities $ 971,339 $ 10569 $ (7,686) $ 974,222

(1) Other bonds includes asset-backed securities.

The following table shows the gross unrealized losses and fair value (dollars in thousands) of the Company’s AFS securities with unrealized |osses
that are not deemed to be other-than-temporarily impaired as of June 30, 2018 and December 31, 2017. These are aggregated by investment category
and length of time that the individual securities have been in a continuous unrealized oss position.

Lessthan 12 months Morethan 12 months Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value L osses Value L osses Value L osses
June 30, 2018
Obligations of statesand political subdivisions $ 150,377 $ (2128) $ 6444 % (251) $ 156,821 $ (2,379)
M ortgage-backed securities 598,640 (12,356) 141,647 (5,156) 740,287 (17,512)
Corporatebonds and other securities 47,827 (397) 34,722 (927) 82,549 (1,324)
Total AFS securities $ 796,844 $ (14,881) $ 182,813 $ (6,334) $ 979,657 $ (21,215)
December 31, 2017
Obligations of states and political subdivisions $ 2570 $ (132) $ 16934 $ (432) $ 42724 % (564)
M ortgage-backed securities 298,439 (3,267) 136,298 (2,902) 434,737 (6,169)
Corporate bonds and other securities 10,976 (99) 44,408 (854) 55,384 (953)
Total AFS securities $ 33205 $ (3498) $ 197640 $ (4188) $ 532845 $ (7,686)

As of June 30, 2018, there were $182.8 million, or 75 issues, of individual AFS securities that had been in a continuous | oss position for more than 12
months and had an aggregate unrealized loss of $6.3 million. As of December 31, 2017, there were $197.6 million, or 71 issues, of individual securities
that had been in a continuous loss position for more than 12 months and had an aggregate unrealized |oss of $4.2 million. The Company has
determined that these securities are temporarily impaired at June 30, 2018 and December 31, 2017 for the reasons set out below:
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M ortgage-backed securities. This category’s unrealized losses are primarily the result of interest rate fluctuations. Because the decline in market
valueis attributable to changesin interest rates and not credit quality, the Company does not intend to sell the investments, and it is not likely that
the Company will be required to sell the investments before recovery of their amortized cost basis, which may be maturity, the Company does not
consider those investments to be other-than-temporarily impaired. Also, the majority of the Company’s mortgage-backed securities are agency-
backed securities, which have a government guarantee.

Obligations of state and political subdivisions. This category’s unrealized losses are primarily the result of interest rate fluctuations and also a
certain few ratings downgrades brought about by the impact of the credit crisis on states and political subdivisions. The contractual terms of the
investments do not permit the issuer to settle the securities at a price less than the cost basis of each investment. Because the Company does not
intend to sell any of theinvestments and the accounting standard of “more likely than not” has not been met for the Company to be required to sell
any of the investments before recovery of its amortized cost basis, which may be maturity, the Company does not consider these investmentsto be
other-than-temporarily impaired.

Corporate and other bonds. The Company’s unrealized losses in corporate debt securities are related to both interest rate fluctuations and ratings
downgrades for alimited number of securities. The majority of the securities remain investment grade and the Company’s analysis did not indicate
the existence of acredit loss. The contractual terms of the investments do not permit the issuer to settle the securities at a price less than the cost
basis of each investment. Because the Company does not intend to sell any of the investments and the accounting standard of “more likely than
not” has not been met for the Company to be required to sell any of the investments before recovery of its amortized cost basis, which may be
maturity, the Company does not consider these investments to be other-than-temporarily impaired.

The following table presents the amortized cost and estimated fair value of AFS securities as of June 30, 2018 and December 31, 2017, by contractual
maturity (dollarsin thousands). Expected maturities may differ from contractual maturities because borrowers may have the right to call or prepay
obligations with or without call or prepayment penalties.

June 30, 2018 December 31, 2017
Amortized Estimated Amortized Estimated
Cost Fair Value Cost Fair Value
Duein oneyear or less $ 35,062 $ 35,155 $ 25179 $ 25,326
Due after oneyear through fiveyears 212,313 208,987 145,276 145,980
Due after fiveyearsthrough ten years 268,175 268,547 223,210 226,251
Due after ten years 1,056,185 1,045,359 577,674 576,665
Total AFS securities $ 1,571,735 $ 1,558,048 $ 971,339 $ 974,222

For information regarding the estimated fair value of AFS securities which were pledged to secure public deposits, repurchase agreements, and for
other purposes as permitted or required by law as of June 30, 2018 and December 31, 2017, see Note 7 “ Commitments and Contingencies.”

Held to Maturity
During the second quarter of 2018, the Company adopted ASU No. 2017-12, “ Derivatives and Hedging (Topic 825): Targeted |mprovementsto

Accounting for Hedging Activities.” As part of this adoption, the Company made a one-time election to transfer eligible HTM securitiesto the AFS
category in order to optimize the investment portfolio management for capital and risk management considerations. These securities had a carrying
value of $187.4 million on the date of the transfer.

The Company reports HTM securities on the Consolidated Balance Sheets at carrying value. Carrying value is amortized cost which includes any
unamortized unrealized gains and losses recognized in accumulated other comprehensive income prior to reclassifying the securities from AFS
securitiesto HTM securities. Investment securities transferred into the HTM category from the AFS category are recorded at fair value at the date
of transfer. The unrealized holding gain or loss at the date of transfer isretained in accumulated other comprehensive income and in the carrying
value of the HTM securities. Such unrealized gains or losses are accreted over the remaining life of the security with no impact on future net
income.
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The carrying value, gross unrealized gains and losses, and estimated fair values of HTM securities as of June 30, 2018 and December 31, 2017 are
summarized as follows (dollarsin thousands):

Carrying GrossUnrealized Estimated
Value® Gains (L osses) Fair Value
June 30, 2018
Obligations of statesand political subdivisions $ 47,604 $ 70 $ 25 $ 47,649
December 31, 2017
Obligations of states and political subdivisions $ 199,639 $ 4014 $ (7o) $ 203,483

(1) The carrying value includes $105,000 as of June 30, 2018 and $3.6 million as of December 31, 2017 of net unrealized gains present at the
time of transfer from AFSsecurities, net of any accretion.

The following table shows the gross unrealized |osses and fair value (dollars in thousands) of the Company’sHTM securities with unrealized
losses that are not deemed to be other-than-temporarily impaired as of June 30, 2018 and December 31, 2017. These are aggregated by investment
category and length of time that the individual securities have been in a continuous unrealized | oss position.

Lessthan 12 months Morethan 12 months Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value L osses Value L osses Value L osses
June 30, 2018
Obligations of statesand political subdivisons $ 13,481 $ (25) % — $ — $ 13481 % (25)
December 31, 2017
Obligations of states and political subdivisions $ 18,896 $ (139) $ 1084 $ 3) $ 19980 $ (170)

As of June 30, 2018, there were no issues of individual HTM securities that had been in a continuous loss position for more than 12 months. As of
December 31, 2017, there was $1.1 million, or two issues, of individual HTM securities that had been in a continuous loss position for more than 12
months and had an aggregate unrealized |oss of $31,000. These securities were municipal bonds with minimal credit exposure. For thisreason, the
Company has determined that these securitiesin aloss position were temporarily impaired as of December 31, 2017. Because the Company does not
intend to sell these investments and the accounting standard of “more likely than not” has not been met for the Company to be required to sell the
investments before recovery of their amortized cost bases, which may be maturity, the Company does not consider these investments to be other-
than-temporarily impaired.

The following table presents the amortized cost and estimated fair value of HTM securities as of June 30, 2018 and December 31, 2017, by
contractual maturity (dollarsin thousands). Expected maturities may differ from contractual maturities because borrowers may have theright to call
or prepay obligations with or without call or prepayment penalties.

June 30, 2018 December 31, 2017

Carrying Estimated Carrying Estimated

Value® Fair Value Value® Fair Value
Duein oneyear or less $ — % — 3 3221 $ 3,230
Due after oneyear through fiveyears 3,943 3,938 44,289 44,601
Due after five yearsthrough ten years 3,519 3,520 79,114 80,532
Due after ten years 40,142 40,191 73,015 75,120
Total HTM securities $ 47,604 $ 47,649 $ 199,639 $ 203,483

(1) The carrying value includes $105,000 as of June 30, 2018 and $3.6 million as of December 31, 2017 of net unrealized gains present
at the time of transfer from AFS securities, net of any accretion.
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For information regarding the estimated fair value of HTM securities which were pledged to secure public deposits as permitted or required by law
as of June 30, 2018 and December 31, 2017, see Note 7 “ Commitments and Contingencies.”

Restricted Stock, at cost

Dueto restrictions placed upon the Bank’s common stock investment in the Federal Reserve Bank and FHL B, these securities have been classified
asrestricted equity securities and carried at cost. These restricted securities are not subject to the investment security classifications and are
included as a separate line item on the Company’s Consolidated Balance Sheets. At June 30, 2018 and December 31, 2017, the FHLB required the
Bank to maintain stock in an amount equal to 4.25% of outstanding borrowings and a specific percentage of the Bank’s total assets. The Federal
Reserve Bank required the Bank to maintain stock with a par value equal to 6% of the Bank's outstanding capital at both June 30, 2018 and
December 31, 2017. Restricted equity securities consist of Federal Reserve Bank stock in the amount of $52.4 million and $27.6 million for June 30,
2018 and December 31, 2017 and FHLB stock in the amount of $52.4 million and $47.7 million as of June 30, 2018 and December 31, 2017,
respectively.

Other-Than-Tempor ary-lmpairment

During each quarter, the Company conducts an assessment of the securities portfolio for OTTI consideration. The assessment considers factors
such as external credit ratings, delinquency coverage ratios, market price, management’s judgment, expectations of future performance, and relevant
industry research and analysis. An impairment is other-than-temporary if any of the following conditions exist: the entity intendsto sell the
security; it ismore likely than not that the entity will be required to sell the security before recovery of its amortized cost basis; or the entity does
not expect to recover the security’s entire amortized cost basis (even if the entity does not intend to sell). If acredit loss exists, but an entity does
not intend to sell the impaired debt security and is not more likely than not to be required to sell before recovery, the impairment is other-than-
temporary and should be separated into a credit portion to be recognized in earnings and the remaining amount relating to all other factors
recognized as other comprehensive |oss. Based on the assessment for the three and six months ended June 30, 2018, and in accordance with
accounting guidance, no OTTI was recognized.

Realized Gains and Losses
The following table presents the gross realized gains and losses on and the proceeds from the sale of securities during the three and six months
ended June 30, 2018 and 2017 (dollarsin thousands).

Three Months Ended Six Months Ended June 30,

June 30, 2018 2018
Realized gains (losses):
Grossrealized gains $ 2095 $ 2,793
Grossrealized losses (2,183) (2,668)
Net realized gains $ 88) $ 125
Proceeds from sales of securities $ 193,666 $ 309,516

Three Months Ended June  Six Months Ended June 30,

30, 2017 2017
Realized gains (losses):
Grossrealized gains $ 180 $ 661
Grossrealized losses (63) (63)
Net realized gains $ 117 % 598
Proceeds from sales of securities $ 31,320 $ 52,626

-18-



4. LOANSAND ALLOWANCE FOR LOAN LOSSES

Loans are stated at their face amount, net of deferred fees and costs, and consist of the following at June 30, 2018 and December 31, 2017 (dollarsin
thousands):

June 30, 2018 December 31, 2017
Construction and Land Devel opment $ 1,250,448 $ 948,791
Commercial Real Estate - Owner Occupied 1,293,791 943,933
Commercia Real Estate - Non-Owner Occupied 2,318,589 1,713,659
Multifamily Real Estate 541,730 357,079
Commercial & Industrial 1,093,771 612,023
Residentia 1-4 Family - Commercial 723,945 612,395
Residential 1-4 Family - Mortgage 607,155 485,690
Auto 296,706 282,474
HELOC 626,916 537,521
Consumer 298,021 408,667
Other Commercia 239,187 239,320
Total loans held for investment, net $ 9,290,259 § 7,141,552

(1) Loans, as presented, are net of deferred fees and costs totaling $2.6 million and $1.3 million as of June 30, 2018 and December 31,
2017, respectively.

The following table shows the aging of the Company’s |oan portfolio, by segment, at June 30, 2018 (dollars in thousands):

Greater than 90
30-59 Days  60-89 Days Daysand still

Past Due Past Due Accruing PCI Nonaccrual Current Total Loans

Construction and Land

Development $ 648 $ 292 % 144 ¢ 5183 § 6485 $ 123769 $ 1,250,448

Commercial Real Estate -

Owner Occupied 3,775 1,819 2,512 26,720 2,845 1,256,120 1,293,791

Commercial Readl Estate -

Non-Owner Occupied 44 — — 24,680 3,068 2,290,797 2,318,589

Multifamily Redl Estate 86 — — 84 — 541,560 541,730

Commercia & Industrial 1,921 1,567 100 1,851 1,387 1,086,945 1,093,771

Residentia 1-4 Family -

Commercia 2,216 754 132 17,227 1,998 701,618 723,945

Residential 1-4 Family -

Mortgage 4,926 2,988 2,669 18,002 7,552 571,018 607,155

Auto 2,187 419 121 1 463 293,505 296,706

HELOC 2,505 1,622 570 6,890 1,669 613,660 626,916

Consumer and all

other® 2,722 761 673 876 195 531,981 537,208
Total loans held for investment $ 21030 $ 10222 $ 6,921 $ 101524 $ 25662 $ 9124900 $ 9,290,259

(MConsumer and Other Commercial are grouped together as Consumer and all other for reporting purposes.
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The following table shows the aging of the Company’s |oan portfolio, by segment, at December 31, 2017 (dollars in thousands):

Greater than 90
30-59 Days  60-89 Days Daysand still

Past Due Past Due Accruing PCI Nonaccrual Current Total Loans

Construction and Land

Development $ 1248 $ 898 $ 1340 $ 2838 §$ 5610 $ 936,857 $ 948,791

Commercial Red Estate -

Owner Occupied 444 81 — 14,790 2,708 925,910 943,933

Commercial Real Estate -

Non-Owner Occupied 187 84 194 6,610 2,992 1,703,592 1,713,659

Multifamily Real Estate — — — 80 — 356,999 357,079

Commercial & Industrial 1,147 109 214 408 316 609,829 612,023

Residential 1-4 Family -

Commercial 1,682 700 579 9,414 1,085 598,935 612,395

Residential 1-4 Family -

Mortgage 3,838 2,541 546 3,733 6,269 468,763 485,690

Auto 3,541 185 40 — 413 278,295 282,474

HELOC 2,382 717 217 950 2,075 531,180 537,521

Consumer and all other® 2,404 2,052 402 198 275 642,656 647,987
Total loans held for investment $ 16,873 $ 7,367 $ 3532 $ 39,021 % 21,743 $ 7053016 $ 7,141,552
(MConsumer and Other Commercial are grouped together as Consumer and all other for reporting purposes.
The following table shows the PCI loan portfolios, by segment and their delinquency status, at June 30, 2018 (dollars in thousands):

30-89 Days Past Greater than 90
Due Days Current Total

Construction and Land Devel opment $ 269 $ 1054 $ 3,860 $ 5,183
Commercia Rea Estate - Owner Occupied 171 4,026 22,523 26,720
Commercial Real Estate - Non-Owner Occupied 37 2,256 22,387 24,680
Multifamily Real Estate — — 84 84
Commercia & Industria — 536 1,315 1,851
Residential 1-4 Family - Commercial 343 1,994 14,890 17,227
Residentia 1-4 Family - Mortgage 1,069 2,677 14,256 18,002
Auto — — 11 11
HELOC 405 659 5,826 6,390
Consumer and all other® 7 14 855 876

Total $ 2301 $ 13216 $ 86,007 $ 101,524

MConsumer and Other Commercial are grouped together as Consumer and all other for reporting purposes.

-20-



The following table shows the PCI loan portfolios, by segment and their delinquency status, at December 31, 2017 (dollars in thousands):

30-89 Days Past Greater than 90

Due Days Current Total
Construction and Land Development $ 8 $ 57 % 2773  $ 2,838
Commercia Read Estate - Owner Occupied 381 478 13,931 14,790
Commercial Real Estate - Non-Owner Occupied 188 233 6,189 6,610
Multifamily Real Estate — — 80 80
Commercia & Industrial — — 408 408
Residential 1-4 Family - Commercial 433 351 8,630 9,414
Residential 1-4 Family - Mortgage 343 626 2,764 3,733
HELOC 291 214 445 950
Consumer and all other® — — 198 198
Total $ 1644 $ 1959 $ 35418 $ 39,021

(MConsumer and Other Commercial are grouped together as Consumer and all other for reporting purposes.

The Company measures the amount of impairment by evaluating loans either in their collective homogeneous pools or individually. The following
table shows the Company’simpaired loans, excluding PCI loans, by segment at June 30, 2018 and December 31, 2017 (dollars in thousands):

June 30, 2018 December 31, 2017
Unpaid Unpaid
Recorded Principal Related Recor ded Principal Related
I nvestment Balance Allowance I nvestment Balance Allowance

L oanswithout a specific allowance

Construction and Land Development $ 12234 $ 12326 $ — 16035 $ 16214 $ —

Commercia Real Estate - Owner Occupied 10,318 10,571 — 5,427 5,527 —

Commercia Real Estate - Non-Owner Occupied 7,104 7,382 — 6,017 6,103 —

Commercia & Industrial 4,613 5,144 — 1,681 1,933 —

Residential 1-4 Family - Commercia 6,548 7,376 — 4,098 4,879 —

Residential 1-4 Family - Mortgage 13,783 14,222 — 9,512 9,786

HELOC 2,922 3,040 — 2,056 2,144 —

Consumer and all other® 572 47 — 567 734 —

Total impaired loans without a specific

allowance $ 58094 $ 60808 $ — 3 45393 $ 47320 $ —
L oanswith a specific allowance

Construction and L and Devel opment $ 248 $ 957 $ 83 % 1536 $ 1573 $ 122

Commercia Real Estate - Owner Occupied 2,805 2,808 59 1,161 1,161 94

Commercial Real Estate - Non-Owner Occupied 78 78 1 — — —

Commercia & Industrial 905 907 41 1,295 1,319 128

Residential 1-4 Family - Commercia 1,033 1,036 131 1,062 1,068 35

Residential 1-4 Family - Mortgage 4,813 4,929 333 1,953 2,070 36

Auto 881 1,081 3 413 577 2

HELOC 1,459 1,469 5 464 535 51

Consumer and all other® 169 314 1 204 309 35

Total impaired loanswith a specificallowance ~ $ 13091 $ 13579 § 657 $ 8088 $ 8612 $ 503
Total impaired loans $ 71,185 $ 74387 $ 657 $ 53481 $ 55932 $ 503

(MConsumer and Other Commercial are grouped together as Consumer and all other for reporting purposes.
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The following tables show the average recorded investment and interest income recognized for the Company’simpaired loans, excluding PCI |oans,
by segment for the three and six months ended June 30, 2018 and 2017 (dollars in thousands):

Three Months Ended Six Months Ended
June 30, 2018 June 30, 2018
Average Interest Income Average Interest Income
Investment Recognized Investment Recognized

Construction and Land Devel opment $ 12572 $ 68 $ 12458 % 145
Commercia Real Estate - Owner Occupied 13,130 116 13,262 238
Commercial Real Estate - Non-Owner Occupied 7,187 48 7,496 109
Commercia & Industrial 5,792 57 5,970 130
Residential 1-4 Family - Commercial 7,744 72 7,839 140
Residentia 1-4 Family - Mortgage 18,876 63 18,951 163
Auto 1,002 6 1,056 17
HELOC 4,439 34 4,447 69
Consumer and all other® 756 9 776 16
Total impaired loans $ 71,498 $ 473 $ 72,255 $ 1,027

(MConsumer and Other Commercial are grouped together as Consumer and all other for reporting purposes.

Three Months Ended Six Months Ended
June 30, 2017 June 30, 2017
Average Interest Income Average Interest Income
I nvestment Recognized Investment Recognized

Construction and Land Development 15,111 119 14,939 235
Commercia Real Estate - Owner Occupied 6,471 61 6,507 122
Commercia Real Estate - Non-Owner Occupied 9,675 48 9,698 139
Commercial & Industrial 6,942 41 7,212 72
Residential 1-4 Family - Commercial 4,539 30 4,570 66
Residentia 1-4 Family - Mortgage 8,772 13 8,802 42
Auto 347 2 368 2
HELOC 2,265 1 2,273 5
Consumer and all other® 564 8 405 7
Total impaired loans 54,686 323 54,774 690

(MConsumer and Other Commercial are grouped together as Consumer and all other for reporting purposes.
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The Company considers TDRsto be impaired loans. A modification of aloan’sterms constitutesa TDR if the creditor grants a concession that it
would not otherwise consider to the borrower for economic or legal reasonsrelated to the borrower’sfinancial difficulties. All loansthat are
considered to be TDRs are evaluated for impairment in accordance with the Company’s alowance for |oan loss methodology and are included in
the preceding impaired loan tables. For the three and six months ended June 30, 2018, the recorded investment in TDRs prior to modifications was

not materially impacted by the modification.

The following table provides a summary, by segment, of TDRsthat continue to accrue interest under the terms of the restructuring agreement,
which are considered to be performing, and TDRs that have been placed on nonaccrual status, which are considered to be nonperforming, as of
June 30, 2018 and December 31, 2017 (dollarsin thousands):

Performing
Construction and Land Devel opment
Commercia Real Estate - Owner Occupied

Commercia Real Estate - Non-Owner Occupied

Commercial & Industrial
Residential 1-4 Family - Commercia
Residential 1-4 Family - Mortgage
HELOC
Consumer and all other @

Total performing

Nonperforming

Construction and Land Development
Commercial Real Estate - Owner Occupied
Commercia & Industrial
Residential 1-4 Family - Commercial
Residential 1-4 Family - Mortgage
HELOC
Consumer and all other

Total nonperforming

Total performing and nonperforming

(MConsumer and Other Commercial are grouped together as Consumer and all other for reporting purposes.

