Edgar Filing: FULTON FINANCIAL CORP - Form 10-K

FULTON FINANCIAL CORP
Form 10-K
February 28, 2013

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, DC 20549

FORM 10-K
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934
For the fiscal year ended December 31, 2012,

or
TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

Commission File Number: 0-10587

FULTON FINANCIAL CORPORATION
(Exact name of registrant as specified in its charter)

PENNSYLVANIA 23-2195389
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)
One Penn Square, P. O. Box 4887, Lancaster,

. 17604
Pennsylvania
(Address of principal executive offices) (Zip Code)

(717) 291-2411
(Registrant’s telephone number, including area code)
Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of exchange on which registered
Common Stock, $2.50 par value The NASDAQ Stock Market, LLC
Securities registered pursuant to Section 12(g) of the Act:

None

Indicate by check mark whether the registrant is a well-known seasoned issuer, as defined in Rule 405 of the
Securities Act. Yes x No ~

Indicate by check mark whether the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of
the Act. Yes © No x

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 x 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 x No ~

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§ 229.405) is not
contained herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or information
statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. x

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

Large accelerated filer X Accelerated filer



Edgar Filing: FULTON FINANCIAL CORP - Form 10-K

Non-accelerated filer N Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the

Act). Yes © No x

The aggregate market value of the voting Common Stock held by non-affiliates of the registrant, based on the average
bid and asked prices on June 30, 2012, the last business day of the registrant’s most recently completed second fiscal
quarter, was approximately $2.0 billion. The number of shares of the registrant’s Common Stock outstanding on
January 31, 2013 was 198,437,000.

Portions of the Definitive Proxy Statement of the Registrant for the Annual Meeting of Shareholders to be held on
April 29, 2013 are incorporated by reference in Part III.

1




Edgar Filing: FULTON FINANCIAL CORP - Form 10-K

TABLE OF CONTENTS

Description

PART I

Item 1. Business

Item 1A. Risk Factors

Item 1B. Unresolved Staff Comments

Item 2. Properties

Item 3. Legal Proceedings
Item 4. Mine Safety Disclosures

PART II

Market for Registrant’s Common Equity. Related Stockholder Matters and Issuer Purchases of
Equity Securities

Item 6. Selected Financial Data

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Item 7A. Quantitative and Qualitative Disclosures About Market Risk

Item 8. Financial Statements and Supplementary Data:
Consolidated Balance Sheets

Consolidated Statements of Income

Consolidated Statements of Comprehensive Income

Consolidated Statements of Shareholders’ Equity
Consolidated Statements of Cash Flows

Notes to Consolidated Financial Statements

Management Report On Internal Control Over Financial Reporting
Report of Independent Registered Public Accounting Firm
Quarterly Consolidated Results of Operations (unaudited)

Item 9. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure
Item 9A. Controls and Procedures

Item 9B. Other Information

Item 5.

PART III

Item 10. Directors. Executive Officers and Corporate Governance

Item 11. Executive Compensation

Ttem 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

Item 13. Certain Relationships and Related Transactions. and Director Independence

Item 14. Principal Accounting Fees and Services

PART IV
Item 15. Exhibits, Financial Statement Schedules

Signatures
Exhibit Index

REEREE"
MG VNG NG P

I

BERRER KK
\O |00 I I [ |~ [~ [\O oo

—
—
o)}

,_
—
S

—
—
o]

—
—
\NO

—
—
\NO

—
—
\NO

—
(\=3
-]

—
(\=3
-]

—_
D
S

—
(\=3
-]

—
(\=3
-]

—
(N
—

—
(N
(98]

—
(N
N




Edgar Filing: FULTON FINANCIAL CORP - Form 10-K

PART I

Item 1. Business

General

Fulton Financial Corporation (the Corporation) was incorporated under the laws of Pennsylvania on February 8, 1982
and became a bank holding company through the acquisition of all of the outstanding stock of Fulton Bank on

June 30, 1982. In 2000, the Corporation became a financial holding company as defined in the Gramm-Leach-Bliley
Act (GLB Act), which allowed the Corporation to expand its financial services activities under its holding company
structure (See "Competition" and "Supervision and Regulation"). The Corporation directly owns 100% of the common
stock of six community banks and ten non-bank entities. As of December 31, 2012, the Corporation had
approximately 3,570 full-time equivalent employees.