June 30, 2018

December 31, 2017

No. of Recorded Outstanding No. of Recorded Outstanding
Loans I nvestment Commitment Loans I nvestment Commitment

4 % 2521 $ — 7 2803 $ —

10 3,463 — 5 2,221 —

2 570 — 2 715 —

4 888 — 12 2,057 —

22 2,193 — 16 1,048 —

28 5,553 — 24 5,194 —

1 20 — 20 —

1 488 — 495 —

72 $ 15,696 $ — 68 14553 % —

3 % 1,049 $ — 2 702 % —

2 209 — 2 134 —

9 781 — 2 108 —

2 81 — 5 558 —

11 1,808 — 7 1,264 —

58 — 1 59 —

1 15 — 1 24 —

29 $ 4001 $ — 20 2849 $ =

101 % 19,697 $ — 88 17,402  $ —
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The Company considers adefault of a TDR to occur when the borrower is 90 days past due following the restructure or aforeclosure and
repossession of the applicable collateral occurs. The following table shows, by segment and modification type, TDRs that occurred during the three
and six months ended June 30, 2018 and TDRs that were identified by the Company as going into default during the period shown that were
restructured in the prior twelve-month period (dollars in thousands):

All Restructurings Restructurings with Payment Default
Three Months Ended Six Months Ended Three Months Ended Six Months Ended
June 30, 2018 June 30, 2018 June 30, 2018 June 30, 2018
Recorded Recorded
No. of Investment at No. of Investment at No. of Recorded No. of Recorded
Loans Period End Loans Period End Loans Investment Loans I nvestment
Modified to interest only, at a
market rate
Total interest only at market rate
of interest — 3 — — % — — 3 = — 3 —
Term modification, at a market rate
Construction and Land Devel opment 2 % 1,263 2 3% 1,263 1 3 255 3 % 1,270
Commercia Real Estate - Owner
Occupied 2 564 ) 1,375 — — — =
Commercial & Industrial 1 63 1 63 — — — —
Residential 1-4 Family - Commercial 1 72 2 221 — — 1 60
Residential 1-4 Family - Mortgage 4 475 5 615 — — — —
Total loan term extended at a
market rate 10 $ 2,437 15 $ 3,537 1 % 255 4 $ 1,330
Term modification, below market
rate
Residential 1-4 Family - Commercial 3 $ 608 3 3 608 — % — — 3 —
Residential 1-4 Family - Mortgage 2 248 4 413 — — — —
Total loan term extended at a
below market rate 5 $ 856 7 % 1,021 — % — — 3% —
Total 15 $ 3,293 2 % 4,558 1 % 255 4 % 1,330
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The following table shows, by segment and modification type, TDRs that occurred during the three and six months ended June 30, 2017 and TDRs
that were identified by the Company as going into default during the period shown that were restructured in the prior twelve-month period (dollars
in thousands):

All Restructurings Restructurings with Payment Default
Three Months Ended Six Months Ended Three Months Ended Six Months Ended
June 30, 2017 June 30, 2017 June 30, 2017 June 30, 2017
Recorded Recorded
No. of Investment at No. of Investment at No. of Recorded No. of Recorded
Loans Period End Loans Period End Loans Investment Loans Investment
Modified to interest only, at a
market rate
Construction and Land Devel opment — % — — 3 — 2 % 240 2 % 240
Commercial Real Estate - Owner
Occupied — — — — 1 469 1 469
Commercial & Industrial — — 5 661 — — — —
Residential 1-4 Family - Commercial — — — — 1 158 1 158
Total interest only at market
rate of interest — 3 — 5 $ 661 4 3% 867 4 3 867
Term modification, at a market rate
Construction and Land Devel opment 3 % 1,084 3 % 1,084 — % — — —
Commercial Real Estate - Non-
Owner Occupied — — 2 1,631 — — — —
Commercial & Industrial 2 157 4 973 — — — —
Residential 1-4 Family - Commercial — — 1 206 — — — —
Residential 1-4 Family - Mortgage 2 562 4 733 — — — —
Consumer and all other® 1 495 1 495 — = = —
Total loan term extended at a
market rate 8 % 2,298 15 $ 5,122 — % — — 3 —
Term modification, below market
rate
Commercial Real Estate - Owner
Occupied 1 3% 844 1 3 844 — 3 — — % —
Commercial & Industrial 1 85 3 195 — — — —
Residential 1-4 Family - Commercial — — 2 86 — — — —
Residential 1-4 Family - Mortgage 3 244 5 1,021 1 261 1 261
Total loan term extended at a
below market rate 5 $ 1,173 11 $ 2,146 1 3 261 1 3 261
Total 13 % 3,471 31 $ 7,929 5 $ 1,128 5 $ 1,128

MConsumer and Other Commercial are grouped together as Consumer and all other for reporting purposes.
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The following tables show the allowance for loan loss activity by segment for the six months ended June 30, 2018 and 2017. The tables below
include the provision for loan losses. Allocation of a portion of the allowance to one category of loans does not preclude its availability to absorb

lossesin other categories (dollarsin thousands):

Construction and Land Devel opment
Commercial Real Estate - Owner Occupied
Commercial Real Estate - Non-Owner Occupied
Multifamily Real Estate

Commercia & Industria

Residential 1-4 Family - Commercial

Residentia 1-4 Family - Mortgage

Auto

HELOC

Consumer and all other®

Total

Six Months Ended June 30, 2018

Allowancefor loan losses

Balance,
beginning of Recoveries Loans Provision Balance, end
the credited to charged charged to of

year allowance off operations period
$ 9709 $ 219 % 61) $ (600) $ 9,327
2,931 346 (125) 788 3,940
7,544 7 (94) 295 7,752
1,092 5 — 633 1,730
4,552 260 (459) 2,029 6,382
4,437 140 (113) (1,927) 2,537
1,524 202 (141) 304 1,889
975 190 (480) 403 1,088
1,360 469 (267) (263) 1,299
4,084 783 (3,799) 4,258 5,326
$ 38,208 $ 2681 $ (5539 $ 5920 $ 41,270

(MConsumer and Other Commercial are grouped together as Consumer and all other for reporting purposes.

Construction and Land Development
Commercial Real Estate - Owner Occupied
Commercia Real Estate - Non-Owner Occupied
Multifamily Real Estate

Commercia & Industrial

Residential 1-4 Family - Commercia

Residential 1-4 Family - Mortgage

Auto

HELOC

Consumer and all other®

Total

Six Months Ended June 30, 2017

Allowancefor loan losses

Balance,
beginning of Recoveries Loans Provision

the credited to charged chargedto  Balance, end of

year allowance off operations period
$ 10,055 $ 45 % (253) $ (7192) $ 9,055
3,801 65 — (514) 3,352
6,622 1 (677) 1,390 7,336
1,236 — — (1127) 1,119
4,627 262 (557) 1,282 5,614
3,698 211 (158) 31 3,782
2,701 55 (308) 18 2,466
946 249 (586) 311 920
1,328 202 (573) 383 1,340
2,178 582 (1,848) 2,318 3,230
$ 37192 $ 1,672 $ (4,960) $ 4310 $ 38,214

(MConsumer and Other Commercial are grouped together as Consumer and all other for reporting purposes.
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The following tables show the loan and allowance for loan loss balances based on impairment methodol ogy by segment as of June 30, 2018 and

December 31, 2017 (dollars in thousands):

Construction and Land Development
Commercial Real Estate - Owner Occupied
Commercial Real Estate - Non-Owner Occupied
Multifamily Real Estate

Commercial & Industrial

Residential 1-4 Family - Commercial
Residential 1-4 Family - Mortgage

Auto

HELOC

Consumer and all other®

Total loans held for investment, net

June 30, 2018

Loansindividually

L oans collectively
evaluated for

Loans acquired with
deteriorated credit

(MConsumer and Other Commercial are grouped together as Consumer and all other for reporting purposes.

Construction and Land Devel opment
Commercial Real Estate - Owner Occupied
Commercial Real Estate - Non-Owner Occupied
Multifamily Real Estate

Commercial & Industria

Residential 1-4 Family - Commercial
Residential 1-4 Family - Mortgage

Auto

HELOC

Consumer and all other®

Total loans held for investment, net

for impairment impairment quality Total

ALL L oans ALL L oans ALL L oans ALL
83 $1,232,083 $ 9244 $ 5183 $ — $ 1,250,448 9,327
59 1,253,948 3,881 26,720 — 1,293,791 3,940
1 2,286,727 7,751 24,680 — 2,318,589 7,752
— 541,646 1,730 84 — 541,730 1,730
41 1,086,402 6,341 1,851 — 1,093,771 6,382
131 699,137 2,406 17,227 — 723,945 2,537
333 570,557 1,556 18,002 — 607,155 1,889
295,814 1,085 11 — 296,706 1,088
615,645 1,294 6,890 — 626,916 1,299
535,591 5,325 876 — 537,208 5,326
657 $9,117,550 $40,613 $101,524 $ — $ 9,290,259 $41,270

December 31, 2017
Loansindividually L oans collectively Loans acquired with
evaluated for deteriorated credit
for impairment impairment quality Total

L oans ALL Loans ALL L oans ALL
$ 928382 $ 9587 $ 2838 $ — $ 948,791 9,709
922,555 2,837 14,790 — 943,933 2,931
1,701,032 7,544 6,610 — 1,713,659 7,544
356,999 1,092 80 — 357,079 1,092
608,639 4,424 408 — 612,023 4,552
597,821 4,402 9,414 — 612,395 4,437
470,492 1,488 3,733 — 485,690 1,524
282,061 973 — — 282,474 975
534,051 1,309 950 — 537,521 1,360
647,018 4,049 198 — 647,987 4,084
$7,049,050 $ 37,705 $ 39,021 $ — $7,141,552  $38,208

MConsumer and Other Commercial are grouped together as Consumer and all other for reporting purposes.
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The Company uses arisk rating system and past due status as the primary credit quality indicators for the loan categories. The risk rating system
on ascale of 0 through 9 isused to determinerisk level as used in the calculation of the allowance for loan losses; on those loans without arisk
rating, the Company uses past due status to determinerisk level. Therisk levels, as described below, do not necessarily follow the regulatory
definitions of risk levels with the same name. A general description of the characteristics of therisk levelsfollows:

Pass is determined by the following criteria:

i Risk rated O loans havelittle or no risk and are with General Obligation Municipal Borrowers;

o Risk rated 1 loans have little or no risk and are generally secured by cash or cash equivalents;

o Risk rated 2 loans have minimal risk to well qualified borrowers and no significant questions as to safety;

N Risk rated 3 loans are satisfactory |oans with strong borrowers and secondary sources of repayment;

o Risk rated 4 loans are satisfactory loans with borrowers not as strong asrisk rated 3 loans and may exhibit a greater
degree of financial risk based on the type of business supporting the loan; or

. Loansthat are not risk rated but that are 0 to 29 days past due.

Specia Mention is determined by the following criteria:

. Risk rated 5 loans are watch loans that warrant more than the normal level of supervision and have the possibility of an
event occurring that may weaken the borrower’s ability to repay;

o Risk rated 6 |oans have increasing potential weaknesses beyond those at which the loan originally was granted and if
not addressed could lead to inadequately protecting the Company’s credit position; or

. Loansthat are not risk rated but that are 30 to 89 days past due.

Substandard is determined by the following criteria:

N Risk rated 7 loans are substandard |oans and are inadequately protected by the current sound worth or paying capacity
of the obligor or the collateral pledged; these have well defined weaknesses that jeopardize the liquidation of the debt
with the distinct possibility the Company will sustain some loss if the deficiencies are not corrected; or

i Loansthat are not risk rated but that are 90 to 149 days past due.

Doubtful is determined by the following criteria
o Risk rated 8 loans are doubtful of collection and the possibility of lossis high but pending specific borrower plans for
recovery, its classification as alossis deferred until its more exact status is determined;
. Risk rated 9 loans are loss |oans which are considered uncollectable and of such little value that their continuance as
bankabl e assets is not warranted; or
N Loansthat are not risk rated but that are over 149 days past due.

The following table shows the recorded investment in all loans, excluding PCI loans, by segment with their related risk level as of June 30, 2018
(dollars in thousands):

Special
Pass Mention Substandard Doubtful Total
Construction and Land Development $ 1175380 $ 57960 $ 11,925 $ — $ 1,245265
Commercial Real Estate - Owner Occupied 1,205,921 50,989 10,161 — 1,267,071
Commercial Real Estate - Non-Owner Occupied 2,245,538 41,367 7,004 — 2,293,909
Multifamily Real Estate 526,392 15,254 — — 541,646
Commercia & Industrial 1,056,472 33,041 2,407 — 1,091,920
Residentia 1-4 Family - Commercia 686,817 15,161 4,740 — 706,718
Residential 1-4 Family - Mortgage 572,050 6,353 10,564 186 589,153
Auto 293,409 2,531 737 18 296,695
HELOC 613,491 3,044 3,491 — 620,026
Consumer and all other® 532,554 3,067 697 14 536,332
Total $ 8908024 $ 228767 $ 51,726 $ 218 $ 9,188,735

(MConsumer and Other Commercial are grouped together as Consumer and all other for reporting purposes.
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The following table shows the recorded investment in all loans, excluding PCI loans, by segment with their related risk level as of December 31, 2017
(dollars in thousands):

Special
Pass Mention Substandard Doubtful Total
Construction and Land Development $ 869,111 $ 62517 $ 14325 $ — 945,953
Commercial Real Estate - Owner Occupied 872,130 52,268 4,745 — 929,143
Commercial Real Estate - Non-Owner Occupied 1,681,314 19,899 5,836 — 1,707,049
Multifamily Real Estate 349,625 7,374 — — 356,999
Commercia & Industrial 595,923 13,533 2,159 — 611,615
Residential 1-4 Family - Commercia 587,169 12,117 3,650 45 602,981
Residentia 1-4 Family - Mortgage 470,646 7,190 1,642 2,479 481,957
Auto 278,063 4,131 119 161 282,474
HELOC 531,358 3,867 857 489 536,571
Consumer and all other® 645,187 1,758 781 63 647,789
Total $ 6830526 $ 184654 $ 34114 $ 3237 ¢ 7,102,531

(MConsumer and Other Commercial are grouped together as Consumer and all other for reporting purposes.

The following table shows the recorded investment in only PCI loans by segment with their related risk level as of June 30, 2018 (dollarsin
thousands):

Special
Pass Mention Substandard Doubtful Total
Construction and Land Development $ 1,784 $ 1286 $ 2113 % — 3 5,183
Commercial Real Estate - Owner Occupied 3,643 16,444 6,633 — 26,720
Commercia Real Estate - Non-Owner Occupied 3,507 16,103 5,070 — 24,680
Multifamily Real Estate — 84 — — 84
Commercia & Industrial 871 210 770 — 1,851
Residentia 1-4 Family - Commercia 6,467 7,235 3,525 — 17,227
Residential 1-4 Family - Mortgage 11,661 768 5,573 — 18,002
Auto 11 — — — 11
HELOC 4,611 854 1,395 30 6,890
Consumer and all other®d 90 727 59 — 876
Total $ 32645 $ 43711  $ 25138 $ 30 % 101,524

(MConsumer and Other Commercial are grouped together as Consumer and all other for reporting purposes.
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The following table shows the recorded investment in only PCI loans by segment with their related risk level as of December 31, 2017 (dollarsin
thousands):

Special
Pass Mention Substandard Doubtful Total
Construction and Land Development $ 1462 $ 1,260 $ 116 $ — 2,838
Commercial Real Estate - Owner Occupied 4,958 7,486 2,346 — 14,790
Commercial Real Estate - Non-Owner Occupied 3,920 1,394 1,296 — 6,610
Multifamily Real Estate — 80 — — 80
Commercia & Industrial 85 123 200 — 408
Residentia 1-4 Family - Commercial 5,234 2,877 1,303 — 9,414
Residentia 1-4 Family - Mortgage 2,764 329 71 569 3,733
HELOC 446 291 7} 119 950
Consumer and all other® 148 41 9 — 198
Total $ 19017 $ 13881 $ 5435 $ 688 $ 39,021

(MConsumer and Other Commercial are grouped together as Consumer and all other for reporting purposes.

Loans acquired are originally recorded at fair value, with certain loans being identified asimpaired at the date of purchase. The fair valueswere
determined based on the credit quality of the portfolio, expected future cash flows, and timing of those expected future cash flows.

The following shows changesin the accretable yield for loans accounted for under ASC 310-30, Receivables— Loans and Debt Securities Acquired
with Deteriorated Credit Quality, for the periods presented (dollars in thousands):

For the Six Months Ended

June 30,
2018 2017
Balance at beginning of period $ 14563 $ 19,739
Additions 12,225 —
Accretion (4,673) (3,188)
Reclass of nonaccretable difference due to improvement in expected cash flows 139 2,072
M easurement period adjustment 2,981 —
Other, net ® 70 (875)
Balance at end of period $ 25305 § 17,748

(1) Thislineitemrepresents changesin the cash flows expected to be collected due to the impact of non-credit changes such as prepayment
assumptions, changesin interest rates on variable rate PCI loans, and discounted payoffs that occurred in the quarter.

The carrying value of the Company’s PCl loan portfolio, accounted for under ASC 310-30, totaled $101.5 million at June 30, 2018 and $39.0 million at
December 31, 2017. The outstanding balance of the Company’s PCI |oan portfolio totaled $124.6 million at June 30, 2018 and $47.9 million at
December 31, 2017. The carrying value of the Company’s acquired performing loan portfolio, accounted for under ASC 310-20, Receivables —
Nonrefundable Fees and Other Costs, totaled $2.4 hillion at June 30, 2018 and $892.4 million at December 31, 2017; the remaining discount on these
loans totaled $36.2 million at June 30, 2018 and $13.7 million at December 31, 2017.
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5. INTANGIBLE ASSETS

The Company’ s intangibl e assets consist of core deposits, goodwill, and other intangibles arising from acquisitions. The Company has determined
that core deposit intangibles have finite lives and amortizes them over their estimated useful lives. Core deposit intangibles are being amortized over
the period of expected benefit, which ranges from 4 to 14 years, using an accel erated method. Other amortizable intangible assets are being
amortized over the period of expected benefit, which ranges from 5 to 15 years, using various methods. On January 1, 2018, the Company completed
its acquisition of Xenith and acquired core deposit intangibles of $38.5 million and recorded goodwill in the amount of $424.1 million. On April 1,
2018, the Company completed its acquisition of DHFB and acquired other amortizable intangibles of $4.3 million and recorded goodwill in the
amount of $3.4 million. See Note 2 "Acquisitions" for additional information.

In accordance with ASC 350, I ntangibles-Goodwill and Other, the Company reviews the carrying value of indefinite lived intangibl e assets at |east
annually or more frequently if certain impairment indicators exist. The Company performed its annual impairment testing in the second quarter of
2018. In connection with the wind down of UMG, during the second quarter of 2018, the Company wrote off the goodwill in the amount of $864,000,
which isincluded in discontinued operations.

Amortization expense of intangibles for the three and six months ended June 30, 2018 totaled $3.2 million and $6.4 million, respectively; and the
three and six months ended June 30, 2017 totaled $1.5 million and $3.2 million, respectively. As of June 30, 2018, the estimated remaining
amortization expense of intangiblesis as follows (dollars in thousands):

For theremaining six months of 2018 $ 6,112
For theyear ending December 31, 2019 10,869
For theyear ending December 31, 2020 8,910
For theyear ending December 31, 2021 6,992
For theyear ending December 31, 2022 5,312
Thereafter 13,016
Total estimated amortization expense $ 51,211

-31-



6. BORROWINGS

Short-term Borrowings

The Company classifies all borrowings that will mature within ayear from the date on which the Company enters into them as short-term
borrowings. Total short-term borrowings consist primarily of advances from the FHLB, federal funds purchased (which are secured overnight
borrowings from other financial institutions), and other lines of credit. Also included in total short-term borrowings are securities sold under
agreements to repurchase, which are secured transactions with customers and generally mature the day following the date sold. Total short-term
borrowings consist of the following as of June 30, 2018 and December 31, 2017 (dollarsin thousands):

June 30, December 31,
2018 2017

Securities sold under agreementsto repurchase $ 50,299 $ 49,152

Other short-term borrowings @ 742,900 745,000

Total short-term borrowings $ 793,199 $ 794,152

Maximum month-end outstanding balance $ 1,265,110 $ 794,152

Aver age outstanding balance during the period 1,133,761 602,553
Averageinterest rate (during the period) 1.67% 1.00%
Averageinterest rate at end of period 1.81% 1.32%

™ As of June 30, 2018 and December 31, 2017, all other short-term borrowings were FHLB advances.

The Bank maintains federal fundslines with several correspondent banks; the remaining available balance was $237.0 million and $227.0 million at
June 30, 2018 and December 31, 2017, respectively. The Company maintains an alternate line of credit at a correspondent bank; the avail able balance
was $25.0 million at both June 30, 2018 and December 31, 2017. The Company has certain restrictive covenants related to certain asset quality,
capital, and profitability metrics associated with these lines and is considered to be in compliance with these covenants. Additionally, the Company
had a collateral dependent line of credit with the FHLB of up to $3.9 billion and $2.7 hillion at June 30, 2018 and December 31, 2017, respectively.

Long-term Borrowings

In connection with several previous bank acquisitions, the Company issued and acquired trust preferred capital notes of $58.5 million and $32.0
million, respectively. In connection with the acquisition of Xenith on January 1, 2018, the Company acquired trust preferred capital notes totaling
$55.0 million with afair value discount of $9.9 million. The remaining fair value discount on all acquired trust preferred capital notes was $16.0 million
at June 30, 2018. The trust preferred capital notes currently qualify for Tier 1 capital of the Company for regulatory purposes.

Trust
Preferred
Capital Spread to
Securities” Investment 3-Month LIBOR Rate® Maturity

Trust Preferred Capital Note - Statutory Trust | $ 22,500,000 $ 696,000 2.75% 509%  6/17/2034
Trust Preferred Capital Note - Statutory Trust 11 36,000,000 1,114,000 1.40% 3.74%  6/15/2036
VFG Limited Liability Trust | Indenture 20,000,000 619,000 2.73% 507%  3/18/2034
FNB Statutory Trust |1 Indenture 12,000,000 372,000 3.10% 5.44%  6/26/2033
Gateway Capital Statutory Trust | 8,000,000 248,000 3.10% 5.44%  9/17/2033
Gateway Capital Statutory Trust 11 7,000,000 217,000 2.65% 499%  6/17/2034
Gateway Capital Statutory Trust I11 15,000,000 464,000 1.50% 3.84%  5/30/2036
Gateway Capital Statutory Trust IV 25,000,000 774,000 1.55% 3.89%  7/30/2037
Total $ 145500000 $ 4,504,000

(1) Thetotal of thetrust preferred capital securities and investmentsin the respective trusts represents the principal asset of the Company's
junior subordinated debt securities with like maturities and like interest rates to the capital securities. The Company'sinvestment in thetrustsis
reported in " Other Assets' on the Consolidated Balance Sheets.

(2) Rate as of June 30, 2018.
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During the fourth quarter of 2016, the Company issued $150.0 million of fixed-to-floating rate subordinated notes with an initial fixed interest rate
of 5.00% through December 15, 2021. The interest rate then changesto afloating rate of LIBOR plus 3.175% through its maturity date

on December 15, 2026. In connection with the acquisition of Xenith on January 1, 2018, the Company acquired $8.5 million of subordinated notes
with afair value premium of $259,000, which was $207,000 at June 30, 2018. The acquired subordinated notes have a fixed interest rate of 6.75% and
amaturity date of June 30, 2025. At June 30, 2018 and December 31, 2017, the carrying value of all subordinated notes was $158.5 million and $150.0
million, respectively, with aremaining issuance discount of $1.7 million and $1.8 million, respectively. The subordinated notes qualify as Tier 2
capital for the Company for regulatory purposes. The Company has certain restrictive covenants related to certain asset quality, capital, and
profitability metrics associated with the acquired subordinated notes and is considered to be in compliance with these covenants.

On August 23, 2012, the Company modified itsfixed rate FHL B advances to floating rate advances, which resulted in reducing the Company’s
FHLB borrowing costs. In connection with this modification, the Company incurred a prepayment penalty of $19.6 million on the original advances,
which isincluded as a component of long-term borrowings on the Company’s Consolidated Balance Sheets. In accordance with ASC 470-50,
Modifications and Extinguishments, the Company is amortizing this prepayment penalty over the term of the modified advances using the effective
rate method. The amortization expense isincluded as a component of interest expense on long-term borrowings on the Company’s Consolidated
Statements of Income. Amortization expense for the three and six months ended June 30, 2018 and 2017 was $490,000 and $971,000 and $478,000 and
$947,000, respectively.

In connection with an acquisition in 2014, the Company assumed $70.0 million in long-term borrowings with the FHL B of which there is $10.0 million
remaining at June 30, 2018 that had aremaining fair value premium of $19,000.
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As of June 30, 2018, the Company had |ong-term advances from the FHLB consisting of the following (dollarsin thousands):

Spread to

Long-term Type s;_:\AB%]It?h Interegt Rate Maturity Date ﬁ\dn;/c?ﬂrff
Adjustable Rate Credit 0.44% 2.78% 8/23/2022 $ 55,000
Adjustable Rate Credit 0.45% 2.79% 11/23/2022 65,000
Adjustable Rate Credit 0.45% 2.79% 11/23/2022 10,000
Adjustable Rate Credit 0.45% 2.79%% 11/23/2022 10,000
Fixed Rate — 3.75% 7/30/2018 5,000
Fixed Rate — 3.97% 7/30/2018 5,000
Fixed Rate Hybrid — 0.99% 10/19/2018 30,000
Fixed Rate Hybrid — 2.31% 10/10/2019 25,000
Fixed Rate Hybrid — 1.58% 5/18/2020 20,000
$ 225,000

(2) Interest rates calculated using non-rounded numbers.
As of December 31, 2017, the Company had long-term advances from the FHLB consisting of the following (dollars in thousands):
Spread to

Long-term Type ?I)_:\/chgé{h Interegt Rate Maturity Date Q?T\]/(?Sr?te
Adjustable Rate Credit 0.44% 2.13% 8/23/2022 $ 55,000
Adjustable Rate Credit 0.45% 2.15% 11/23/2022 65,000
Adjustable Rate Credit 0.45% 2.15% 11/23/2022 10,000
Adjustable Rate Credit 0.45% 2.15% 11/23/2022 10,000
Fixed Rate — 3.75% 7/30/2018 5,000
Fixed Rate — 3.97% 7/30/2018 5,000
Fixed Rate Hybrid — 0.99% 10/19/2018 30,000
Fixed Rate Hybrid — 1.58% 5/18/2020 20,000

$ 200000

(2) Interest rates calculated using non-rounded numbers.

For information on the carrying val ue of loans and securities pledged as collateral on FHLB advances as of June 30, 2018 and December 31, 2017,
refer to Note 7 "Commitments and Contingencies”.

As of June 30, 2018, the contractual maturities of long-term debt are as follows for the years ending (dollars in thousands):

Trust
Preferred Fair Value Total Long-

Capital Subor dinated FHLB Premium Prepayment term

Notes Debt Advances (Discount) @ Penalty Borrowings
For the remaining six months of
2018 $ — $ — 3 40,000 $ (405) $ (999) $ 38,596
2019 — — 25,000 (862) (2,018) 22,120
2020 — — 20,000 (936) (2,074) 16,990
2021 — — — (1,006) (2,119) (3,125)
2022 — — 140,000 (1,029) (1,707) 137,264
Thereafter 150,004 158,500 — (13,272) — 295,232

(1) Includes discount on issued subordinated notes.



7.COMMITMENTSAND CONTINGENCIES

Litigation Matters
In the ordinary course of its operations, the Company and its subsidiaries are parties to various legal proceedings. Based on the information

presently available, and after consultation with legal counsel, management believes that the ultimate outcome in such proceedings, in the
aggregate, will not have amaterial adverse effect on the business, financial condition, or results of operations of the Company.

Financial Instruments with Off-Balance Sheet Risk

The Company is aparty to financial instruments with off-balance sheet risk in the normal course of businessto meet the financing needs of its
customers and to reduce its own exposure to fluctuations in interest rates. These financial instruments include commitments to extend credit and
standby letters of credit. These instrumentsinvolve elements of credit and interest rate risk in excess of the amount recognized on the Company’s
Consolidated Balance Sheets. The contractual amounts of these instruments refl ect the extent of the Company’sinvolvement in particular classes
of financial instruments.

The Company’s exposure to credit loss in the event of nonperformance by the other party to the financial instruments for commitments to extend
credit and letters of credit written is represented by the contractual amount of these instruments. The Company uses the same credit policiesin
making commitments and conditional obligations asit does for on-balance sheet instruments. Unless noted otherwise, the Company does not
reguire collateral or other security to support off-balance sheet financial instruments with credit risk. The Company considers credit losses related
to off-balance sheet commitments by undergoing a similar process in eval uating losses for loans that are carried on the balance sheet. The
Company considers historical loss rates, current economic conditions, risk ratings, and past due status among other factorsin the consideration of
whether credit losses are inherent in the Company’ s of f-bal ance sheet commitments to extend credit. The Company also records an indemnification
reserve that includes balances relating to mortgage loans previously sold based on historical statistics and lossrates. As of June 30, 2018 and
December 31, 2017, the Company's reserves for off-balance sheet credit risk and indemnification were $1.3 million and $795,000, respectively.

Commitments to extend credit are agreements to lend to customers as long as there are no violations of any conditions established in the contracts.
Commitments generally have fixed expiration dates or other termination clauses and may require payment of afee. Because many of the
commitments may expire without being completely drawn upon, the total commitment amounts do not necessarily represent future cash
requirements.

Letters of credit are conditional commitmentsissued by the Company to guarantee the performance of customersto third parties. The credit risk
involved in issuing letters of credit is essentially the same as that involved in extending loans to customers.

The following table presents the balances of commitments and contingencies (dollars in thousands):

June 30, 2018 December 31, 2017
Commitmentswith off-balance sheet risk:
Commitments to extend credit $ 2,856,128 % 2,192,812
Standby |etters of credit 173,783 127,435
Total commitments with off-balance sheet risk $ 30209011  § 2,320,247

(1) Includes unfunded overdraft protection.

The Company must maintain areserve against its deposits in accordance with Regulation D of the Federal Reserve Act. For the final weekly
reporting period in the period ended June 30, 2018, the aggregate amount of daily average required reserves was approximately $54.2 million and
was satisfied by deposits maintained with the Federal Reserve Bank.

As of June 30, 2018, the Company had approximately $21.4 million in depositsin other financial institutions, of which $13.4 million served as
collateral for cash flow and loan swap derivatives. The Company had approximately $6.1 million in depositsin other financial institutions that were
uninsured at June 30, 2018. At least annually, the Company’s management eval uates the loss risk of its uninsured depositsin financial
counterparties.
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For asset/liability management purposes, the Company uses interest rate swap agreements to hedge various exposures or to modify the interest rate
characteristics of various balance sheet accounts. See Note 8 “Derivatives’ for additional information.

As part of the Company's liquidity management strategy, it pledges collateral to secure various financing and other activities that occur during the
normal course of business. The following tables present the types of collateral pledged, at June 30, 2018 and December 31, 2017 (dollarsin

thousands):

Public deposits
Repurchase agreements
FHLB advances
Derivatives
Other purposes

Total pledged assets

(1) Balance represents market value.
(2) Balance represents book value.

Public deposits
Repurchase agreements
FHLB advances
Derivatives

Other purposes

Total pledged assets

(1) Balance represents market val ue.

(2) Balance represents book value.

Pledged Assets as of June 30, 2018

AFSSecurities HTM Securities

Cash a ) Loans®@ Total
— 3 437645 $ 7,457 — 445,102
— 71,142 — — 71,142
— 606 — 2,696,674 2,697,280
13,372 2,583 — — 15,955
— 25,422 — — 25,422
13372 % 537,398 $ 7,457 2,696,674 3,254,901

Pledged Assets as of December 31, 2017

Cash AFSS((alc)urltles HTM S(icurltles Loans @ Total
— 3 242472 $ 197,482 — 439,954
— 77,942 — — 77,942
— 878 — 2,390,509 2,391,387
23,870 3,656 — — 27,526
— 15,043 — — 15,043
23870 $ 339,991 197,482 2,390,509 2,951,852
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8. DERIVATIVES

The Company is exposed to economic risks arising from its business operations and uses derivatives primarily to manage risk associated with
changing interest rates, and to assist customers with their risk management objectives. The Company designates certain derivatives as hedging
instruments in a qualifying hedge accounting relationship (cash flow or fair value hedge). The remaining are classified as free-standing derivatives
consisting of customer accommodation loan swaps and interest rate lock commitments that do not qualify for hedge accounting.

In connection with the Shore Premier sale, the Company received 1,250,000 shares of the purchasing company's common stock with a contractual
amount of $28.9 million, the fair value of which was $28.2 million at June 30, 2018. The purchasing company has agreed for a period of 30 daysto
pay additional cash consideration to the Company to the extent any sales of its common stock by the Company, following satisfaction of any
required holding periods or other requirements under the Securities Act of 1933, are at prices |ower than the agreed upon value at the time of entry
into the agreement. The fair value of the related derivative at June 30, 2018 was approximately $700,000. For more information regarding the sale of
Shore Premier, see Note 1 “ Accounting Policies.”

Cash Flow Hedges

The Company designates derivatives as cash flow hedges when they are used to manage exposure to variability in cash flows related to forecasted
transactions on variable rate borrowings, such astrust preferred capital notes, FHLB borrowings, and prime commercial loans. The Company uses
interest rate swap agreements as part of its hedging strategy by exchanging a notional amount, equal to the principal amount of the borrowings, for
fixed-rate interest based on benchmarked interest rates. The original terms and conditions of the interest rate swaps vary and range in length with a
maximum hedging time through November 2022. Amounts receivable or payable are recognized as accrued under the terms of the agreements.

All swaps entered into with counterparties met the Company’s credit standards, and the agreements contain collateral provisions protecting the at-
risk party. The Company believes that the credit risk inherent in the contractsis not significant.

The Company assesses the effectiveness of each hedging relationship on a periodic basis using statistical regression analysis. The Company also
measures the ineffectiveness of each hedging relationship using the change in variable cash flows method which compares the cumulative changes
in cash flows of the hedging instrument relative to cumulative changes in the hedged item’s cash flows. In accordance with ASC 815, Derivatives
and Hedging, the effective portions of the derivatives' unrealized gains or losses are recorded as a component of other comprehensive income.
Based on the Company’s assessment, its cash flow hedges are highly effective, but to the extent that any ineffectiveness existsin the hedge
relationships, the amounts would be recorded in interest income or interest expense on the Company’s Consolidated Statements of Income.

On June 13, 2016, the Company terminated three interest rate swaps designated as cash flow hedges prior to their respective maturity dates. The
unrealized gain of $1.3 million within Accumulated Other Comprehensive Income will be reclassified into earnings over athree year period, theterm
of the hedged item, using the effective interest method. The estimated net amount of gains expected to be reclassified into earnings by June 30,
2019 is $409,000.

Fair Value Hedge

Derivatives are designated as fair value hedges when they are used to manage exposure to changes in the fair value of certain financial assets and
liabilities, referred to as the hedged items, which fluctuate in value as aresult of movementsin interest rates. During the normal course of business,
the Company entersinto interest rate swaps to convert certain long-term fixed-rate loans to floating rates to hedge the Company’s exposure to
interest rate risk. The Company pays afixed interest rate to the counterparty and receives afloating rate from the same counterparty calculated on
the aggregate notional amount. At June 30, 2018 and December 31, 2017, the aggregate notional amount of the related hedged items totaled $82.7
million and $81.0 million, respectively, and the fair value of the related hedged items was an unrealized loss of $2.9 million and $1.2 million,
respectively.

The Company applies hedge accounting in accordance with authoritative guidance, and the fair value hedge and the underlying hedged item,
attributable to the risk being hedged, are recorded at fair value with unrealized gains and losses being recorded on the Company’s Consolidated
Statements of Income. Statistical regression analysisis used to assess hedge effectiveness, both at inception of the hedging relationship and on an
ongoing basis. The regression analysis involves regressing the periodic change in fair value of the hedging instrument against the periodic
changesin fair value of the asset being hedged due to changes in the hedged risk. The Company’sfair value hedges continue to be highly effective
and had no material impact on the Consolidated Statements of Income, but if any ineffectiveness exists, portions of the unrealized gains or |osses
would be recorded in interest income or interest expense on the Company’s Consolidated Statements of Income.
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L oan Swaps

During the normal course of business, the Company entersinto interest rate swap loan relationships (“loan swaps”) with borrowers to meet their
financing needs. Upon entering into the |oan swaps, the Company entersinto offsetting positions with athird party in order to minimize interest

rate risk. These back-to-back |oan swaps qualify as financial derivatives with fair values as reported in “ Other Assets” and “Other Liabilities’ on
the Company’s Consolidated Balance Sheets.

Interest Rate Lock Commitments

During the normal course of business, the Company enters into commitments to originate mortgage loans whereby the interest rate on theloan is
determined prior to funding (“rate lock commitments’). Ratelock commitments on mortgage loansthat are intended to be sold in the secondary
market are considered to be derivatives. The period of time between issuance of aloan commitment, closing, and sale of the loan generally ranges
from 30 to 120 days. The Company protectsitself from changesin interest rates through the use of best efforts forward delivery commitments,
whereby the Company commitsto sell aloan at the time the borrower commitsto an interest rate with the intent that the buyer has assumed interest
raterisk on theloan. The correlation between the rate lock commitments and the best efforts contractsis high due to their similarity.

The market values of rate lock commitments and best efforts forward delivery commitmentsis not readily ascertainable with precision because rate
lock commitments and best efforts contracts are not actively traded in stand-alone markets. The Company determines the fair value of rate lock
commitments and best efforts contracts by measuring the change in the value of the underlying asset, while taking into consideration the
probability that the rate lock commitments will close. The fair value of the rate lock commitmentsis reported as a component of “Other Assets” on
the Company’s Consolidated Balance Sheets; the fair value of the Company’s best efforts forward delivery commitmentsis recorded asa
component of “Other Liahilities’ on the Company’s Consolidated Balance Sheets. Any impact to incomeisrecorded in current period earnings as a
component of “Mortgage banking income, net” on the Company’s Consolidated Statements of Income.

The following table summarizes key elements of the Company’s derivative instruments as of June 30, 2018 and December 31, 2017, segregated by
derivatives that are considered accounting hedges and those that are not (dollars in thousands):

June 30, 2018 December 31, 2017
Derivative @ Derivative®
Notional or Notional or
Contractual Contractual
Amount © Assets Liabilities Amount Assets Liabilities
Derivatives designated as accounting hedges:
Interest rate contracts:
Cash flow hedges $ 152,500 $ — 3 3,671 $ 152,500 $ 49 $ 8,005
Fair value hedges 82,674 2,925 35 80,973 1,598 76
Derivatives not designated as accounting
hedges:
Loan Swaps
Pay fixed - receive floating interest rate swaps 738,441 18,772 1,834 529,736 — 1,350
Pay floating - receive fixed interest rate swaps 738,441 1,834 18,772 529,736 1,350 —
Other contracts:
Interest rate lock commitments 20,623 200 — 34,314 559 —
Best efforts forward delivery commitments 59,605 — 182 73,777 12 —

(1) Notional amounts are not recorded on the balance sheet and are generally used only as a basis on which interest and other payments are
determined.
(2) Balances represent fair value of derivative financial instruments.

For information regarding collateral pledged on derivative instruments, see Note 7 “ Commitments and Contingencies.”
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9. ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)

The changein AOCI for the three and six months ended June 30, 2018 is summarized as follows, net of tax (dollarsin thousands):

Unrealized Gain
Unrealized for AFS
Gains (L osses) Securities Changein Fair Unrealized
on AFS Transferred to Value of Cash Gains (L osses)
Securities HTM Flow Hedge on BOLI Total
Balance - March 31, 2018 $ (11,485 $ 2406 $ (2,148) $ (1,083) $ (12,310)
Transfer of HTM securitiesto AFS securities ® 2,785 (2,785) — — —
Cumulative effects from adoption of new accounting
standard @ 404 583 (1,094) — (107)
Other comprehensive income (10ss):
Other comprehensive income (loss) before
reclassification @ (2,586) — 675 — (1,9112)
Amounts reclassified from AOCI into earnings 69 (99) 294 19 283
Net current period other comprehensive income (10ss) (2,517) (99) 969 19 (1,628)
Balance - June 30, 2018 $ (10,813) $ 105 $ (2273) $ (1,064) $ (14,045

(1) During the second quarter of 2018, the Company adopted ASU No. 2017-12. As part of this adoption, the Company made a one-time election
to transfer eligible HTM securitiesto the AFS category. The transfer of these securitiesresulted in an increase of approximately $400,000 to

AOCI andisincluded as unrealized gains (losses) on AFS securities above.

(2) During the second quarter of 2018, the Company adopted ASU No. 2018-02, which resulted in a reclassification of these amounts from AOCI

to retained earnings.

Unrealized Gain
Unrealized for AFS
Gains (L osses) Securities Changein Fair Unrealized
on AFS Transferred to Value of Cash Gains (L osses)
Securities HTM Flow Hedge on BOLI Total
Balance - December 31, 2017 $ 1874 $ 2,705 § (4361) $ (1,102) $ (884)
Transfer of HTM securitiesto AFS securities ® 2,785 (2,785) — — —
Cumulative effects from adoption of new accounting
standard @ 404 583 (1,094) — (107)
Other comprehensive income (10ss):
Other comprehensive income (loss) before
reclassification @ (15,777) — 2,639 — (13,138)
Amounts reclassified from AOCI into earnings (99) (398) 543 38 84
Net current period other comprehensive income (10ss) (15,876) (398) 3,182 38 (13,054)
Balance - June 30, 2018 $ (10813) $ 105§ (2213) $ (1,064) $ (14,045

(1) During the second quarter of 2018, the Company adopted No. ASU 2017-12. As part of this adoption, the Company made a one-time election
to transfer eligible HTM securitiesto the AFS category. The transfer of these securitiesresulted in an increase of approximately $400,000 to

AOCI andisincluded as unrealized gains (losses) on AFS securities above.

(2) During the second quarter of 2018, the Company adopted No. ASU 2018-02, which resulted in a reclassification of these amounts from AOCI

to retained earnings.
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The changein AOCI for the three and six months ended June 30, 2017 is summarized as follows, net of tax (dollarsin thousands):

Unrealized Gain
Unrealized for AFS Unrealized
Gains (L 0sses) Securities Changein Fair Gains
on AFS Transferred to Value of Cash (Losses) on
Securities HTM Flow Hedge BOLI Total
Balance - March 31, 2017 $ 2782 $ 3193 $ (5030 $ (1L3%6) $  (411)
Other comprehensive income (10ss):
Other comprehensive income (loss) before
reclassification 5,027 — (775) — 4,252
Amounts reclassified from AOCI into earnings (76) (160) 318 85 167
Net current period other comprehensive income (10ss) 4,951 (160) (457) 85 4,419
Balance - June 30, 2017 $ 7733 $ 3033 % (5487) $ (1271) $ 4,008
Unrealized Gain
for AFS Unrealized
Unrealized Gains Securities Changein Fair Gains
(Losses) on AFS  Transferred to Value of Cash (L osses) on
Securities HTM Flow Hedge BOLI Total
Balance - December 31, 2016 $ (542) $ 3377 § (5179) $ (1,465) $ (3,809)
Other comprehensive income (10ss):
Other comprehensive income (loss) before
reclassification 8,664 — (807) — 7,857
Amounts reclassified from AOCI into earnings (389) (344) 499 194 (40)
Net current period other comprehensive income (10ss) 8,275 (344) (308) 194 7,817
Balance - June 30, 2017 $ 7733 % 3033 $ (5487) $ (1,271) $ 4,008

10. FAIR VALUE MEASUREMENTS

The Company follows ASC 820, Fair Value Measurements and Disclosures, to record fair value adjustments to certain assets and liabilities and to
determine fair value disclosures. This codification clarifiesthat fair value of certain assets and liabilitiesis an exit price, representing the amount that
would be received to sell an asset or paid to transfer aliability in an orderly transaction between willing market participants.

ASC 820 specifies ahierarchy of valuation techniques based on whether the inputs to those val uation techniques are observabl e or unobservable.

Observable inputs reflect market data obtained from independent sources, while unobservabl e inputs reflect the Company’s market assumptions.
Thethree levels of the fair value hierarchy under ASC 820 based on these two types of inputs are as follows:
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Level 1 Valuation is based on quoted pricesin active markets for identical assetsand liabilities.

Level 2 Valuation is based on observable inputs including quoted pricesin active markets for similar assets and liabilities,
quoted pricesfor identical or similar assets and liabilitiesin less active markets, and model-based val uation techniques
for which significant assumptions can be derived primarily from or corroborated by observable datain the markets.

Level 3 Valuation is based on model-based techniques that use one or more significant inputs or assumptions that are
unobservablein the market. These unobservable inputs reflect the Company’s assumptions about what market
participants would use and information that is reasonably available under the circumstances without undue cost and
effort.

The following describes the valuation techniques used by the Company to measure certain financial assets and liabilities recorded at fair value on a
recurring basisin the financial statements.

Derivativeinstruments

Asdiscussed in Note 8 “Derivatives’, the Company records derivative instruments at fair value on arecurring basis. The Company utilizes
derivative instruments as part of the management of interest rate risk to modify the re-pricing characteristics of certain portions of the Company’s
interest-bearing assets and liabilities. The Company has contracted with athird party vendor to provide valuations for derivatives using standard
valuation techniques and therefore classifies such valuations as Level 2. Third party valuations are validated by the Company using Bloomberg
Valuation Service' s derivative pricing functions. The Company has considered counterparty credit risk in the valuation of its derivative assets and
has considered its own credit risk in the valuation of its derivative liabilities.