The common stock of Fulton Financial Corporation is listed for quotation on the Global Select Market of The
NASDAQ Stock Market under the symbol FULT. The Corporation’s internet address is www.fult.com. Electronic
copies of the Corporation’s 2012 Annual Report on Form 10-K are available free of charge by visiting "Investor
Relations" at www.fult.com. Electronic copies of quarterly reports on Form 10-Q and current reports on Form 8-K are
also available at this Internet address. These reports are posted as soon as reasonably practicable after they are
electronically filed with the Securities and Exchange Commission (SEC).

Bank and Financial Services Subsidiaries

The Corporation’s six subsidiary banks are located primarily in suburban or semi-rural geographical markets
throughout a five-state region (Pennsylvania, Delaware, Maryland, New Jersey and Virginia). Each of these banking
subsidiaries delivers financial services in a highly personalized, community-oriented style, and decisions are generally
made by the local management team in each market. Where appropriate, operations are centralized through common
platforms and back-office functions.

From time to time, in some markets and in certain circumstances, merging subsidiary banks allows the Corporation to
leverage one bank’s stronger brand recognition over a larger market. It also enables the Corporation to create operating
and marketing efficiencies and avoid direct competition among subsidiary banks. For example, in October 2011, the
former Skylands Community Bank subsidiary consolidated with the former The Bank subsidiary to become Fulton
Bank of New Jersey. In 2010, the former Delaware National Bank subsidiary consolidated into Fulton Bank, N.A.
The Corporation’s subsidiary banks are located in areas that are home to a wide range of manufacturing, distribution,
health care and other service companies. The Corporation and its banks are not dependent upon one or a few
customers or any one industry, and the loss of any single customer or a few customers would not have a material
adverse impact on any of the subsidiary banks.

Each of the subsidiary banks offers a full range of consumer and commercial banking products and services in its local
market area. Personal banking services include various checking account and savings deposit products, certificates of
deposit and individual retirement accounts. The subsidiary banks offer a variety of consumer lending products to
creditworthy customers in their market areas. Secured consumer loan products include home equity loans and lines of
credit, which are underwritten based on loan-to-value limits specified in the Corporation's lending policy. Subsidiary
banks also offer a variety of fixed and variable-rate products, including construction loans and jumbo loans.
Residential mortgages are offered through Fulton Mortgage Company, which operates as a division of each subsidiary
bank. Consumer loan products also include automobile loans, automobile and equipment leases, personal lines of
credit and checking account overdraft protection.

Commercial banking services are provided to small and medium sized businesses (generally with sales of less than
$100 million) in the subsidiary banks’ market areas. The maximum total lending commitment to an individual
borrower was $39.0 million as of December 31, 2012, which is below the Corporation’s regulatory lending limit.
Commercial lending options include commercial, financial, agricultural and real estate loans. Floating, adjustable and
fixed rate loans are provided, with floating and adjustable rate loans generally tied to an index such as the Prime Rate
or the London Interbank Offered Rate. The Corporation’s commercial lending policy encourages relationship banking
and provides strict guidelines related to customer creditworthiness and collateral requirements. In addition, equipment
leasing, letters of credit, cash management services and traditional deposit products are offered to commercial
customers.
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The Corporation also offers investment management, trust, brokerage, insurance and investment advisory services to
consumer and commercial banking customers in the market areas serviced by the subsidiary banks.

The Corporation’s subsidiary banks deliver their products and services through traditional branch banking, with a
network of full service branch offices. Electronic delivery channels include a network of automated teller machines,
telephone banking, mobile banking and online banking. The variety of available delivery channels allows customers to
access their account information and perform certain transactions, such as transferring funds and paying bills, at
virtually any hour of the day.
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The following table provides certain information for the Corporation’s banking subsidiaries as of December 31, 2012:

.. Main Office Total Total
Subsidiary Location Assets Deposits Branches (1)
(dollars in millions)
Fulton Bank, N.A. Lancaster, PA $9,194 $6,717 119
Fulton Bank of New Jersey Mt. Laurel, NJ 3,335 2,746 71
The Columbia Bank Columbia, MD 1,997 1,541 39
Lafayette Ambassador Bank Bethlehem, PA 1,406 1,105 23
FNB Bank, N.A. Danville, PA 360 289 8
Swineford National Bank Middleburg, PA 299 251 7