During the ordinary course of business, the Company entersinto interest rate lock commitments related to the origination of mortgage loans held
for sale, aswell as best effort forward delivery commitments to mitigate interest rate risk; these instruments are recorded at estimated fair value
based on the value of the underlying loan, whichin turnis based on quoted prices for similar loans in the secondary market. Thisvalue, however, is
adjusted by a pull-through rate, which considers the likelihood that the loan in alock position will ultimately close. The pull-through rateis derived
from the Company’sinternal data and is adjusted using significant management judgment. The pull-through rate is largely dependent on the loan
processing stage that aloanis currently in and the changein prevailing interest rates from the time of the rate lock. As such, interest rate lock
commitments are classified as Level 3. Anincrease in the pull-through rate utilized in the fair value measurement of the interest rate lock commitment
derivative will result in positive fair value adjustments, while a decrease in the pull-through rate will result in anegative fair value adjustment. The
Company’s weighted average pull-through rate was approximately 80% as of June 30, 2018 and December 31, 2017. Theinterest rate lock
commitments are recorded as a component of “Other Assets” on the Company’s Consolidated Balance Sheets.

AFS Securities

AFS securities are recorded at fair value on arecurring basis. Fair value measurement is based upon quoted market prices, when available (Level 1).
If quoted market prices are not available, fair values are measured utilizing independent val uation techniques of identical or similar securities for
which significant assumptions are derived primarily from or corroborated by observable market data (Level 2). If the inputs used to provide the
evaluation for certain securities are unobservable and/or thereislittle, if any, market activity, then the security would fall to the lowest level of the
hierarchy (Level 3).

The Company’sinvestment portfoliois primarily valued using fair value measurements that are considered to be Level 2. The Company has
contracted with athird party portfolio accounting service vendor for valuation of its securities portfolio. The vendor’s primary source for security
valuationisIDC, which evaluates securities based on market data. IDC utilizes eval uated pricing models that vary by asset class and include
available trade, bid, and other market information. Generally, the methodol ogy includes broker quotes, proprietary models, vast descriptive terms
and conditions databases, as well as extensive quality control programs.

The vendor utilizes proprietary valuation matrices for valuing al municipals securities. Theinitial curvesfor determining the price, movement, and
yield relationships within the municipal matrices are derived from industry benchmark curves or sourced from amunicipal trading desk. The
securities are further broken down according to issuer, credit support, state of issuance, and rating to incorporate additional spreadsto the industry
benchmark curves.

The Company primarily uses Bloomberg Valuation Service, an independent information source that draws on quantitative models and market data
contributed from over 4,000 market participants, to validate third party valuations. Any material differences between valuation sources are
researched by further analyzing the variousinputs that are utilized by each pricing source. No material differences wereidentified during the
validation as of June 30, 2018 and December 31, 2017.
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The carrying value of restricted Federal Reserve Bank and FHL B stock approximates fair value based on the redemption provisions of each entity
and istherefore excluded from the following table.

Marketable Equity Securities
Marketable securities are carried at fair value. Fair value is based on the reported market price of the publicly traded stock (Level 1).

Loansheld for sale

Loansheld for sale are carried at fair value. These loans currently consist of residential |oans originated for sale in the secondary market. Fair value
is based on the price secondary markets are currently offering for similar loans using observable market datawhich is not materially different than
cost due to the short duration between origination and sale (Level 2). At June 30, 2018, loans held for sale are included in " Assets of discontinued
operations" on the Company's Consolidated Balance Sheets. Refer to Note 13 " Segment Reporting & Discontinued Operations' for further
discussion regarding discontinued operations.
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The following table presents the balances of financial assets and liabilities measured at fair value on arecurring basis at June 30, 2018 and

December 31, 2017 (dollarsin thousands):

ASSETS
AFS securities:

Obligations of states and political subdivisions

Corporate and other bonds
M ortgage-backed securities
Other securities
Marketable equity securities
Loansheld for sale
Derivatives:
Interest rate swap
Fair value hedges
Interest rate lock commitments

LIABILITIES
Derivatives:
Interest rate swap
Cash flow hedges
Fair value hedges
Best efforts forward delivery commitments

Fair Value M easurementsat June 30, 2018 using

Significant
Quoted Pricesin Other Significant
Active Marketsfor Observable Unobservable
Identical Assets Inputs
Level 1 Level 2 Balance
— $ 528,584 $ — 528,584
— 148,448 — 148,448
— 869,434 — 869,434
— 11,582 — 11,582
28,200 — — 28,200
— 40,190 — 40,190
— 20,606 — 20,606
— 2,925 — 2,925
— — 200 200
—  $ 20,606 $ — 20,606
— 3,671 — 3,671
— 35 — 35
— — 182 182



Fair Value M easurementsat December 31, 2017 using

Significant
Quoted Pricesin Other Significant
Active Marketsfor Observable Unobservable
Identical Assets Inputs Inputs
Level 1 Level 2 Level 3 Balance

ASSETS
AFS securities:

Obligations of states and political subdivisions $ —  $ 301,824 $ — 3 301,824

Corporate and other bonds — 113,880 — 113,880

M ortgage-backed securities — 548,858 — 548,858

Other securities — 9,660 — 9,660
Loans held for sale — 40,662 — 40,662
Derivatives:

Interest rate swap — 1,350 — 1,350

Cash flow hedges — 49 — 49

Fair value hedges — 1,598 — 1,598

Interest rate lock commitments — — 559 559

Best efforts forward delivery commitments — — 12 12
LIABILITIES
Derivatives:

Interest rate swap $ — $ 1350 $ — 3 1,350

Cash flow hedges — 8,005 — 8,005

Fair value hedges — 76 — 76

Certain assets are measured at fair value on anonrecurring basis in accordance with U.S. GAAP. Adjustments to the fair value of these assets
usually result from the application of lower-of-cost-or-market accounting or write-downs of individual assets.

The following describes the val uation techniques used by the Company to measure certain assets recorded at fair value on anonrecurring basisin
the financial statements.

Impaired loans

Loans are designated as impaired when, in the judgment of management based on current information and events, it is probabl e that all amounts
due according to the contractual terms of the loan agreements will not be collected. The measurement of |oss associated with impaired loans can be
based on either the observable market price of the loan or the fair value of the collateral. Collateral dependent loans are reported at the fair value of
the underlying collateral if repayment is solely from the underlying value of the collateral. Collateral may bein the form of real estate or business
assets including equipment, inventory, and accounts receivable. The vast majority of the Company’s collateral isreal estate. The value of rea
estate collateral is determined utilizing an income or market val uation approach based on an appraisal conducted by an independent, licensed
appraiser using observable market data. When evaluating the fair value, management may discount the appraisal further if, based on their
understanding of the market conditions, it is determined the collateral is further impaired below the appraised value (Level 3). At June 30, 2018 and
December 31, 2017, the Level 3 weighted average adjustments related to impaired |oans were 4.0% and 3.0%, respectively. The value of business
equipment is based upon an outside appraisal, of one year or less, if deemed significant, or the net book value on the applicable business's
financial statementsif not considered significant using observable market data. Likewise, values for inventory and accounts receivables collateral
are based on financial statement balances or aging reports (Level 3). Collateral dependent impaired |oans allocated to the allowance for |oan |osses
are measured at fair value on anonrecurring basis. Any fair value adjustments are recorded in the period incurred as provision for |oan losses on
the Company’s Consolidated Statements of Income.

OREO

OREO isevaluated for impairment at least quarterly by the Bank’s Special Asset Loan Committee and any necessary write downsto fair values are
recorded asimpairment and included as acomponent of noninterest expense. Fair values of OREQ are carried at fair value less selling costs. Fair
valueis based upon independent market prices, appraised values of the collateral, or management’s estimation of the value of the collateral. When
an appraised valueis not available or management determines the fair value of the collateral is further impaired below the appraised value and there
is no observable market price, the Company
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records the foreclosed asset as Level 3 valuation. At June 30, 2018 and December 31, 2017, the Level 3 weighted average adjustmentsrelated to
OREO were approximately 19.4% and 22.5%, respectively.

Total valuation expenses related to OREO properties for the three months ended June 30, 2018 and 2017 total ed $383,000 and $19,000, respectively.
Total valuation expenses related to OREQO properties for the six months ended June 30, 2018 and 2017 totaled $1.1 million and $257,000 respectively.

The following tables summarize the Company’s financial assets that were measured at fair value on a nonrecurring basis at June 30, 2018 and
December 31, 2017 (dollars in thousands):

Fair Value M easurementsat June 30, 2018 using

Significant
Quoted Pricesin Other Significant
Active Marketsfor Observable Unobservable
Identical Assets Inputs Inputs
Level 1 Level 2 Level 3 Balance
ASSETS
Impaired loans $ — 3 — $ 5,135 $ 5,135
OREO — — 7,995 7,995
Fair Value M easurementsat December 31, 2017 using
Significant
Quoted Pricesin Other Significant
Active Marketsfor Observable Unobservable
Identical Assets Inputs Inputs
Level 1 Level 2 Level 3 Balance
ASSETS
Impaired loans $ — — % 3229 $ 3,229
OREO — — 6,636 6,636

ASC 825, Financial Instruments, requires disclosure about fair value of financial instruments for interim periods and excludes certain financial
instruments and all non-financial instruments from its disclosure requirements. Accordingly, the aggregate fair value amounts presented may not
necessarily represent the underlying fair value of the Company.

Cash and cash eguivalents
For those short-term instruments, the carrying amount is areasonabl e estimate of fair value.

HTM Securities

The Company’sinvestment portfolio is primarily valued using fair value measurements that are considered to be Level 2. The Company has
contracted with athird party portfolio accounting service vendor for valuation of its securities portfolio. The vendor’s primary source for security
valuation is IDC, which eval uates securities based on market data. IDC utilizes eval uated pricing models that vary by asset class and include
available trade, bid, and other market information. Generally, the methodol ogy includes broker quotes, proprietary models, vast descriptive terms
and conditions databases, as well as extensive quality control programs.

The vendor utilizes proprietary valuation matrices for valuing al municipals securities. The initial curves for determining the price, movement, and
yield relationships within the municipal matrices are derived from industry benchmark curves or sourced from amunicipal trading desk. The
securities are further broken down according to issuer, credit support, state of issuance, and rating to incorporate additional spreadsto the industry
benchmark curves.

The Company primarily uses Bloomberg Valuation Service, an independent information source that draws on quantitative models and market data
contributed from over 4,000 market participants, to validate third party valuations. Any material differences between valuation sources are
researched by further analyzing the various inputsthat are utilized by each pricing source. No material differences wereidentified during the
validation as of June 30, 2018 and December 31, 2017.



Loans

With the adoption of ASU No. 2016-01 during the first quarter of 2018, the fair value of loans at June 30, 2018 were estimated using an exit price,
representing the amount that would be expected to be received if the Company sold the loans. At December 31, 2017, the fair value of performing
loans were estimated by discounting expected future cash flows using ayield curve that is constructed by adding aloan spread to amarket yield
curve. Loan spreads are based on spreads currently observed in the market for loans of similar type and structure. Fair value for impaired loans and
their respective level within the fair value hierarchy are described in the previous disclosure related to fair value measurements of assetsthat are
measured on anonrecurring basis.

Bank-owned lifeinsurance
The carrying value of BOLI approximates fair value. The Company records these policies at their cash surrender value, which is estimated using

information provided by insurance carriers.

Deposits

Thefair value of demand deposits, savings accounts, and certain money market depositsis the amount payable on demand at the reporting date.
With the adoption of ASU No. 2016-01 during the first quarter of 2018, the fair value of certificates of deposits at June 30, 2018 were valued using a
discounted cash flow calculation that includes a market rate analysis of the current rates offered by market participants for certificates of deposits
that mature in the same period. At December 31, 2017, the fair value of certificates of deposit was estimated by discounting the future cash flows
using the rates currently offered for deposits of similar remaining maturities.
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Borrowings

The carrying value of the Company’s repurchase agreements is a reasonable estimate of fair value. With the adoption of ASU No. 2016-01 during
thefirst quarter of 2018, subordinated debt and trust preferred cash flows at June 30, 2018 are forecasted at the stated coupon rate and discounted
back to the measurement date using the prevailing market rate. The prevailing market rate is based on implied market yields for recently issued debt
with similar durations by institutions of similar size. Other borrowings, including subordinated debt and trust preferred at December 31, 2017 are
discounted using the current yield curve for the same type of borrowing. For borrowings with embedded optionality, athird party sourceis used to
value the instrument. The Company validates all third party valuations for borrowings with optionality using Bloomberg Valuation Service's
derivative pricing functions.

Accrued interest
The carrying amounts of accrued interest approximate fair value.

The carrying values and estimated fair values of the Company’s financial instruments at June 30, 2018 and December 31, 2017 are asfollows (dollars
in thousands):

Fair Value M easurementsat June 30, 2018 using

Quoted Prices Significant
in Active Other Significant
Marketsfor Observable Unobservable Total Fair
Identical Assets Inputs Inputs Value
Carrying
Value Level 1 Level 2 Level 3 Balance

ASSETS
Cash and cash equivalents $ 578,053 $ 578,053 $ — % — % 578,053
AFS securities 1,558,048 — 1,558,048 — 1,558,048
HTM securities 47,604 — 47,649 — 47,649
Marketabl e equity securities 28,200 28,200 — — 28,200
Restricted stock 104,837 — 104,837 — 104,837
Loans held for sale 40,190 — 40,190 — 40,190
Net loans 9,248,989 — — 9,149,667 9,149,667
Derivatives:

Interest rate swap 20,606 — 20,606 — 20,606

Fair value hedge 2,925 — 2,925 — 2,925

Interest rate lock commitments 200 — — 200 200
Accrued interest receivable 37,314 — 37,314 — 37,314
BOLI 260,124 — 260,124 — 260,124
LIABILITIES
Deposits $ 9,797,272 $ — $ 9814479 $ — $ 9,814,479
Borrowings 1,300,276 — 1,287,968 — 1,287,968
Accrued interest payable 3,794 — 3,794 — 3,794
Derivatives:

Interest rate swap 20,606 — 20,606 — 20,606

Cash flow hedges 3,671 — 3,671 — 3,671

Fair value hedges 35 — 35 — 35

Best efforts forward delivery commitments 182 — — 182 182
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Fair Value M easurements at December 31, 2017 using

Quoted Prices Significant
in Active Other Significant
Marketsfor Observable Unobservable Total Fair
Identical Assets Inputs Inputs Value
Carrying
Value Level 1 Level 2 Level 3 Balance

ASSETS
Cash and cash equivalents $ 199373 $ 199,373  $ — 3 — 3 199,373
AFS securities 974,222 — 974,222 — 974,222
HTM securities 199,639 — 203,483 — 203,483
Restricted stock 75,283 — 75,283 — 75,283
Loans held for sale 40,662 — 40,662 — 40,662
Net loans 7,103,344 — — 7,117,593 7,117,593
Derivatives:

Interest rate swap 1,350 — 1,350 — 1,350

Cash flow hedges 49 — 49 — 49

Fair value hedges 1,598 — 1,598 — 1,598

Interest rate lock commitments 559 — — 559 559

Best efforts forward delivery commitments 12 — — 12 12
Accrued interest receivable 26,427 — 26,427 — 26,427
BOLI 182,854 — 182,854 — 182,854
LIABILITIES
Deposits $ 6991718 $ — 3 6,977,845 $ — $ 6,977,845
Borrowings 1,219,414 — 1,198,645 — 1,198,645
Accrued interest payable 2,538 — 2,538 — 2,538
Derivatives:

Interest rate swap 1,350 — 1,350 — 1,350

Cash flow hedges 8,005 — 8,005 — 8,005

Fair value hedges 76 — 76 — 76

The Company assumesinterest rate risk (the risk that general interest rate levelswill change) as aresult of its normal operations. Asaresult, the fair
values of the Company’sfinancial instrumentswill change when interest rate level s change and that change may be either favorable or unfavorable
to the Company. Management attempts to match maturities of assets and liabilities to the extent believed necessary to minimize interest rate risk.
Borrowers with fixed rate obligations, however, are less likely to prepay in arising rate environment and more likely to prepay in afaling rate
environment. Conversely, depositors who are receiving fixed rates are more likely to withdraw funds before maturity in arising rate environment and
lesslikely to do so in afalling rate environment. Management monitors rates and maturities of assets and liabilities and attempts to minimize interest
rate risk by adjusting terms of new loans and deposits and by investing in securities with terms that mitigate the Company’s overall interest rate
risk.



11. REVENUE

On January 1, 2018, the Company adopted ASU No. 2014-09, “ Revenue from Contracts with Customers: Topic 606" (“ Topic 606" or the
“Standard”), and all subsequent amendments to the ASU. Using Topic 606 guidelines and other authoritative guidance, the Company concluded
that the Standard applies to noninterest income excluding out of scope revenue such as mortgage banking income, gains on securities transactions,
and trading revenue (i.e., derivatives).

Public entities are required to disclose (1) revenue disaggregated into categories that show how the nature, amount, timing, and uncertainty of
revenue and cash flows are affected by economic factors; (2) contract balances; (3) a description of when performance obligations are satisfied and
(4) significant judgments made in eval uating when a customer obtains control of promised goods or services for performance obligations satisfied
at apointintime.

The mgjority of the Company’s noninterest income comes from short term contracts associated with fees for services provided on deposit
accounts, credit cards, and wealth management accounts and is being accounted for in accordance with Topic 606. Typically the duration of a
contract does not extend beyond the services performed; therefore the Company concluded that discussion regarding contract balancesis
immaterial. Additionally, due to the short duration of most customer contracts the revenue from which constitutes noninterest income, the
Company will not need to make many judgments that would affect the amount and timing of revenue.

The Company’s performance obligations on revenue from interchange fees and deposit accounts are generally satisfied immediately, when the
transaction occurs or by month-end. Performance obligations on revenue from fiduciary and asset management fees are generally satisfied monthly
or quarterly. For a majority of fee income on deposit accounts the Company is a principal controlling the promised good or service before
transferring it to the customer. However, for income related to most wealth management income, the Company is an agent responsible for arranging
for the provision of goods and services by another party.

Noninterest income disaggregated by major source, for the three and six months ended June 30, 2018 and 2017, consisted of the following (dollarsin
thousands):

ThreeMonths Ended Six Months Ended
June 30, 2018 June 30, 2017 June 30, 2018 June 30, 2017

Noninterest income:
Deposit Service Charges @:

Overdraft fees, net $ 5173 $ 3845 % 9,992 $ 7,576
Maintenance fees & other 1,016 768 2,091 1,553
Other service charges and fees @ 1,278 1,120 2,512 2,259
Interchange fees, net @ 4,792 3,867 9,280 7,449
Fiduciary and asset management fees (9
Trust asset management fees 1,436 1,257 2,781 2,525
Registered advisor management fees, net 1,606 637 2,325 1,307
Brokerage management fees, net 998 831 1,990 1,687
Gains (losses) on securities transactions, net (88) 117 125 598
Bank owned life insurance income 1,728 1,335 3,395 3,460
Loan-related interest rate swap fees 898 1,031 1,617 2,211
Gain on Shore Premier sde 20,899 — 20,899 —
Other operating income @ 861 454 3,858 1,450
Total noninterest income® $ 40,597 $ 15262 $ 60,865 $ 32,075

(1) Income within scope of ASC 606.

(2) Includes income within the scope of ASC 606 of $874,000 and $468,000 for the three months ended June 30, 2018 and 2017,
respectively, and $1.6 million and $1.0 million for the six months ended June 30, 2018 and 2017, respectively. The remaining balancing is
outside the scope of ASC 606.

(3) Noninterest income for the discontinued mortgage segment isreported in Note 13, " Segment Reporting & Discontinued Operations.”
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12. EARNINGS PER SHARE

Basic EPS is computed by dividing net income available to common stockholders by the weighted average number of common shares outstanding
during the period. Diluted EPS is computed using the weighted average number of common shares outstanding during the period, including the
effect of dilutive potential common shares outstanding attributable to stock awards and warrants.

The following table presents earnings per share from continuing operations, discontinued operations and total net income available to common
shareholders for the three and six months ended June 30, 2018 and 2017 (dollars in thousands except per share data):

Net ncome:
Income from continuing operations
Income (loss) from discontinued operations
Net income available to common shareholders

Weighted aver age shar es outstanding, basic
Dilutive effect of stock awards and warrants
Weighted aver age shar es outstanding, diluted

Basic earnings per share:
Earnings per share from continuing operations
Earnings per share from discontinued operations
Earnings per share available to common sharehol ders

Diluted ear nings per share:
Earnings per share from continuing operations
Earnings per share from discontinued operations
Earnings per share available to common sharehol ders

Three Months Ended June 30, Six Months Ended June 30,

2018 2018 2017
49,800 $ 17,482 66,374 $ 36,683
(2,473) 474 (2,408) 397
47,327 $ 17,956 63,966 $ 37,080
65,919 $ 43,693 65,738 $ 43,674
47 91 64 81
65,966 $ 43,784 65,802 43,755
0.76 $ 0.40 1.01 $ 0.84
(0.04) 0.01 (0.04) 0.01
072 $ 0.41 0.97 $ 0.85
075 $ 0.40 1.01 $ 0.84
(0.03) 0.01 (0.04) 0.01
072 $ 0.41 0.97 $ 0.85
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13. SEGMENT REPORTING & DISCONTINUED OPERATIONS

On May 23, 2018, the Bank announced that it had entered into a definitive agreement with athird party mortgage company to allow the third party
mortgage company to offer residential mortgages from certain Bank locations. As aresult of this arrangement, the Bank began winding down the
operations of UMG, the Company's reportabl e mortgage segment. Effective at the close of business June 1, 2018, UMG was no longer originating
mortgages in its name. The decision to exit the mortgage business was based on a number of strategic priorities and other factors, including the
additional investment in the business required to achieve the necessary scale to be competitive. Asaresult of this decision, the community bank
segment is the only remaining reportable segment and does not require separate reporting disclosures.

As of June 30, 2018, assets from discontinued operations totaled $43.5 million, which included $40.2 million of loans held for sale, and were reported
in assets from discontinued operations on the Company's consolidated bal ance sheet. The Company also reported $4.4 million asliabilities of
discontinued operations on the consolidated bal ance sheet. Management believes there are no material on-going obligations with respect to the
mortgage banking business that have not been recorded in the Company's consolidated financial statements.

The following table presents summarized operating results of the discontinued mortgage segment for the three and six months ended June 30, 2018
and 2017, respectively (dollarsin thousands):

Three Months Ended June 30, Six Months Ended June 30,
2018 2017 2018 2017

Net interest income $ 368 $ 295 $ 642 $ 496
Provision for credit losses (240) (11 (264) 7
Net interest income after provision for credit losses 608 306 906 489
Noninter est income 1,668 2,794 3,710 4,819
Noninterest expenses 5,361 2,355 7,624 4,657
Income befor e income taxes (3,085) 745 (3,008) 651
Income tax expense (benefit) (612) 271 (600) 254
Net income (loss) on discontinued operations $ (2473) $ 474 $ (2,408) $ 397
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14. SUBSEQUENT EVENTS

On July 1, 2018, ODCM completed its previously announced acquisition of Outfitter Advisors, Inc., aMcLean, Virginia based registered investment
advisory firm with approximately $400 million in assets under management and advisement.
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Report of Independent Registered Public Accounting Firm
To The Board of Directors and Shareholders of Union Bankshares Corporation

We have reviewed the accompanying consolidated balance sheet of Union Bankshares Corporation (the “ Company”) as of June 30, 2018, and the
related consolidated statements of income and comprehensive income for the three and six-month periods ended June 30, 2018 and 2017, and the
consolidated statements of changesin stockholders’ equity and cash flows for the six-month periods ended June 30, 2018 and 2017, and the related
notes (collectively referred to as the “ consolidated interim financial statements”). Based on our reviews, we are not aware of any material
modifications that should be made to the consolidated interim financial statements for them to bein conformity with U.S. generally accepted
accounting principles.

We have previously audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States)(PCAOB), the
consolidated balance sheet of the Company as of December 31, 2017, the related consolidated statements of income, comprehensive income,
changesin stockholders’ equity, and cash flowsfor the year then ended, and the related notes (not presented herein); and in our report dated
February 27, 2018, we expressed an unqualified audit opinion on those consolidated financial statements. In our opinion, the information set forth in
the accompanying consolidated balance sheet as of December 31, 2017, isfairly stated, in al material respects, in relation to the consolidated

bal ance sheet from which it has been derived.

Basisfor Review Results

These financial statements are the responsibility of the Company’s management. We are a public accounting firm registered with the PCAOB and
arerequired to be independent with respect to the Company in accordance with the U.S. federal securities |aws and the applicable rules and
regulations of the SEC and the PCAOB. We conducted our review in accordance with the standards of the PCAOB. A review of interim financial
statements consists principally of applying analytical procedures and making inquiries of persons responsible for financial and accounting matters.
It is substantially lessin scope than an audit conducted in accordance with the standards of the PCA OB, the objective of which isthe expression of
an opinion regarding the financial statements taken as awhole. Accordingly, we do not express such an opinion.

/s/Ernst & Young LLP

Richmond, Virginia
August 7, 2018
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ITEM 2—MANAGEMENT'SDISCUSSION AND ANALYSISOF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Management’s discussion and analysisis presented to aid the reader in understanding and evaluating the financial condition and results of
operations of Union Bankshares Corporation and its subsidiaries (collectively, the “ Company”). This discussion and analysis should be read with
the consolidated financial statements, the notes to the financial statements, and the other financial dataincluded in thisreport, aswell asthe
Company’s 2017 Form 10-K, including management’ s discussion and analysis. Highlighted in the discussion are material changes from prior
reporting periods and any identifiable trends affecting the Company. Results of operations for the three and six months ended June 30, 2018 and
2017 are not necessarily indicative of results that may be attained for any other period. Amounts are rounded for presentation purposes; however,
some of the percentages presented are computed based on unrounded amounts.

FORWARD-LOOKING STATEMENTS

Certain statements in this report may constitute “forward-looking statements” within the meaning of the Private Securities Litigation Reform Act of
1995. Forward-looking statements are statements that include projections, predictions, expectations, or beliefs about future events or results or
otherwise are not statements of historical fact, are based on certain assumptions as of the time they are made, and are inherently subject to risks
and uncertainties, some of which cannot be predicted or quantified. Such statements are often characterized by the use of qualified words (and
their derivatives) such as“expect,” “believe,” “estimate,” “plan,” “project,” “anticipate,” “intend,” “will,” “may,” “view,” “ opportunity,”
“potential,” or words of similar meaning or other statements concerning opinions or judgment of the Company and its management about future
events. Although the Company believes that its expectations with respect to forward-looking statements are based upon reasonabl e assumptions
within the bounds of its existing knowledge of its business and operations, there can be no assurance that actual results, performance, or
achievements of the Company will not differ materially from any projected future results, performance, or achievements expressed or implied by
such forward-looking statements. Actual future results and trends may differ materially from historical results or those anticipated depending on a
variety of factors, including, but not limited to, the effects of or changesin:

”ou ” o ” o«

+ thepossibility that any of the anticipated benefits of the acquisition of Xenith will not be realized or will not be realized within the expected
time period, the expected revenue synergies and cost savings from the acquisition may not be fully realized or realized within the expected
time frame, revenues following the acquisition may be lower than expected, or customer and empl oyee rel ationships and business
operations may be disrupted by the acquisition,

* changesininterest rates,

»  genera economic and financial market conditions,

» the Company’s ability to manage its growth or implement its growth strategy,

+ theincremental cost and/or decreased revenues associated with exceeding $10 billion in assets,

+ levelsof unemployment in the Bank’slending area,

» real estate valuesin the Bank’slending area,

* aninsufficient allowance for loan | osses,

+ thequality or composition of the loan or investment portfolios,

»  concentrations of loans secured by real estate, particularly commercial real estate,

+ theeffectiveness of the Company’s credit processes and management of the Company’s credit risk,

* demand for loan products and financial servicesin the Company’s market area,

+ the Company’s ability to compete in the market for financial services,

+ technological risks and developments, and cyber threats, attacks, or events,

+  performance by the Company’s counterparties or vendors,

*  deposit flows,

+ theavailability of financing and the terms thereof,

+ thelevel of prepayments on loans and mortgage-backed securities,

+ legidative or regulatory changes and requirements,

+ theimpact of the Tax Act, including, but not limited to, the effect of the lower corporate tax rate, including on the valuation of the
Company's tax assets and liabilities,

+ any futurerefinements to the Company's preliminary analysis of theimpact of the Tax Act on the Company,

» changesin the effect of the Tax Act due to issuance of interpretive regulatory guidance or enactment of corrective or supplement
legislation,

+ monetary and fiscal policies of the U.S. government including policies of the U.S. Department of the Treasury and the Board of Governors
of the Federal Reserve System, and

* accounting principles and guidelines.



Moreinformation on risk factors that could affect the Company’s forward-looking statements is avail able on the Company’ s website,

http: //investor s.bankatunion.com, or the Company's Annual Report on Form 10-K for the year ended December 31, 2017, this Quarterly Report on
Form 10-Q for the quarter ended June 30, 2018, and other reportsfiled with the SEC. The information on the Company’s website is not a part of this
Form 10-Q. All risk factors and uncertainties described in those documents should be considered in evaluating forward-looking statements and
undue reliance should not be placed on such statements. The Company does not intend or assume any obligation to update or revise any forward-
looking statements that may be made from time to time by or on behalf of the Company.

CRITICAL ACCOUNTING POLICIES

The accounting and reporting policies of the Company are in accordance with U.S. GAAP and conform to general practices within the banking
industry. The Company’sfinancial position and results of operations are affected by management’s application of accounting policies, including
estimates, assumptions, and judgments made to arrive at the carrying val ue of assets and liabilities and amounts reported for revenues, expenses,
and related disclosures. Different assumptions in the application of these policies could result in material changesin the Company’s consolidated
financial position and/or results of operations. The Company evaluatesits critical accounting estimates and assumptions on an ongoing basis and
updates them, as needed. Management has discussed the Company’s critical accounting policies and estimates with the Audit Committee of the
Board of Directors.

The critical accounting and reporting policiesinclude the Company’s accounting for the allowance for loan losses, acquired loans, and goodwill
and intangibl e assets. The Company’s accounting policies are fundamental to understanding the Company’s consolidated financial position and
consolidated results of operations. Accordingly, the Company’s significant accounting policies are discussed in detail in Note 1 “ Summary of
Significant Accounting Policies’ in the “ Notes to the Consolidated Financial Statements’ contained in Item 8 "Financial Statements and
Supplementary Data" of the Company’s 2017 Form 10-K.

The Company provides additional information on its critical accounting policies and estimates listed above under “Management's Discussion and
Analysis of Financial Condition and Results of Operations—Critical Accounting Policies’ inits 2017 Form 10-K.

ABOUT UNION BANKSHARES CORPORATION

Headquartered in Richmond, Virginia, Union Bankshares Corporation (NASDAQ: UBSH) isthe holding company for Union Bank & Trust, which
has 147 branches, 7 of which are operated as Xenith Bank, adivision of Union Bank & Trust of Richmond, Virginia, and approximately 200 ATMs
located throughout Virginiaand in portions of Maryland and North Carolina. Non-bank affiliates of the holding company include: Old Dominion
Capital Management, Inc. and Dixon, Hubard, Feinour, & Brown, Inc., which both provide investment advisory services, and Union Insurance
Group, LLC, which offers various lines of insurance products.

Shares of the Company’s common stock are traded on the NASDAQ Global Select Market under the symbol UBSH. Additional information is

available on the Company’s website at http://investor s.bankatunion.com. The information contained on the Company’s websiteis not a part of or
incorporated into this report.

-55-



RESULTS OF OPERATIONS

Executive Overview

On January 1, 2018, the Company completed the acquisition of Xenith, abank holding company based in Richmond, Virginia. The Company's
second quarter and six month results for 2018 include the financial results of Xenith.

On April 1, the Bank completed its acquisition of DHFB, a Roanoke, Virginia based investment advisory firm. The Company's results for the second
quarter of 2018 include the financial results of DHFB.

On May 23, 2018, the Bank announced that it had entered into a definitive agreement with athird party mortgage company to allow the third party
mortgage company to offer residential mortgages from certain Bank locations. Asaresult of this arrangement, the Bank began winding-down the
operations of UMG. Effective at the close of business June 1, 2018, UM G was ho longer originating mortgages in its name. In connection with this
transaction, the Company recorded exit costs totaling approximately $3.4 million, which includes goodwill impairment of approximately $864,000.
These costs and the Company's mortgage segment results are reported within discontinued operations results.

On June 29, 2018, the Bank entered into an agreement to sell substantially all of the assets and certain specific liabilities of its Shore Premier Finance
division, consisting primarily of marine loans totaling approximately $383.9 million, for a purchase price consisting of approximately $375.0 millionin
cash and 1,250,000 shares of the purchasing company's common stock. The sale generated an after-tax gain of approximately $16.5 million, net of
transaction and other related costs.

On June 29, 2018, the Bank sold approximately $206.3 million in consumer home improvement loans that had been originated through athird-party
lending program. These loans were sold at par.

The Company closed three branches during the second quarter of 2018 as part of conversion activitiesrelated to its acquisition of Xenith. After
further analyzing its branch footprint, the Company has decided to consolidate an additional seven branches, approximately 5% of the Company's
branch network, during the third quarter of 2018. The upcoming third quarter branch closures resulted in after-tax branch closure costs of
approximately $474,000 that were recorded in the second quarter of 2018.

Second Quarter Net Income & Performance Metrics

¢ The Company reported net income of $47.3 million and earnings per share of $0.72 for the quarter ended June 30, 2018 compared to net
income of $18.0 million and earnings per share of $0.41 for the quarter ended June 30, 2017.

«  The Company's net operating earnings®), which excluded after-tax merger-related costs of $6.5 million, were $53.9 million and operating
earnings per share™ were $0.82 for the quarter ended June 30, 2018 compared to $20.3 million, or $0.46, for the quarter ended June 30, 2017.

+  ROA was 1.44% for the second quarter of 2018 compared to 0.82% for the second quarter of 2017; operating ROA® was 1.63% for the
second quarter of 2018 compared to 0.93% for the second quarter of 2017.

¢ ROE was 10.28% for the second quarter of 2018 compared to 7.02% for the second quarter of 2017; operating ROE® was 11.69% for the
second quarter of 2018 compared to 7.94% for the second quarter of 2017.

¢ ROTCE® was 17.74% for the second quarter of 2018 compared to 10.15% for the second quarter of 2017; operating ROTCE® was 20.19%
for the second quarter of 2018 compared to 11.48% for the second quarter of 2017.

Six Month Net Income & Performance Metrics

*  The Company reported net income of $64.0 million and earnings per share of $0.97 for the six months ended June 30, 2018 compared to net
income of $37.1 million and earnings per share of $0.85 for the six months ended June 30, 2017.

¢ The Company's net operating earnings®™, which excluded after-tax merger-related costs of $28.8 million, were $92.7 million and operating
earnings per sharel were $1.41 for the six months ended June 30, 2018 compared to $39.4 million, or $0.90, for the six months ended June
30, 2017.

+ ROA was0.98% for the first six months of 2018 compared to 0.87% for the first six months of 2017; operating ROA® was 1.43% for thefirst
six months of 2018 compared to 0.92% for the first six months of 2017.

¢ ROEwas 7.03% for the first six months of 2018 compared to 7.34% for thefirst six months of 2017; operating ROE® was 10.19% for the first
six months of 2018 compared to 7.81% for thefirst six months of 2017.

* ROTCE® was 12.18% for thefirst six months of 2018 compared to 10.66% for the first six months of 2017; operating ROTCE® was 17.65%
for the first six months of 2018 compared to 11.35% for the first six months of 2017.
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Balance Sheet
* Loansheld for investment, net of deferred fees and costs, were $9.3 billion at June 30, 2018, an increase of $2.1 billion, or 30.1%, from
December 31, 2017. On apro formabasis, including Xenith loans and adjusted for the sale of loans, loans held for investment grew $254.9
million, or 5.7% (annualized), from January 1, 2018.
¢ Total depositswere $9.8 hillion at June 30, 2018, an increase of $2.8 hillion, or 40.1%, from December 31, 2017. On apro formabasis,
including Xenith deposits, deposits grew $255.9 million, or 5.4% (annualized) from January 1, 2018.

(1) For areconciliation of the non-GAAP financial measures, including the non-GAAP operating measures that exclude merger-related costs
unrelated to the Company's normal operations, refer to “ Non-GAAP Measures’ section within this Item 2 of this Form 10-Q.

Net Interest Income

For the Three Months Ended

June 30,
2018 2017 Change
(Dollarsin thousands)
Average interest-earning assets $ 11,661,189 $ 7,934,405 $ 3,726,784
Interest and dividend income $ 132,409 % 80926 $ 51,483
Interest and dividend income (FTE) @ $ 134417  $ 83869 $ 50,548
Yield oninterest-earning assets 4.55% 4.09% 46 bps
Yield on interest-earning assets (FTE) @ 4.62% 4.24% 38 bps
Average interest-bearing liabilities $ 9,167,275 $ 6,203,373 $ 2,963,902
Interest expense $ 24241 % 12222 % 12,019
Cost of interest-bearing liabilities 1.06% 0.79% 27 bps
Cost of funds 0.83% 0.62% 21 bps
Net interest income $ 108,168 $ 68,704 $ 39,464
Net interest income (FTE) @ $ 110176 3 71647 $ 38,529
Net interest margin 3.72% 3.47% 25 bps
Net interest margin (FTE) @ 3.79% 3.62% 17 bps

(1) Refer to the “ Non-GAAP Measures’ section within this Item 2 of this Form 10-Q for more information about this non-GAAP financial measure.

For the second quarter of 2018, net interest income was $108.2 million, an increase of $39.5 million from the second quarter of 2017. For the second
quarter of 2018, tax-equivalent net interest income was $110.2 million, an increase of $38.5 million from the second quarter of 2017. Theincreasesin
both net interest income and tax-equivalent net interest income were primarily the result of a $3.7 billion increase in average interest-earning
assets and a $3.0 hillion increase in average interest-bearing liabilities from the impact of the Xenith acquisition. Net accretion related to
acquisition accounting increased $4.3 million from the second quarter of 2017 to $5.9 million in the second quarter of 2018. In the second quarter of
2018, net interest margin increased 25 basis pointsto 3.72% from 3.47% in the second quarter of 2017, and tax-equivalent net interest margin
increased 17 basis points compared to the second quarter of 2017. The net increases in net interest margin and tax-equivalent net interest margin
measures were primarily driven by anincrease in theyield on earnings assets, partially offset by asmaller increase in cost of funds.
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For the Six Months Ended

June 30,
2018 2017 Change
(Dollarsin thousands)
Average interest-earning assets $ 11,568,658 $ 7798427 $ 3,770,231
Interest and dividend income $ 256,789 % 157,365 $ 99,424
Interest and dividend income (FTE) @ $ 260,634 $ 163,049 $ 97,585
Yield oninterest-earning assets 4.48% 4.07% 41  bps
Yield on interest-earning assets (FTE) @ 4.54% 4.22% 32 bps
Average interest-bearing liabilities $ 9,136,102 $ 6,102,228 $ 3,033,874
Interest expense $ 45149 $ 22294 % 22,855
Cost of interest-bearing liabilities 1.00% 0.74% 26 bps
Cost of funds 0.78% 0.58% 20 bps
Net interest income $ 211640 $ 135071 % 76,569
Net interest income (FTE) $ 215485 % 140,755  $ 74,730
Net interest margin 3.69% 3.49% 20 bps
Net interest margin (FTE) @ 3.76% 3.64% 12 bps

(1) Refer to the “ Non-GAAP Measures’ section within thisItem 2 of this Form 10-Q for more information about this non-GAAP financial measure.

For thefirst six months of 2018, net interest income was $211.6 million, an increase of $76.6 million from the same period of 2017. For the first six
months of 2018, tax-equivalent net interest income was $215.5 million, an increase of $74.7 million from the same period of 2017. Theincreasesin
both net interest income and tax-equivalent net interest income were primarily the result of a $3.8 billion increase in average interest-earning
assets and a $3.0 hillion increase in average interest-bearing liabilities from the impact of the Xenith acquisition. Net accretion related to
acquisition accounting increased $8.4 million from thefirst six months of 2017 to $11.5 million for the first six months of 2018. In thefirst six months
of 2018, net interest margin increased 20 basis pointsto 3.69% from 3.49% in the first six months of 2017, and tax-equivalent net interest margin
increased 12 basis points compared to thefirst six months of 2017. The net increases in net interest margin and tax-equivalent net interest margin
measures were primarily driven by anincreasein the yield on earnings assets, partially offset by asmaller increase in cost of funds.
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The following tables show interest income on earning assets and related average yields as well asinterest expense on interest-bearing liabilities and

related average rates paid for the periods indicated:

AVERAGE BALANCES, INCOME AND EXPENSES, YIELDSAND RATES (TAXABLE EQUIVALENT BASIS)

Assets:
Securities:
Taxable
Tax-exempt
Total securities
Loans, net ®®
Other earning assets
Total earning assets
Allowance for loan losses
Total non-ear ning assets
Total assets

Liabilities and Stockholders Equity:

For the Three Months Ended June 30,

I nter est-bearing deposits:

Transaction and money market accounts

Regular savings
Time deposits ©

Total interest-bearing deposits

Other borrowings ®

Total interest-bearing liabilities
Noninter est-bearing liabilities:

Demand deposits
Other liabilities
Total liabilities
Stockholders' equity

Total liabilitiesand stockholders' equity

Net interest income
Interest rate spread
Cost of funds

Net interest margin ©

2018 2017
Interest Interest
Average Income/ Yield/ Average Income/ Yield/
Balance Expense M Rate W@ Balance Expense® Rate W@
(Dollarsin thousands)
$ 1,077,656 8,012 298% $ 768,648 4,982 2.60%
547,617 5,293 3.88% 460,945 5,403 4.70%
1,625,273 13,305 3.28% 1,229,593 10,385 3.39%
9,809,083 120,039 4.91% 6,628,011 73,073 4.42%
226,833 1,073 1.90% 76,801 411 2.15%
11,661,189 134,417 4.62% 7,934,405 83,869 4.24%
a1645) @8sT7)
1,598,683 851,549
$ 13,218,227 $ 8,747,377
$ 4,836,642 6,790 0.56% $ 3,367,008 2,729 0.33%
649,897 217 0.13% 563,948 152 0.11%
2,063,414 6,040 1.17% 1,248,818 3,219 1.03%
7,549,953 13,047 0.69% 5,179,774 6,100 0.47%
1,617,322 11,194 2.78% 1,023,599 6,122 2.40%
9,167,275 24,241 1.06% 6,203,373 12,222 0.79%
2,095,233 1,457,968
108,353 59,888
11,370,861 7,721,229
1,847,366 1,026,148
$ 13,218,227 $ 8,747,377
- 110,176 71,647
3.56% 3.45%
0.83% 0.62%
3.79% 3.62%

(1) Income and yields are reported on a taxabl e equivalent basis using the statutory federal corporate tax rate of 21% for the three months ended

June 30, 2018 and 35% for the three months ended June 30, 2017.

(2) Rates and yields are annualized and calculated from actual, not rounded, amounts in thousands, which appear above.

(3) Nonaccrual loans are included in average |oans outstanding.

(4) Interest income on loans includes $5.3 million and $1.6 million for the three months ended June 30, 2018 and 2017, respectively, in
accretion of the fair market value adjustments related to acquisitions.
(5) Interest expense on time deposits includes $685,000 and $0 for the three months ended June 30, 2018 and 2017, respectively, in accretion of
the fair market value adjustments related to acquisitions.
(6) Interest expense on borrowings includes $104,000 and ($47,000) for the three months ended June 30, 2018 and 2017, respectively, in
amortization (accretion) of the fair market value adjustments related to acquisitions.
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AVERAGE BALANCES, INCOME AND EXPENSES, YIELDSAND RATES (TAXABLE EQUIVALENT BASIS)

For the Six Months Ended June 30,

2018 2017
Interest Interest
Average Income/ Yield/ Average Income/ Yield/
Balance Expense ® Rate W@ Balance Expense® Rate W@
(Dollarsin thousands)
Assets:
Securities:
Taxable $ 1,049,331 $ 15,084 290% $ 757,565 $ 9,905 2.64%
Tax-exempt 547,100 10,366 3.82% 461,176 10,883 4.76%
Total securities 1,596,431 25,450 3.21% 1,218,741 20,788 3.44%
Loans, net @ ® 9,744,995 233,174 4.83% 6,506,632 141,576 4.39%
Other earning assets 227,232 2,010 1.78% 73,054 685 1.89%
Total earning assets 11,568,658 $ 260,634 4.54% 7,798427 $ 163,049 4.22%
Allowance for loan losses (40,751) (38,240)
Total non-ear ning assets 1,591,541 847,038
Total assets $ 13,119,448 $ 8,607,225

Liabilitiesand Stockholders Equity:
Inter est-bearing deposits:

Transaction and money market accounts $ 479829 $ 12,346 052% $ 3,286,795 $ 4,698 0.29%
Regular savings 647,183 428 0.13% 580,164 343 0.12%
Time deposits ® 2,074,610 11,485 1.12% 1,230,045 6,135 1.01%
Total interest-bearing deposits 7,520,089 24,259 0.65% 5,097,004 11,176 0.44%
Other borrowings ® 1,616,013 20,890 2.61% 1,005,224 11,118 2.23%
Total interest-bearing liabilities 9,136,102 $ 45,149 1.00% 6,102,228 $ 22,294 0.74%
Noninter est-bearing liabilities:
Demand deposits 2,034,854 1,426,144
Other liabilities 112,420 60,576
Total liabilities 11,283,376 7,588,948
Stockholders' equity 1,836,072 1,018,277
Total liabilitiesand stockholders' equity $ 13,119,448 $ 8,607,225
Net interest income $ 215,485 $ 140,755
Interest rate spread 3.54% 3.48%
Cost of funds 0.78% 0.58%
Net interest margin © 3.76% 3.64%

(1) Income and yields are reported on a taxabl e equivalent basis using the statutory federal corporate tax rate of 21% for the six months ended
June 30, 2018 and 35% for the six months ended June 30, 2017.

(2) Rates and yields are annualized and cal culated from actual, not rounded, amounts in thousands, which appear above.

(3) Nonaccrual loans are included in average loans outstanding.

(4) Interest income on loans includes $10.2 million and $3.0 million for the six months ended June 30, 2018 and 2017, respectively, in accretion
of the fair market value adjustments related to acquisitions.

(5) Interest expense on time deposits includes $1.5 million and $0 for the six months ended June 30, 2018 and 2017, respectively, in accretion of
the fair market value adjustments related to acquisitions.

(6) Interest expense on borrowings includes $202,000 and ($95,000) for the six months ended June 30, 2018 and 2017, respectively, in
amortization (accretion) of the fair market value adjustmentsrelated to acquisitions.
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The Volume Rate Analysistable below presents changes in interest income and interest expense and distinguishes between the changes related to
increases or decreases in average outstanding balances of interest-earning assets and interest-bearing liabilities (volume), and the changes rel ated
to increases or decreases in average interest rates on such assets and liabilities (rate). Changes attributable to both volume and rate have been

alocated proportionally. Results, on ataxable equivalent basis, are as follows (dollars in thousands):

Three Months Ended
June 30, 2018 vs. June 30, 2017
Increase (Decrease) Dueto Changein:

Six Months Ended
June 30, 2018 vs. June 30, 2017

Increase (Decrease) Dueto Changein:

Volume Rate Total Volume Rate Total
Earning Assets:
Securities:
Taxable $ 2219 $ 811 $ 3030 $ 4117  $ 1,062 $ 5,179
Tax-exempt 924 (1,034) (110) 1,833 (2,350) (517)
Total securities 3,143 (223) 2,920 5,950 (1,288) 4,662
Loans, net 38,210 8,756 46,966 76,315 15,283 91,598
Other earning assets 715 (53) 662 1,366 (42) 1,325
Total earning assets $ 42,068 $ 8480 $ 50548 $ 83631 % 13954 $ 97,585
Interest-Bearing Liabilities:
I nter est-bearing deposits:
Transaction and money market accounts $ 1517 $ 2544 % 4061 $ 2791 % 4857 $ 7,648
Regular savings 25 40 65 42 43 85
Time Deposits @ 2,335 486 2,821 4,612 738 5,350
Total interest-bearing deposits 3,877 3,070 6,947 7,445 5,638 13,083
Other borrowings® 3,991 1,081 5,072 7,649 2,123 9,772
Total interest-bearing liabilities 7,868 4,151 12,019 15,094 7,761 22,855
Changein net interest income $ 34200 $ 4329 $ 38529 $ 68537 $ 6,193 $ 74,730

(1) Therate-related change in interest income on loans includes the impact of higher accretion of the acquisition-related fair market value
adjustments of $3.8 million and $7.2 million for the three- and six-month change, respectively.

(2) Therate-related change in interest expense on deposits includes the impact of higher accretion of the acquisition-related fair market value
adjustments of $685,000 and $1.5 million for the three- and six-month change, respectively.

(3) Therate-related change in interest expense on other borrowingsincludes the impact of higher amortization of the acquisition-related fair
mar ket value adjustments of $151,000 and $297,000 for the three- and six-month change, respectively.

The Company’sfully taxable equival ent net interest margin includes the impact of acquisition accounting fair value adjustments. The net accretion
for thefirst and second quarters of 2018 as well as the remaining estimated net accretion are reflected in the following table (dollars in thousands):

Borrowings
Loan Deposit Accretion
Accretion Accretion (Amortization) Total

For the quarter ended March 31, 2018 $ 4846 $ 832 $ 98 $ 5,580
For the quarter ended June 30, 2018 5,324 685 (104) 5,905
For the remaining six months of 2018 (estimated) 5,650 1,036 (304) 6,382
For the years ending (estimated):

2019 9,626 1,170 (660) 10,136

2020 7,655 284 (734) 7,205

2021 6,023 108 (805) 5,326

2022 4,319 21 (827) 3,513

2023 2,739 — (850) 1,889
Thereafter 9,670 — (11,633) (1,963)
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Noninterest [ncome

For the Three Months Ended
June 30, Change
2018 2017 $ %
(Dollarsin thousands)

Noninterest income:

Service charges on deposit accounts $ 6,189 $ 4613 $ 1,576 34.2%
Other service charges and fees 1,278 1,120 158 14.1 %
Interchange fees, net 4,792 3,867 925 239%
Fiduciary and asset management fees 4,040 2,725 1,315 483 %
Gains on securities transactions, net (88) 117 (205) (175.2)%
Bank owned life insurance income 1,728 1,335 393 294 %
Loan-related interest rate swap fees 898 1,031 (133) (12.9)%
Gain on Shore Premier sale 20,899 — 20,899 100.0 %
Other operating income 861 454 407 89.6 %

Total noninterest income $ 40597 $ 15,262 $ 25,335 166.0 %

Noninterest income increased $25.3 million, or 166.0%, to $40.6 million for the quarter ended June 30, 2018 compared to the quarter ended June 30,
2017, primarily driven by the net gain on sale of Shore Premier of $20.9 million. Excluding this gain, noninterest income increased $4.4 million, or
29.1%, for the quarter ended June 30, 2018 when compared to the same quarter in 2017. Customer-related fee income increased by $2.7 million
primarily due to increasesin overdraft and debit card interchange fees related to the acquisition of Xenith, and fiduciary and asset management fees
were $1.3 million higher primarily due to the acquisition of DHFB in the second quarter of 2018.
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For the Six Months Ended
June 30, Change
2018 2017 $ %
(Dollarsin thousands)

Noninterest income:

Service charges on deposit accounts $ 12,083 $ 9129 3 2,954 324 %
Other service charges and fees 2,512 2,259 253 11.2 %
Interchange fees, net 9,280 7,449 1,831 24.6 %
Fiduciary and asset management fees 7,096 5,519 1,577 28.6 %
Gains on securities transactions, net 125 598 (473) (79.1)%
Bank owned life insurance income 3,395 3,460 (65) (1.9%
Loan-related interest rate swap fees 1,617 2,211 (594) (26.9)%
Gain on Shore Premier sade 20,899 — 20,899 100.0 %
Other operating income 3,858 1,450 2,408 166.1 %

Total noninterest income $ 60,865 $ 32,075 $ 28,790 89.8 %

Noninterest incomeincreased $28.8 million, or 89.8%, to $60.9 million for the six months ended June 30, 2018 from $32.1 million for the six months
ended June 30, 2017, primarily driven by the net gain on sale of Shore Premier of $20.9 million. Excluding this gain, noninterest income increased $7.9
million, or 24.6%, for thefirst six months of 2018 compared to the same period in 2017. Customer-rel ated fee income increased by $5.0 million
primarily due to increasesin overdraft and debit card interchange fees related to the acquisition of Xenith; fiduciary and asset management fees
were $1.6 million higher primarily due to the acquisition of DHFB in the second quarter of 2018; and an increase of $2.4 million in other operating
income included again of $1.4 million related to the sale of the Company's ownership interest in a payments-related company. These increases were
partialy offset by lower loan-related interest rate swap fees and lower gains on the sale of securitiesin thefirst six months of 2018 compared to the
first six months of 2017.
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Noninterest Expense

Noninterest expense:
Salaries and benefits
Occupancy expenses
Furniture and equipment expenses
Printing, postage, and supplies
Communications expense
Technology and data processing
Professional services
Marketing and advertising expense
FDIC assessment premiums and other insurance
Other taxes
Loan-related expenses
OREOQO and credit-related expenses
Amortization of intangible assets
Training and other personnel costs
Merger-related costs
Other expenses

Total noninterest expense

For the Three Months Ended

June 30, Change
2018 2017 $ %
(Dollarsin thousands)
$ 40,777 $ 28930 $ 11,847 41.0%
6,159 4,453 1,706 38.3%
3,103 2,598 505 19.4%
1,282 1,393 (1112) (8.00%
1,009 870 139 16.0 %
4,322 3,842 480 125 %
2,671 2,054 617 30.0%
3,288 2,270 1,018 44.8 %
1,882 47 935 98.7 %
2,895 2,022 873 432 %
1,843 1,128 715 63.4 %
1,122 342 780 228.1%
3,215 1,544 1,671 108.2 %
1,125 1,018 107 10.5 %
8,273 2,744 5,529 201.5%
2,174 1,420 754 53.1%
$ 85,140 $ 57,575 $ 27,565 47.9 %

Noninterest expense increased $27.6 million, or 47.9%, to $85.1 million for the quarter ended June 30, 2018 compared to $57.6 million for the second
quarter of 2017. Excluding merger-related costs of $8.3 million and $2.7 million in the second quarters of 2018 and 2017, respectively, operating
noninterest expense for the quarter ended June 30, 2018 increased $22.0 million, or 40.2%, compared to the second quarter of 2017. Theincreasein
noninterest expense was primarily driven by the acquisitions of Xenith and DHFB, aswell as branch closure costs of approximately $600,000

recorded in the second quarter of 2018.



For the Six Months Ended
June 30, Change
2018 2017 $ %
(Dollarsin thousands)

Noninterest expense:

Salaries and benefits $ 81518 $ 59553 $ 21,965 36.9 %
Occupancy expenses 12,226 9,106 3,120 34.3%
Furniture and equipment expenses 6,041 5,064 977 193 %
Printing, postage, and supplies 2,342 2,525 (183) (7.2)%
Communications expense 2,104 1,771 333 18.8 %
Technology and data processing 8,881 7,646 1,235 16.2 %
Professional services 5,225 3,664 1,561 42.6 %
Marketing and advertising expense 4,725 4,002 723 18.1 %
FDIC assessment premiums and other insurance 4,067 1,652 2,415 146.2 %
Other taxes 5,782 4,043 1,739 43.0 %
Loan-related expenses 3,158 2,292 866 37.8%
OREO and credit-rel ated expenses 2,654 884 1,770 200.2 %
Amortization of intangible assets 6,396 3,180 3,216 101.1 %
Training and other personnel costs 2,132 1,967 165 84 %
Merger-related costs 35,985 2,744 33,241 NM
Other expenses 3,649 2,575 1,074 41.7 %
Total noninter est expense $ 186,885 $ 112,668 $ 74,217 65.9 %

NM - Not meaningful

Noninterest expense increased $74.2 million, or 65.9%, to $186.9 million for the six months ended June 30, 2018 compared to $112.7 million for the six
months ended 2017. Excluding merger-related costs of $36.0 million and $2.7 million in 2018 and 2017, respectively, operating noninterest expense for
the six months ended June 30, 2018 increased $41.0 million, or 37.3%, compared to the same period in 2017, primarily driven by the acquisitions of
Xenith and DHFB, aswell as branch closure costs of approximately $600,000 recorded in the second quarter of 2018.

Income Taxes

The provision for income taxes is based upon the results of operations, adjusted for the effect of certain tax-exempt income and non-deductible
expenses. In addition, certain items of income and expense are reported in different periods for financial reporting and tax return purposes. The tax
effects of these temporary differences are recognized currently in the deferred income tax provision or benefit. Deferred tax assets or liabilities are
computed based on the difference between the financial statement and income tax bases of assets and liabilities using the applicable enacted
marginal tax rate.

On December 22, 2017, the Tax Act was signed into law. Among other things, the Tax Act reduced the corporate tax rate to 21% from the prior
maximum rate of 35%, effective for tax yearsincluding or commencing January 1, 2018. As aresult of the reduction of the corporate tax rate to 21%,
companies were required to revalue their deferred tax assets and liabilities as of the date of enactment, with resulting tax effects accounted for in the
fourth quarter of 2017. The Company continues to eval uate the tax impact of the revaluation required by the lower corporate tax rate implemented by
the Tax Act, which management has estimated to fall between $5.0 million and $8.0 million. During the fourth quarter of 2017, the Company recorded
$6.3 million in additional tax expense based on the Company's preliminary analysis of the impact of the Tax Act. The Company's preliminary estimate
of the impact of the Tax Act is based on currently available information and interpretation of its provisions. The actual results may differ from the
current estimate due to, among other things, further guidance that may be issued by U.S. tax authorities or regulatory bodies and/or changesin
interpretations and assumptions that the Company has preliminarily made. The Company's evaluation of the impact of the Tax Act is subject to
refinement for up to one year after
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enactment per the guidance under ASC 740, Accounting for Uncertainty in Income Taxes, and SAB 118. No additional adjustmentsrelated to the
Tax Act were recorded in the second quarter of 2018.

The Bank is not subject to astateincome tax inits primary place of business (Virginia). The Company’s other subsidiaries are subject to state
income taxes and have historically generated |osses for state income tax purposes. State net operating 1oss carryoverswill begin to expire after 2026.

The effective tax rate for the three months ended June 30, 2018 and 2017 was 19.0% and 28.0%, respectively; the effective tax rate for the six months
ended June 30, 2018 and 2017 was 17.0% and 27.1%, respectively. The decline in the effective tax rate compared to the second quarter of 2017 is
primarily dueto the reduction in the federal tax rate under the Tax Act.

BALANCE SHEET

Assets

At June 30, 2018, total assets were $13.1 billion, an increase of $3.8 billion from $9.3 hillion at December 31, 2017, reflecting the impact of the Xenith
acquisition.

On January 1, 2018, the Company completed its acquisition of Xenith. Below isasummary of the transaction and related impact on the Company's
balance sheet.

* The fair value of assets acquired equaled $3.246 hillion, and the fair value of liabilities assumed equaled $2.869 billion.

+ Loans held for investment acquired totaled $2.507 billion with afair value of $2.457 hillion.

* Total deposits assumed totaled $2.546 hillion with afair value of $2.550 billion.

* Total goodwill arising from the transaction equaled $424.1 million.

+ Core deposit intangibles acquired totaled $38.5 million.

Fair values are preliminary and subject to refinement for up to one year after the closing date of the acquisition, in accordance with ASC 805,
Business Combinations.

Loans held for investment, net of deferred fees and costs, were $9.3 billion at June 30, 2018, an increase of $2.1 billion, or 30.1%, from December 31,
2017. On apro formabasis, including Xenith loans, loans held for investment decreased $308.2 million from January 1, 2018, primarily dueto the sale
of the Shore Premier Finance division and consumer home improvement loans that had been originated through a third-party lending program.
Further adjusted for the sale of these loans, on apro formabasis, loans held for investment grew $254.9 million, or 5.7% (annualized), from January
1, 2018. Quarterly average loans increased $3.2 billion, or 48.0%, for the quarter ended June 30, 2018 compared to the quarter ended June 30, 2017.
For additional information on the Company’s |oan activity, please refer to “Loan Portfolio” within this Item 2 or Note 4 “Loans and Allowance for
Loan Losses” in Part I, Item 1 “Financial Statements” of thisreport.

Liabilities and Stockholders’ Equity
At June 30, 2018, total liabilitieswere $11.2 hillion, an increase of $2.9 billion from December 31, 2017.

Total deposits were $9.8 hillion at June 30, 2018, an increase of $2.8 hillion, or 40.1%, from December 31, 2017. On apro formabasis, including
Xenith deposits, deposits grew $255.9 million, or 5.4% (annualized) from January 1, 2018. Quarterly average depositsincreased $3.0 hillion, or
45.3%, for the quarter ended June 30, 2018 compared to the quarter ended June 30, 2017. For further discussion on thistopic, see “ Deposits” within
thisltem 2.

At June 30, 2018, stockholders' equity was $1.9 hillion, an increase of $818.5 million from December 31, 2017. The Company’s capital ratios continue
to exceed the minimum capital requirements for regulatory purposes. For additional information on the Company’s capital ratios, please refer to
“Capital Resources’ within thisItem 2.

The Company declared and paid a cash dividend of $0.21 per share during the second quarter of 2018, an increase of $0.01 per share, or 5.0%,
compared to the dividend paid during the second quarter of 2017. Dividends for the six months ended June 30, 2018 were 0.42, an increase of $0.02
per share, or 5%, compared to the six months ended June 30, 2017.

Securities

At June 30, 2018, the Company had total investmentsin the amount of $1.7 billion, or 13.3 % of total assets, as compared to $1.2 billion, or 13.4% of
total assets, at December 31, 2017. The Company seeks to diversify its portfolio to minimizerisk. It focuses on purchasing mortgage-backed
securities for cash flow and reinvestment opportunities and securities issued by states
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and political subdivisions due to the tax benefits and the higher yield offered from these securities. The majority of the Company’s mortgage-
backed securities are investment grade. The investment portfolio has a high percentage of municipals and mortgage-backed securities; therefore the
Company earns a higher taxable equivalent yield on its portfolio as compared to many of its peers. The Company does not engage in structured
derivative or hedging activities within the investment portfolio.

The table below sets forth asummary of the AFS securities, HTM securities, marketable equity securities, and restricted stock as of the dates
indicated (dollarsin thousands):

June 30, December 31,
2018 2017
Availablefor Sale:

Obligations of statesand political subdivisions $ 528,584 $ 301,824

Corporate and other bonds 148,448 113,880

M ortgage-backed securities 869,434 548,858

Other securities 11,582 9,660
Total AFSsecurities, at fair value 1,558,048 974,222
Held to Maturity:

Obligations of statesand political subdivisions, at carrying value 47,604 199,639
Marketable equity securities, at fair value 28,200 —
Restricted Stock:

Federal Reserve Bank stock 52,391 27,558

FHL B stock 52,446 47,725
Total restricted stock, at cost 104,837 75,283
Total investments $ 1,738,689 $ 1,249,144

During each quarter and at year end, the Company conducts an assessment of the securities portfolio for OTTI consideration. No OTTI was
recognized during the three and six months ended June 30, 2018. The Company monitors the portfolio, which is subject to liquidity needs, market
rate changes, and credit risk changes, to determine whether adjustments are needed. Expected maturities may differ from contractual maturities
because borrowers may have theright to call or prepay obligations with or without call or prepayment penalties.
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The following table summarizes the contractual maturity of AFS securities at fair value and their weighted average yields as of June 30, 2018 (dollars
in thousands):

1Year or
Less 1-5Years 5-10Years Over 10Years Total

Mortgage backed securities:

Amortized cost $ 655 $ 180560 $ 87426 % 617,093 $ 885,734

Fair value 655 176,497 85,039 607,243 869,434

Weighted average yield 9 1.92% 2.23% 2.30% 2.91% 2.71%
Obligations of states and palitical subdivisions:

Amortized cost 24,199 31,253 91,732 378,144 525,328

Fair value 24,450 31,990 94,089 378,055 528,584

Weighted averageyield ® 4.60% 4.39% 3.99% 3.60% 3.76%
Corporate bonds and other securities:

Amortized cost 10,208 500 89,017 60,948 160,673

Fair value 10,050 500 89,419 60,061 160,030

Weighted averageyield @ 1.00% 0.68% 4.46% 3.64% 3.92%
Total AFS securities:

Amortized cost 35,062 212,313 268,175 1,056,185 1,571,735

Fair value 35,155 208,987 268,547 1,045,359 1,558,048

Weighted average yield (9 3.50% 2.55% 3.60% 3.20% 3.18%

(1) Yields on tax-exempt securities have been computed on a tax-equivalent basis.

The following table summarizes the contractual maturity of HTM securities at carrying value and their weighted average yields as of June 30, 2018
(dollars in thousands):

1Year or Over 10
Less 1-5Years 5-10Years Years Total
Obligations of states and palitical subdivisions:
Carrying Value $ — 3 3943 $ 3519 % 40142 % 47,604
Fair value — 3,937 3,520 40,191 47,648
Weighted average yield @ —% 2.31% 2.64% 3.87% 3.65%

(1) Yields on tax-exempt securities have been computed on a tax-equivalent basis.

As of June 30, 2018, the Company maintained a diversified municipal bond portfolio with approximately 55% of its holdingsin general obligation
issues and the majority of the remainder backed by revenue bonds. | ssuances within the States of Texas and Virginiarepresented 16% and 12%,
respectively, and the State of Washington represented 11% of the municipal portfolio; no other state had a concentration above 10%. Substantially
al municipal holdings are considered investment grade. When purchasing municipal securities, the Company focuses on strong underlying ratings
for general obligation issuers or bonds backed by essential service revenues.

Liquidity

Liquidity represents an institution’s ability to meet present and future financial obligations through either the sale or maturity of existing assets or
the acquisition of additional funds through liability management. Liquid assetsinclude cash, interest-bearing deposits with banks, money market
investments, federal funds sold, loans held for sale, and securities and loans maturing or re-pricing within one year. Additional sources of liquidity
available to the Company include its capacity to borrow additional funds when necessary through federal funds lines with several correspondent
banks, aline of credit with the FHL B, the purchase of brokered certificates of deposit, and a corporate line of credit with alarge correspondent bank.
Management considers the Company’s overall liquidity to be sufficient to satisfy its depositors' requirements and to meet its customers’ credit
needs.

As of June 30, 2018, liquid assets totaled $4.1 billion, or 31.1%, of total assets, and liquid earning assets totaled $3.9 billion, or 34.0% of total earning
assets. Asset liquidity is also provided by managing |oan and securities maturities and cash flows. As of June 30, 2018, approximately $3.2 billion,
or 34.5% of total loans, are scheduled to mature within one year based on contractual maturity, adjusted for expected prepayments, and
approximately $246.6 million, or 14.2% of total securities, are scheduled to mature within one year.

Additional sources of liquidity available to the Company include its capacity to borrow additional funds when necessary. For additional information
and the available balances on various lines of credit, please refer to Note 6 “Borrowings’ in Part |, Item 1 “Financial Statements’ of thisreport. In
addition to lines of credit, the Bank may also borrow additional funds by purchasing certificates of deposit through a nationally recognized network
of financial institutions. For additional information and outstanding balances on purchased certificates of deposits, please refer to “ Deposits’



withinthisltem 2.

Loan Portfolio

Loans held for investment, net of deferred fees and costs, were $9.3 billion at June 30, 2018, $7.1 billion at December 31, 2017, and $6.8 billion at June
30, 2017, respectively. Commercial real estate - non-owner occupied loans continue to represent the Company’s largest category, comprising 25.0%
of the total loan portfolio at June 30, 2018.
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The following table presents the Company’s composition of loans held for investment, net of deferred fees and costs, in dollar anountsand as a
percentage of total gross loans as of the quarter ended (dollars in thousands):

June 30, 2018 March 31, 2018 December 31, 2017 September 30, 2017 June 30, 2017

Construction and Land
Development $1,250,448 13.5% $1,249,196 12.7% $ 948,791 13.3% $ 841,738 12.2% $ 799,938 11.8%
Commercia Real Estate -
Owner Occupied 1,293,791 13.9% 1,279,155 13.0% 943,933 13.2% 903,523 13.1% 888,285 13.1%
Commercial Real Estate - Non-
Owner Occupied 2,318,589 25.0% 2,230,463 22.7% 1,713,659 24.0% 1,748,039 25.3% 1,698,329 25.1%
Multifamily Real Estate 541,730 5.8% 547,520 5.6% 357,079 5.0% 368,686 5.4% 367,257 5.4%
Commercial & Industrial 1,093,771 11.8% 1,125,733 11.5% 612,023 8.6% 554,522 8.0% 568,602 8.4%
Residential 1-4 Family -
Commercial 723,945 7.8% 714,660 7.3% 612,395 8.6% 602,937 8.7% 589,398 8.7%
Residential 1-4 Family -
Mortgage 607,155 6.5% 604,354 6.2% 485,690 6.8% 480,175 7.0% 477,121 7.1%
Auto 296,706 3.2% 288,089 3.0% 282,474 4.0% 276,572 4.0% 274,162 4.0%
HELOC 626,916 6.7% 642,084 6.5% 537,521 7.5% 535,446 7.8% 535,088 7.9%
Consumer and all other ¥ 537,208 5.8% 1,124,469 11.5% 647,987 9.0% 587,091 8.5% 573,310 8.5%

Total loans held for

investment $9,290,259 100.0% $9,805,723 100.0% $7,141,552 100.0% $6,898,729 100.0% $6,771,490 100.0%

MConsumer and Other Commercial are grouped together as Consumer and all other for reporting purposes.

The following table presents the remaining maturities, based on contractual maturity, by loan type and by rate type (variable or fixed), as of June 30,
2018 (dollarsin thousands):

Variable Rate Fixed Rate
Total Lessthan 1 Morethan 5 Morethan 5
Maturities year Total 1-5years years Total 1-5years years

Construction and Land
Development $ 1,250,448 $ 560,977 $ 422,405 $ 347,973 $ 74,432 $ 267,066 $ 205,297 $ 61,769
Commercial Real Estate -
Owner Occupied 1,293,791 131,332 325,103 66,028 259,075 837,356 604,599 232,757
Commercial Real Estate -
Non-Owner Occupied 2,318,589 289,229 776,000 287,840 488,160 1,253,360 914,434 338,926
Multifamily Real Estate 541,730 61,552 215,330 98,484 116,846 264,848 233,465 31,383
Commercial & Industrial 1,093,771 336,810 394,053 344,669 49,384 362,908 257,290 105,618
Residential 1-4 Family -
Commercial 723,945 93,583 103,017 13,932 89,085 527,345 428,189 99,156
Residential 1-4 Family -
Mortgage 607,155 12,505 317,203 6,095 311,108 277,447 24,789 252,658
Auto 296,706 2,116 5 5 — 294,585 145,612 148,973
HELOC 626,916 48,827 576,541 99,735 476,806 1,548 75 1,473
Consumer and all other ® 537,208 52,907 98,595 18,175 80,420 385,706 218,891 166,815

Total loans held for

investment $ 9,290,259 $ 1,589,838 $3,228,252 $ 1,282,936 $ 1,945316 $ 4,472,169 $ 3,032,641 $ 1,439,528

(MConsumer and Other Commercial are grouped together as Consumer and all other for reporting purposes.

The Company remains committed to originating soundly underwritten loans to qualifying borrowers within its markets. The Company isfocused on
providing community-based financial services and discourages the origination of portfolio |oans outside of its principal trade areas. Asreflected in
the loan table, at June 30, 2018, the largest components of the Company’s |oan portfolio consisted of commercial real estate |oans and construction
and land development loans. The risks attributabl e to these concentrations are mitigated by the Company’s credit underwriting and monitoring
processes, including oversight by a centralized credit administration function and credit policy and risk management committee, as well as seasoned
bankers focusing their lending to borrowers with proven track records in markets with which the Company isfamiliar.
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Asset Quality

Overview

At June 30, 2018, the Company had higher levels of NPAs compared to December 31, 2017, primarily related to nonaccrua additions of mortgage
and commercial & industrial loans and acquired OREO. NPAs as a percentage of total outstanding loans held for investment remained consistent
with December 31, 2017 as did past due |oans as a percentage of total loans held for investment. Asthe Company's NPAs and past due loan levels
have been at historic lows over the last several quarters, certain changes from quarter to quarter might stand out in comparison to one another but
have an insignificant impact on the Company's overall asset quality position.

Net charge-offs decreased for the six months ended June 30, 2018 compared to the six months ended June 30, 2017. Total net charge-offsasa
percentage of total average loans on an annualized basis also decreased for the six months ended June 30, 2018 compared to the six months ended
2017. The provision for loan losses increased for the six months ended June 30, 2018 compared to the six months ended June 30, 2017, as aresult of
loan growth during 2018. The allowance for oan losses at June 30, 2018 increased from December 31, 2017 primarily due to organic loan growth
during the first six months of 2018.

All nonaccrual and past due loan metrics discussed below exclude PCI loans totaling $101.5 million (net of fair value mark of $23.1 million) at
June 30, 2018.

Troubled Debt Restructurings

Thetotal recorded investment in TDRs as of June 30, 2018 was $19.7 million, an increase of $2.3 million, or 13.2%, from $17.4 million at December 31,
2017 and an increase of $296,000, or 1.6%, from $19.4 million at June 30, 2017. Of the $19.7 million of TDRs at June 30, 2018, $15.7 million, or 79.7%,
were considered performing while the remaining $4.0 million were considered nonperforming.

Loans removed from TDR status represent restructured loans with a market rate of interest at the time of the restructuring. These loans have
performed in accordance with their modified terms for twelve consecutive months and were no longer considered impaired. Loans removed from
TDR status are collectively evaluated for impairment; due to the significant improvement in the expected future cash flows, these loans are grouped
based on their primary risk characteristics, which isincluded in the Company's general reserve. Impairment is measured based on historical loss
experience taking into consideration environmental factors. The significant majority of these |oans have been subject to new credit decisions due to
the improvement in the expected future cash flows, the financial condition of the borrower, and other factors considered during re-underwriting.
The TDR activity during the quarter did not have a material impact on the Company’s allowance for loan losses, financial condition, or results of
operations.

Nonperforming Assets

At June 30, 2018, NPAs totaled $33.7 million, an increase of $5.3 million, or 18.6%, from December 31, 2017 and a decrease of $399,000, or 1.2%, from
June 30, 2017. In addition, NPAs as a percentage of total outstanding loans declined 4 basis points from 0.40% at December 31, 2017 and 14 basis
points from 0.50% at June 30, 2017 to 0.36% at June 30, 2018.
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The following table shows a summary of asset quality balances and related ratios as of and for the quarters ended (dollars in thousands):

Nonaccrual loans, excluding PCI loans
Foreclosed properties
Former Bank premises
Total NPAs
L oans past due 90 days and accruing interest

Total NPAsand loans past due 90 days and
accruing interest

Performing TDRs
PCI loans

Balances
Allowance for loan losses
Averageloans, net of deferred feesand costs
L oans, net of deferred feesand costs

Ratios
NPAsto total loans
NPAs & loans 90 days past duetototal loans
NPAstototal loans& OREO

NPAs & loans 90 days past duetototal loans &
OREO

ALL to nonaccrual loans
ALL tononaccrual loans & loans 90 days past due

March 31, December 31, September 30, June 30,
June 30, 2018 2018 2017 2017 2017
$ 25662 $ 25138 % 21,743 $ 20122 $ 24,574
7,241 8,079 5,253 6,449 6,828
754 2,020 1,383 2,315 2,654
33,657 35,237 28,379 28,886 34,056
6,921 2,630 3,532 4,532 3,625
$ 40578 $ 37867 $ 31911  $ 33418 $ 37,681
$ 15696 $ 13292 % 14553 % 16519 $ 14,947
101,524 102,861 39,021 51,041 56,167
$ 41270 % 40629 $ 38208 $ 37,162  $ 38,214
9,809,083 9,680,195 6,701,101 6,822,498 6,628,011
9,290,259 9,805,723 7,141,552 6,898,729 6,771,490
0.36% 0.36% 0.40% 0.42% 0.50%
0.44% 0.39% 0.45% 0.48% 0.56%
0.36% 0.36% 0.40% 0.42% 0.50%
0.44% 0.39% 0.45% 0.48% 0.56%
160.82% 161.62% 175.73% 184.68% 155.51%
126.66% 146.32% 151.17% 150.73% 135.52%

NPAs at June 30, 2018 included $25.7 million in nonaccrual loans, anet increase of $3.9 million, or 18.1%, from December 31, 2017 and a net increase
of $1.1 million, or 4.5%, from June 30, 2017. The following table shows the activity in nonaccrual loans for the quarter ended (dollars in thousands):

Beginning Balance
Net customer payments
Additions
Charge-offs
L oans returning to accruing status
Transfersto OREO

Ending Balance

March 31, December 31, September 30,

June 30, 2018 2018 2017 2017 June 30, 2017
$ 25138 $ 21,743 % 20122 % 24574  $ 22,338
(2,651) (1,455) (768) (4,642 (1,498)

5,063 5451 4,335 4,114 5,979

(539) (403) (1,305) (3,376) (2,004)

(1,349) (182) (448) — (134)
— (16) (193) (548) (107)

$ 25662 $ 25138 % 21,743 $ 20122 $ 24,574
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The following table presents the composition of nonaccrual loans at the quarters ended (dollars in thousands):

March 31, December 31, September 30,

June 30, 2018 2018 2017 2017 June 30, 2017

Construction and Land Development $ 6,485 $ 6,391 5,610 5671 $ 5,659
Commercia Read Estate - Owner Occupied 2,845 2,539 2,708 2,205 1,279
Commercial Real Estate - Non-owner Occupied 3,068 2,089 2,992 2,701 4,765
Commercia & Industrial 1,387 1,969 316 1,252 4,281
Residential 1-4 Family @ 9,550 9,441 7,354 6,163 6,128
Auto 463 394 413 174 270
HELOC 1,669 2,072 2,075 1,791 2,059
Consumer and all other 195 243 275 165 133
Total $ 25662 $ 25,138 21,743 20122 $ 24,574

(1) Includes Residential 1-4 Family Commercial and Mortgage.

NPAs at June 30, 2018 also included $8.0 million in OREQ, an increase of $1.4 million, or 20.5%, from December 31, 2017 and a decrease of $1.5

million, or 15.7%, from June 30, 2017. The following table shows the activity in OREO for the quarters ended (dollarsin thousands):

March 31, December 31, September 30,
June 30, 2018 2018 2017 2017 June 30, 2017
Beginning Balance $ 10,09 $ 6,636 8764 $ 9482 $ 9,605
Additions of foreclosed property 283 44 325 621 132
Acquisitions of foreclosed property (162) 4,204 — — —
Acquisitions of former bank premises — 1,208 — — —
V aluation adjustments (383) (759) (1,046) (588) (19)
Proceeds from sales (1,858) (1,255) (1,419) (648) (272)
Gains (losses) from sales 16 21 12 (103) 36
Ending Balance $ 799 $ 10,099 6,636 8764 $ 9,482
The following table presents the composition of the OREOQ portfolio at the quarter ended (dollars in thousands):
March 31, December 31, September 30,
June 30, 2018 2018 2017 2017 June 30, 2017
Land $ 2377 $ 2,649 2,755 2755 $ 3,205
Land Development 3,464 3,624 1,045 1,993 2,050
Residential Real Estate 984 1,171 1,314 1,562 1,399
Commercia Real Estate 416 635 139 139 174
Former Bank Premises @ 754 2,020 1,383 2,315 2,654
Total $ 799% $ 10,099 6,636 8764 $ 9,482

(1) Includes closed branch property and land previously held for future branch sites.

Past Due Loans

At June 30, 2018, total accruing past due loans were $38.2 million, or 0.41% of total |oans, compared to $27.8 million, or 0.39% of total loans, at
December 31, 2017 and $27.4 million, or 0.40% of total loans, at June 30, 2017. Of the total past due loans still accruing interest at June 30, 2018, $6.9
million, or 0.07% of total loans, were past due 90 days or more, compared to $3.5 million, or 0.05% of total loans, at December 31, 2017 and $3.6

million, or 0.05% of total loans, at June 30, 2017.

Net Charge-offs

For the quarter ended June 30, 2018, net charge-offs were $1.8 million, or 0.07% of average loans on an annualized basis, compared to $2.5 million, or
0.15%, for the same quarter last year. Of the net charge-offsin the second quarter of 2018, the majority were related to consumer loans. For
the six months ended June 30, 2018, net charge-offs were $2.9 million, or 0.06% of total average loans on annualized basis, compared to $3.3 million,

or 0.10%, for the same period in 2017.

-72-



Provision for Loan Losses

The provision for loan losses for the quarter ended June 30, 2018 was $2.7 million, an increase of $349,000 compared with the quarter ended June 30,
2017. The provision for loan losses for the six months ended June 30, 2018 was $6.2 million compared to $4.3 million for the six months

ended June 30, 2017. Theincrease in the provision for |oan losses compared to the first six months of 2017 was primarily driven by loan growth
during the first six months of 2018.

Allowance for Loan Losses

The allowance for loan losses of $41.3 million at June 30, 2018, is an increase of $3.1 million compared to the allowance for loan losses at

December 31, 2017 primarily due to organic loan growth during the period. The current level of the allowance for loan losses reflects specific
reserves related to nonperforming loans, current risk ratings on loans, net charge-off activity, loan growth, delinquency trends, and other credit risk
factors that the Company considersimportant in assessing the adequacy of the allowance for loan losses. The allowance for loan losses as a
percentage of the total |oan portfolio was 0.44% at June 30, 2018, 0.54% at December 31, 2017 and 0.56% at June 30, 2017. The declinein the
alowance ratio was primarily attributable to the acquisition of Xenithin the first quarter of 2018. In acquisition accounting, thereis no carryover of
previously established allowance for |oan losses.

The following table summarizes activity in the allowance for |oan losses during the quarters ended (dollars in thousands):

March 31, December 31, September 30,
June 30, 2018 2018 2017 2017 June 30, 2017
Balance, beginning of period $ 40629 $ 38208 $ 37,162 $ 38214 $ 38,414
L oans char ged-off:
Commercial 253 206 1,036 684 316
Real estate 382 419 468 3,049 1,595
Consumer 2,345 1,934 1,857 1,256 1,416
Total loans char ged-off 2,980 2,559 3,361 4,989 3,327
Recoveries:
Commercial 74 186 32 189 123
Real estate 623 825 279 272 306
Consumer 504 469 385 426 398
Total recoveries 1,201 1,480 696 887 827
Net charge-offs 1,779 1,079 2,665 4,102 2,500
Provision for loan losses - continuing oper ations 2,660 3,524 3,758 3,056 2,311
Provision for loan losses - discontinued operations  $ (240) 8 (24 % @n s 6 % (11)
Balance, end of period $ 41270 % 40629 $ 38208 $ 37,162 $ 38,214
ALL toloans 0.44% 0.41% 0.54% 0.54% 0.56%
Net charge-offsto average loans 0.07% 0.05% 0.15% 0.24% 0.15%
Provision to average loans 0.11% 0.15% 0.21% 0.18% 0.14%

The following table shows both an allocation of the allowance for loan losses among loan categories based upon the loan portfolio’s composition
and theratio of the related outstanding |oan balances to total |oans as of the quarters ended (dollars in thousands):

June 30, March 31, December 31, September 30, June 30,
2018 2018 2017 2017 2017
$ % @ $ % @ $ % @ $ % @ $ % @
Commercial $ 6,382 11.8% $ 5,694 115% $ 4,552 86% $ 5363 80% $ 5614 8.4%
Real estate 28,474 79.2% 29,054 74.1% 28,597 78.4% 27,518 79.5% 28,450 79.1%
Consumer 6,414 9.0% 5,881 14.4% 5,059 13.0% 4,281 12.5% 4,150 12.5%
Total $ 41,270 100.0% $ 40,629 100.0% $ 38,208 100.0% $ 37,162 100.0% $ 38214 100.0%

(1) The percent represents the loan balance divided by total loans.
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Deposits

As of June 30, 2018, total deposits were $9.8 billion, an increase of $2.8 hillion, or 40.1%, from December 31, 2017. Total interest-bearing deposits
consist of NOW, money market, savings, and time deposit account balances. Total time deposit balances of $2.1 billion accounted for 27.0% of total
interest-bearing deposits at June 30, 2018.

The following table presents the deposit balances by major category as of the quarters ended (dollars in thousands):

June 30, 2018 December 31, 2017

% of total % of total

Deposits: Amount deposits Amount deposits
Noninterest bearing $ 2,192,927 223% $ 1,502,208 21.5%
NOW accounts 2,147,999 21.9% 1,929,416 27.6%
Money market accounts 2,758,704 28.2% 1,685,174 24.1%
Savings accounts 643,894 6.6% 546,274 7.8%
Time deposits of $100,000 and over 1,019,577 10.4% 624,112 8.9%
Other time deposits 1,034,171 10.6% 704,534 10.1%
Total Deposits $ 9,797,272 100.0% $ 6,991,718 100.0%

The Company may also borrow additional funds by purchasing certificates of deposit through a nationally recognized network of financial
institutions. The Company utilizes this funding source when rates are more favorabl e than other funding sources. As of June 30, 2018 and
December 31, 2017, there were $151.8 million and $11.0 million, respectively, purchased certificates of deposit included in certificates of deposit on
the Company’s Consolidated Balance Sheets.

Maturities of time deposits as of June 30, 2018 were as follows (dollars in thousands):

Amount
Within 3Months $ 393,378
3-12Months 847,983
Over 12 Months 812,387
Total $ 2,053,748
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Capital Resources

Capital resources represent funds, earned or obtained, over which financial institutions can exercise greater or longer control in comparison with
deposits and borrowed funds. The adequacy of the Company’s capital is reviewed by management on an ongoing basis with reference to size,
composition, and quality of the Company’s resources and consistency with regulatory requirements and industry standards. Management seeksto
maintain a capital structure that will assure an adequate level of capital to support anticipated asset growth and to absorb potential losses, yet allow
management to effectively leverageits capital to maximize return to stockholders.

In July 2013, the Federal Reserveissued final rulesto include technical changesto its market risk capital rulesto align them with the Basel 111
regulatory capital framework and meet certain regquirements of the Dodd-Frank Act. Effective January 1, 2015, the final rules require the Company
and the Bank to comply with the following minimum capital ratios: (i) a new common equity Tier 1 capital ratio of 4.5% of risk-weighted assets; (ii) a
Tier 1 capital ratio of 6.0% of risk-weighted assets (increased from the prior requirement of 4.0%); (iii) atotal capital ratio of 8.0% of risk-weighted
assets (unchanged from the prior requirement); and (iv) aleverage ratio of 4.0% of total assets (unchanged from the prior requirement). These
capital requirements will be phased in over afour-year period. When fully phased in on January 1, 2019, the rules will require the Company and the
Bank to maintain (i) aminimum ratio of common equity Tier 1 to risk-weighted assets of at |east 4.5%, plus a2.5% “ capital conservation

buffer” (which is added to the 4.5% common equity Tier 1 ratio asthat buffer is phased in, effectively resulting in aminimum ratio of common equity
Tier 1 to risk-weighted assets of at least 7.0% upon full implementation), (ii) aminimum ratio of Tier 1 capital to risk-weighted assets of at |east 6.0%,
plus the 2.5% capital conservation buffer (which is added to the 6.0% Tier 1 capital ratio asthat buffer is phased in, effectively resulting in a
minimum Tier 1 capital ratio of 8.5% upon full implementation), (iii) aminimum ratio of total capital to risk-weighted assets of at |east 8.0%, plusthe
2.5% capital conservation buffer (which is added to the 8.0% total capital ratio as that buffer is phased in, effectively resulting in a minimum total
capital ratio of 10.5% upon full implementation), and (iv) aminimum leverage ratio of 4.0%, calculated astheratio of Tier 1 capital to average assets.

Beginning January 1, 2016, the capital conservation buffer requirement began to be phased in at 0.625% of risk-weighted assets, and will increase
by the same amount each year until fully implemented at 2.5% on January 1, 2019. As of June 30, 2018, the capital conservation buffer was 1.875% of
risk-weighted assets. The capital conservation buffer is designed to absorb losses during periods of economic stress. Banking institutionswith a
ratio of common equity Tier 1 to risk-weighted assets above the minimum but below the conservation buffer will face constraints on dividends,
equity repurchases, and compensation based on the amount of the shortfall. The table summarizes the Company’ s regulatory capital and related
ratios for the periods presented (dollars in thousands):

June 30, December 31, June 30,
2018 2017 2017
Common equity Tier 1 capital $ 1,043,729 % 737,204 $ 720,805
Tier 1 capital 1,173,192 826,979 811,305
Tier 2 capital 199,013 186,809 187,014
Total risk-based capital 1,372,205 1,013,788 998,319
Risk-weighted assets 10,645,676 8,157,174 7,678,369
Capital ratios:
Common equity Tier 1 capital ratio 9.80% 9.04% 9.39%
Tier 1 capital ratio 11.02% 10.14% 10.57%
Total capital ratio 12.89% 12.43% 13.00%
Leverageratio (Tier 1 capital to aver age assets) 9.46% 9.42% 9.61%
Capital conservation buffer ratio 4.89% 4.14% 4.57%
Common equity to total assets 14.27% 11.23% 11.56%
Tangible common equity to tangible assets @ 8.86% 8.14% 8.32%

(1) Calculated by subtracting the regulatory minimum capital ratio requirements from the Company's actual ratio results for Common equity,
Tier 1, and Total risk based capital. The lowest of the three measures represents the Company's capital conservation buffer ratio.
(2) Refer to “ Non-GAAP Measures’ section within this Item 2 of this Form 10-Q.
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NON-GAAP MEASURES

In reporting the results of June 30, 2018, the Company has provided supplemental performance measures on atax-equivalent, tangible, and/or
operating basis. These measures are a supplement to GAAP used to prepare the Company's financial statements and should not be considered in
isolation or as a substitute for comparable measures calculated in accordance with GAAP. In addition, the Company's non-GAAP measures may not
be comparable to non-GAAP measures of other companies.

Net interest income (FTE), which isused in computing net interest margin (FTE) and efficiency ratio (FTE), provides valuable additional insight into
the net interest margin and the efficiency ratio by adjusting for differencesin tax treatment of interest income sources.

The Company believes tangible common equity is an important indication of its ability to grow organically and through business combinations as
well asits ability to pay dividends and to engage in various capital management strategies. Tangible common equity is used in the calculation of
certain profitability, capital, and per share ratios. These ratios are meaningful measures of capital adequacy because they provide a meaningful base
for period-to-period and company-to-company comparisons, which the Company believes will assist investorsin assessing the capital of the
Company and its ability to absorb potential losses.

Operating measures exclude merger-related costs unrelated to the Company’s normal operations. The Company believes these measures are useful
to investors as they exclude certain costs resulting from acquisition activity and allow investors to more clearly see the combined economic results
of the organization's operations.
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The following table reconciles these non-GAAP measures from their respective U.S. GAAP basis measures for each of the periods presented
(dollarsin thousands, except per share amounts):

Three Months Ended Six Months Ended
June 30, June 30,
2018 2017 2018 2017

Interest Income (FTE)
Interest Income (GAAP) $ 132,409 $ 80,926 $ 256,789 % 157,365

FTE adjustment 2,008 2,943 3,845 5,684
Interest Income FTE (non-GAAP) $ 134,417  $ 83,869 $ 260,634 % 163,049
Average earning assets $ 11,661,189 $ 7,934,405 $ 11,568,658 $ 7,798,427
Yield on interest-earning assets (GAAP) 4.55% 4.09% 4.48% 4.07%
Yield on interest-earning assets (FTE) (non-GAAP) 4.62% 4.24% 4.54% 4.22%
Net Interest Income (FTE)
Net Interest Income (GAAP) $ 108,168 $ 68,704 $ 211,640 $ 135,071

FTE adjustment 2,008 2,943 3,845 5,684
Net Interest Income FTE (non-GAAP) 110,176 71,647 215,485 140,755
Average earning assets $ 11,661,189 $ 7,934,405 $ 11,568,658 $ 7,798,427
Net interest margin (GAAP) 3.72% 3.47% 3.69% 3.49%
Net interest margin (FTE) (non-GAAP) 3.79% 3.62% 3.76% 3.64%
Tangible Assets
Ending Assets (GAAP) $ 13,066,106 $ 8,915,187 $ 13,066,106 $ 8,915,187

Less: Ending goodwill 725,195 298,191 725,195 298,191

Less: Ending amortizable intangibles 51,211 17,422 51,211 17,422
Ending tangible assets (non-GAAP) $ 12,289,700 $ 8599574 $ 12,289,700 $ 8,599,574
Tangible Common Equity
Ending Equity (GAAP) $ 1,864,870 $ 1,030,869 $ 1,864,870 $ 1,030,869

Less: Ending goodwill 725,195 298,191 725,195 298,191

Less: Ending amortizable intangibles 51,211 17,422 51,211 17,422
Ending tangible common equity (non-GAAP) $ 1,088,464 $ 715256 $ 1,088464 % 715,256
Average equity (GAAP) $ 1,847,366 % 1,026,148 $ 1,836,072 $ 1,018,277

Less: Average goodwill 726,934 298,191 725,527 298,191

Less: Average amortizable intangibles 50,546 18,164 51,099 18,948
Average tangible common equity (non-GAAP) $ 1,069,886 $ 709,793 $ 1,059,446  $ 701,138
ROE (GAAP) 10.28% 7.02% 7.03% 7.34%
ROTCE (non-GAAP) 17.74% 10.15% 12.18% 10.66%
Common equity to assets (GAAP) 14.27% 11.56% 14.27% 11.56%
Tangible common equity to tangible assets (non-GAAP) 8.86% 8.32% 8.86% 8.32%
Book value per share (GAAP) $ 2847  $ 2379 $ 2847  $ 23.79
Tangible book value per share (non-GAAP) $ 1662 $ 1650 $ 1662 $ 16.50
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Three Months Ended Six Months Ended

June 30, June 30,
2018 2017 2018 2017

Operating M easures
Net income (GAAP) $ 47327 $ 17956 $ 63,966 $ 37,080

Merger-related costs, net of tax 6,537 2,358 28,773 2,358
Net operating earnings (non-GAAP) $ 53864 $ 20314 % 92,739 $ 39,438
Weighted average common shares outstanding, diluted 65,965,577 43,783,952 65,801,926 43,755,045
Earnings per common share, diluted (GAAP) $ 072 $ 041 % 097 $ 0.85
Operating earnings per common share, diluted (non-GAAP) $ 082 $ 046  $ 141 % 0.90
Average assets (GAAP) $ 13,218,227 $ 8,747,377 $ 13,119,448 $ 8,607,225
ROA (GAAP) 1.44% 0.82% 0.98% 0.87%
Operating ROA (non-GAAP) 1.63% 0.93% 1.43% 0.92%
Average common equity (GAAP) $ 1847366 $ 1,026,148 $ 1,836,072 $ 1,018,277
ROE (GAAP) 10.28% 7.02% 7.03% 7.34%
Operating ROE (non-GAAP) 11.69% 7.94% 10.19% 7.81%
Average tangible common equity (non-GAAP) $ 1,069,886 $ 709,793  $ 1,059,446 $ 701,138
ROTCE (non-GAAP) 17.74% 10.15% 12.18% 10.66%
Operating ROTCE (non-GAAP) 20.19% 11.48% 17.65% 11.35%
Noninterest expense (GAAP) $ 85,140 $ 57,575 $ 186,885 $ 112,668

Less: Merger-related costs 8,273 2,744 35,985 2,744
Operating noninterest expense (non-GAAP) $ 76,867 $ 54831 $ 150,900 $ 109,924
Net interest income (GAAP) $ 108,168 % 68,704 $ 211640 $ 135071
Net interest income (FTE) (non-GAAP) $ 110,176 $ 71,647 $ 215,485 $ 140,755
Noninterest income (GAAP) $ 40,597 $ 15,262 $ 60,865 $ 32,075
Efficiency ratio (GAAP) 57.23% 68.57% 68.58% 67.41%
Efficiency ratio (FTE) (non-GAAP) 56.47% 66.25% 67.63% 65.19%
Operating efficiency ratio (FTE) (non-GAAP) 50.98% 63.09% 54.60% 63.60%

ITEM 3—QUANTITATIVE AND QUALITATIVE DISCLOSURESABOUT MARKET RISK

Market risk istherisk of loss arising from adverse changes in the fair value of financial instruments due to changes in interest rates, exchange rates,
and equity prices. The Company’s market risk is composed primarily of interest rate risk. The ALCO of the Company is responsible for reviewing
the interest rate sensitivity position of the Company and establishing policies to monitor and limit exposure to thisrisk. The Company’s Board of
Directors reviews and approves the guidelines established by ALCO.

Interest rate risk is monitored through the use of three complementary modeling tools: static gap analysis, earnings simulation modeling, and
economic value simulation (net present value estimation). Each of these models measures changesin avariety of interest rate scenarios. While each
of theinterest rate risk models has limitations, taken together they represent a reasonably comprehensive view of the magnitude of interest rate risk
in the Company, the distribution of risk along the yield curve, the level of risk through time, and the amount of exposure to changesin certain
interest rate rel ationships. Static gap, which measures aggregate re-pricing values, is less utilized because it does not effectively measure the
optionsrisk impact on the Company and is not addressed here. Earnings simulation and economic value models, which more effectively measure
the cash flow and optionality impacts, are utilized by management on aregular basis and are explained below.
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The Company determines the overall magnitude of interest sensitivity risk and then formulates policies and practices governing asset generation
and pricing, funding sources and pricing, and off-balance sheet commitments. These decisions are based on management’s expectations regarding
future interest rate movements, the states of the national, regional, and local economies, and other financial and businessrisk factors. The Company
uses simulation modeling to measure and monitor the effect of various interest rate scenarios and business strategies on net interest income. This
modeling reflects interest rate changes and the related impact on net interest income and net income over specified time horizons.

EARNINGS SIMULATION ANALYSIS

Management uses simulation analysis to measure the sensitivity of net interest income to changesin interest rates. The model calculates an
earnings estimate based on current and projected balances and rates. This method is subject to the accuracy of the assumptions that underlie the
process, but it provides a better analysis of the sensitivity of earningsto changesin interest rates than other analyses, such asthe static gap
analysis discussed above.

Assumptions used in the model are derived from historical trends and management’s outlook and include loan and deposit growth rates and
projected yields and rates. These assumptions may not materialize and unanticipated events and circumstances may occur. The model also does
not take into account any future actions of management to mitigate the impact of interest rate changes. Such assumptions are monitored by
management and periodically adjusted as appropriate. All maturities, calls, and prepaymentsin the securities portfolio are assumed to be reinvested
in like instruments. Mortgage |oans and mortgage-backed securities prepayment assumptions are based on industry estimates of prepayment
speeds for portfolios with similar coupon ranges and seasoning. Different interest rate scenarios and yield curves are used to measure the
sensitivity of earningsto changing interest rates. Interest rates on different asset and liability accounts move differently when the prime rate
changes and are reflected in the different rate scenarios.

The Company uses its simulation model to estimate earningsin rate environments where rates are instantaneously shocked up or down around a
“most likely” rate scenario, based on implied forward rates. The analysis assesses the impact on net interest income over a 12 month time horizon
after an immediate increase or “ shock” in rates, of 100 basis points up to 300 basis points. The model, under all scenarios, does not drop the index
below zero.

The following table represents the interest rate sensitivity on net interest income for the Company across the rate paths modeled for balances as of
June 30, 2018 and 2017 (dollarsin thousands):

Changeln Net Interest Income

June 30,
2018 2017
% $ % $
Changein Yield Curve:
+300 basis points 11.06 49,875 10.49 31,679
+200 basis points 7.75 34,940 7.18 21,674
+100 basis points 3.97 17,881 3.76 11,368
Most likely rate scenario — — — —
-100 basis points (4.71) (21,227) (4.25) (12,841)
-200 basis points (9.68) (43,656) (8.10) (24,475)

Asset sensitivity indicates that in arising interest rate environment the Company’s net interest income would increase and in a decreasing interest
rate environment the Company’s net interest income would decrease. Liability sensitivity indicatesthat in arising interest rate environment the
Company’s net interest income would decrease and in a decreasing interest rate environment the Company’s net interest income would increase.

As of June 30, 2018, the Company was more asset sensitive in arising interest rate environment scenario when compared to June 30, 2017 in part
due to the composition of the balance sheet and in part due to the market characteristics of certain deposit products. The Company would expect
net interest income to increase with an immediate increase or shock in market rates. In the decreasing interest rate environments, the Company
would expect adeclinein net interest income as interest-earning assets re-price at |lower rates and interest-bearing deposits remain at or near their
floors.

-79-



ECONOMIC VALUE SIMULATION

Economic value simulation is used to calcul ate the estimated fair value of assets and liabilities over different interest rate environments. Economic
values are cal culated based on discounted cash flow analysis. The net economic value of equity isthe economic value of all assets minusthe
economic value of al liabilities. The change in net economic value over different rate environmentsis an indication of the longer-term earnings
capability of the balance sheet. The same assumptions are used in the economic value simulation as in the earnings simulation. The economic value
simulation uses instantaneous rate shocks to the balance sheet.

The following chart reflects the estimated change in net economic value over different rate environments using economic value simulation for the
balances at the quarterly periods ended June 30, 2018 and 2017 (dollarsin thousands):

Change In Economic Value of Equity

June 30,
2018 2017
% $ % $
Changein Yield Curve:
+300 basis points (1.42) (36,962) 131 18,820
+200 basis points (0.53) (13,983) 1.54 22,074
+100 basis points 0.04 917 1.20 17,209
Most likely rate scenario — — — —
-100 basis points (1.83) (47,883) (3.58) (51,487)
-200 basis points (5.08) (133,006) (10.17) (146,146)

As of June 30, 2018, the Company was generally less sensitive to market interest rate fluctuations when compared to June 30, 2017 duein part to the
composition of the balance sheet and duein part to the market characteristics of certain deposits.
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ITEM 4—CONTROLSAND PROCEDURES

The Company maintains “ disclosure controls and procedures,” as such term is defined in Rule 13a-15(e) under the Exchange Act, that are designed
to ensure that information required to be disclosed in reports that it files or submits under the Exchange Act is recorded, processed, summarized,
and reported within the time periods specified in the SEC’ s rules and forms, and that such information is accumulated and communicated to
management, including the Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding required
disclosure. In designing and evaluating its disclosure controls and procedures, management recognized that disclosure controls and procedures,
no matter how well conceived and operated, can provide only reasonabl e assurance that the objectives of the disclosure controls and procedures
are met. Additionally, in designing disclosure controls and procedures, management necessarily was required to apply its judgment in evaluating
the cost-benefit relationship of possible disclosure controls and procedures. The design of any disclosure controls and procedures also is based in
part upon certain assumptions about the likelihood of future events, and there can be no assurance that any design will succeed in achievingits
stated goals under all potential future conditions.

Based on their evaluation as of the end of the period covered by this quarterly report on Form 10-Q, the Company’s Chief Executive Officer and
Chief Financial Officer have concluded that the disclosure controls and procedures were effective at the reasonabl e assurance level.

There was no change in the internal control over financial reporting that occurred during the quarter ended June 30, 2018 that has materially
affected, or isreasonably likely to materialy affect, the internal control over financial reporting.
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PART Il —OTHER INFORMATION
ITEM 1— LEGAL PROCEEDINGS
In the ordinary course of its operations, the Company and its subsidiaries are parties to various legal proceedings. Based on the information
presently available, and after consultation with legal counsel, management believes that the ultimate outcome in such proceedings, in the
aggregate, will not have a material adverse effect on the business or the financial condition or results of operations of the Company.

ITEM 1A —RISK FACTORS

There have been no material changes with respect to the risk factors disclosed in the Company’s Annual Report on Form 10-K for the fiscal year
ended December 31, 2017.

ITEM 2—UNREGISTERED SALESOF EQUITY SECURITIES AND USE OF PROCEEDS
(a) Sales of Unregistered Securities— None.
(b) Use of Proceeds — Not Applicable.

(c) Issuer Purchases of Securities- None.
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ITEM 6 —EXHIBITS

Thefollowing exhibits arefiled as part of this Form 10-Q and thislist includes the Exhibit Index:

Exhibit No. Description

201 Agreement and Plan of Reorganization, dated as of May 19, 2017, by and between Union Bankshares Corporation and Xenith
Bankshares, Inc. (incorporated by reference to Exhibit 2.1 to Current Report on Form 8-K filed on May 23, 2017).

3.01 Articles of Incorporation of Union Bankshares Corporation, as amended April 25, 2014 (incorporated by reference to Exhibit 3.1 to
Current Report on Form 8-K filed on April 29, 2014).

3.02 Bylaws of Union Bankshares Corporation, as amended January 21, 2017 (incorporated by reference to Exhibit 3.02 to Annual
Report on Form 10-K filed on February 28, 2017).

10.37 Summary of Material Terms of Compensation Arrangement with John G. Stallings, Jr. (effective May 3, 2018).

15.01 Letter regarding unaudited interim financial information.

31.01 Certification of Principal Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.02 Certification of Principal Financial and Accounting Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

32.01 Certification of Principal Executive Officer and Principal Financia and Accounting Officer pursuant to Section 906 of the Sarbanes-

Oxley Act of 2002.

101.00 Interactive data files formatted in eXtensible Business Reporting Language for the quarter ended June 30, 2018 pursuant to Rule
405 of Regulation ST (1): (i) the Consolidated Balance Shests, (ii) the Consolidated Statements of |ncome (unaudited), (iii) the
Consolidated Statements of Comprehensive Income (unaudited), (iv) the Consolidated Statements of Changesin Stockholders
Equity (unaudited), (v) the Consolidated Statements of Cash Flows (unaudited) and (vi) the Notes to Consolidated Financial
Statements (unaudited).
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

Union Bankshares Corporation
(Registrant)

Date: August 7, 2018 By: /sl John C. Asbury
John C. Asbury,
President and Chief Executive Officer
(principal executive officer)

Date: August 7, 2018 By: /s Robert M. Gorman
Robert M. Gorman,
Executive Vice President and Chief Financial Officer
(principal financial and accounting officer)

(Back To Top)

Section 2: EX-10.37 (EXHIBIT 10.37)

Exhibit 10.37
Summary of Material Termsof Compensation Arrangement with John G. Stallings, Jr. (effective May 3, 2018)
The material terms of Mr. Stallings's compensation effective May 3, 2018 are as follows:

+ Titleis Senior Executive Vice President (Business Devel opment) of Union Bank & Trust. Mr. Stallings remains an Executive Vice
President of Union Bankshares Corporation (the “ Company”).

* Annual base saary is $200,000, subject to annual review.

* Eligibleto receive acash award under the Company’s Management Incentive Plan (the “MIP”), an annual short-term incentive
plan, with atarget bonus of 55% of annual base salary, based solely on achievement of the corporate financial metric goalsfor the
calendar year ended December 31, 2018. The award, if any, will be pro-rated based on service from January 1, 2018 through June
30, 2018; effective July 1, 2018, eligible for a cash bonus outside of the M1 P based on agreed upon metrics.

* Not eligible to receive future equity awards under the Company’s Long-Term Incentive Plan.

*  Required to comply with the Company’s stock ownership guidelines, which require him to achieve stock ownership equal to 2x
his base salary over five years.

*  Enrolled in the Company’s Executive Severance Plan, which entitles him as an executive officer of the Company to certain
severance benefitsin the case of an involuntary termination under certain circumstances, including a change-in-control.

*  Useof aCompany-owned or leased vehicle, reimbursement for certain club dues, and an annual financial planning allowance of
up to $10,000.

+ Eligibleto participate in the Company’s employee benefit plans and programs on terms offered to similarly situated employees.

+ Additionally, received certain cash and equity awards upon hire with those terms unchanged.
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Section 3: EX-15.01 (EXHIBIT 15.01)

Exhibit 15.01
The Stockholders and Board of Directors of Union Bankshares Corporation:

We are aware of the incorporation by reference in the Registration Statements (Form S-3 No. 333-220398, Form S-3 No. 333-156946, Form S-3 No.
333-102012, Form S-3 No. 333-81199, Form S-8 No. 333-203580, Form S-8 No. 333-193364, Form S-8 No. 333-175808, Form S-8 No. 333-113842 and Form
S-8 No. 333-113839) of Union Bankshares Corporation of our report dated August 7, 2018 relating to the unaudited consolidated interim financial
statements of Union Bankshares Corporation that are included in its Form 10-Q for the quarter ended June 30, 2018.

Under Rule 436(c) of the 1933 Act, our report is not a part of the registration statement prepared or certified by accountants within the meaning of
Section 7 or 11 of the 1933 Act.

/' Ermnst & Young LLP

Richmond, Virginia
August 7, 2018

(Back To Top)
Section 4. EX-31.01 (EXHIBIT 31.01)

Exhibit 31.01

CERTIFICATIONS
I, John C. Asbury, certify that:

1. | havereviewed this quarterly report on Form 10-Q of Union Bankshares Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of amaterial fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
report;

3. Based on my knowledge, the financial statements, and other financial information included in thisreport, fairly present in all material respectsthe
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. Theregistrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(€) and 15d-15(€)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f))
for theregistrant and have:

(a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the period in which thisreport is being prepared;

(b) designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements
for external purposesin accordance with generally accepted accounting principles;

(c) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation;
and

(d) disclosed in this report any change in the registrant’sinternal control over financial reporting that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably
likely to materially affect, the registrant’ sinternal control over financial reporting; and

5. Theregistrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal control over financial reporting, to
the registrant’ s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):



(a) al significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) any fraud, whether or not material, that involves management or other employees who have asignificant role in the registrant’s internal
control over financia reporting.

Date: August 7, 2018
/s/ John C. Asbury

John C. Asbury,
President and Chief Executive Officer

A signed original of thiswritten statement required by Section 302 of the Sarbanes-OxleyAct of 2002 has been provided to Union Bankshares
Corporation and will be retained by Union Bankshares Corporation and furnished to the Securities and Exchange Commission or its staff upon
request.
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Section 5: EX-31.02 (EXHIBIT 31.02)

Exhibit 31.02

CERTIFICATIONS
I, Robert M. Gorman, certify that:

1. | have reviewed this quarterly report on Form 10-Q of Union Bankshares Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of amaterial fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
report;

3. Based on my knowledge, the financial statements, and other financial information included in thisreport, fairly present in all material respectsthe
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. Theregistrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(€) and 15d-15(€)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f))
for theregistrant and have:

(a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the period in which thisreport is being prepared;

(b) designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements
for external purposesin accordance with generally accepted accounting principles;

(c) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation;
and

(d) disclosed in this report any change in the registrant’sinternal control over financial reporting that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably
likely to materially affect, the registrant’ sinternal control over financial reporting; and

5. The registrant’s other certifying officer and | have disclosed, based on our most recent eval uation of internal control over financial reporting, to
the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) any fraud, whether or not material, that involves management or other employees who have asignificant role in the registrant’s internal



control over financial reporting.
Date: August 7, 2018
/s/ Robert M. Gorman

Robert M. Gorman,
Executive Vice President and Chief Financial Officer

A signed original of thiswritten statement required by Section 302 of the Sarbanes-OxleyAct of 2002 has been provided to Union Bankshares
Corporation and will be retained by Union Bankshares Corporation and furnished to the Securities and Exchange Commission or its staff upon
request.
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Section 6: EX-32.01 (EXHIBIT 32.01)

Exhibit 32.01

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350 ASADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF
2002

In connection with the Quarterly Report of Union Bankshares Corporation (the “Company”) on Form 10-Q for the quarter ended June 30, 2018 as
filed with the Securities and Exchange Commission on the date hereof (the “ Report”), the undersigned Chief Executive Officer and Chief Financial
Officer of the Company hereby certify, pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002 that based on
their knowledge and belief: 1) the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, and
2) the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company
as of and for the periods covered in the Report.

/s/ John C. Asbury

John C. Asbury, President and Chief Executive Officer

August 7, 2018

/s Robert M. Gorman

Robert M. Gorman, Executive Vice President and Chief Financial Officer

August 7, 2018

A signed original of thiswritten statement required by Section 906 of the Sarbanes-Oxley Act of 2002 has been provided to Union Bankshares
Corporation and will be retained by Union Bankshares Corporation and furnished to the Securities and Exchange Commission or its staff upon
request.
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