267

(I)Remote service facilities (mainly stand-alone automated teller machines) are excluded. See additional information
in "Item 2. Properties."
Non-Bank Subsidiaries
The Corporation owns 100% of the common stock of six non-bank subsidiaries which are consolidated for financial
reporting purposes: (i) Fulton Reinsurance Company, LTD, which engages in the business of reinsuring credit life and
accident and health insurance directly related to extensions of credit by the banking subsidiaries of the Corporation;
(i1) Fulton Financial Realty Company, which holds title to or leases certain properties upon which Corporation branch
offices and other facilities are located; (iii) Central Pennsylvania Financial Corp., which owns certain limited
partnership interests in partnerships invested primarily in low and moderate income housing projects; (iv) FFC
Management, Inc., which owns certain investment securities and other passive investments; (v) FFC Penn Square,
Inc., which owns trust preferred securities issued by a subsidiary of Fulton Bank, N.A; and (vi) Fulton Insurance
Services Group, Inc., which engages in the sale of various life insurance products.
The Corporation owns 100% of the common stock of four non-bank subsidiaries which are not consolidated for
financial reporting purposes. The following table provides information for these non-bank subsidiaries, whose sole
assets consist of junior subordinated deferrable interest debentures issued by the Corporation, as of December 31,
2012 (dollars in thousands):

Subsidiary State of Incorporation Total Assets
Fulton Capital Trust I Pennsylvania $154,640
Columbia Bancorp Statutory Trust Delaware 6,186
Columbia Bancorp Statutory Trust 11 Delaware 4,124
Columbia Bancorp Statutory Trust III Delaware 6,186
Competition

The banking and financial services industries are highly competitive. Within its geographical region, the Corporation’s
subsidiaries face direct competition from other commercial banks, varying in size from local community banks to
larger regional and national

banks, credit unions and non-bank entities. With the growth in electronic commerce, the banks also face competition
from financial institutions that do not have a physical presence in the Corporation’s geographical markets.

The industry is also highly competitive due to the GLB Act. Under the GLB Act, banks, insurance companies or
securities firms may affiliate under a financial holding company structure, allowing expansion into non-banking
financial services activities that were previously restricted. These include a full range of banking, securities and
insurance activities, including securities and insurance underwriting, issuing and selling annuities and merchant
banking activities. While the Corporation does not currently engage in all of these activities, the ability to do so
without separate approval from the Federal Reserve Board (FRB) enhances the ability of the Corporation — and
financial holding companies in general — to compete more effectively in all areas of financial services.
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As aresult of the GLB Act, there is a great deal of competition for customers that were traditionally served by the
banking industry. While the GLB Act increased competition, it also provided opportunities for the Corporation to
expand its financial services offerings. The Corporation competes through the variety of products that it offers and the
quality of service that it provides to its customers. However, there is no guarantee that these efforts will insulate the
Corporation from competitive pressure, which could impact its pricing decisions for loans, deposits and other services
and could ultimately impact financial results.
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Market Share

Although there are many ways to assess the size and strength of banks, deposit market share continues to be an
important industry statistic. This publicly available information is compiled as of June 30 of each year by the Federal
Deposit Insurance Corporation (FDIC). The Corporation’s banks maintain branch offices in 53 counties across five
states. In eight of these counties, the Corporation ranked in the top three in deposit market share (based on deposits as
of June 30, 2012). The following table summarizes information about the counties in which the Corporation has
branch offices and its market position in each county.

No. of Financial Deposit Market Share
Institutions (June 30, 2012)

County State 520 g 1u zlaéls(g Banking Subsidiary ?E?ll;tss/ S;iil)lrfs Rank %
Lancaster PA 528,000 Fulton Bank, N.A. 18 11 2 24.3 %
Berks PA 414,000 Fulton Bank, N.A. 21 10 8 4.1 %
Bucks PA 628,000 Fulton Bank, N.A. 37 18 18 1.8 %
Centre PA 156,000 Fulton Bank, N.A. 17 4 15 1.6 %
Chester PA 510,000 Fulton Bank, N.A. 37 5 11 2.8 %
Columbia PA 68,000 FNB Bank, N.A. 6 — 5 4.5 %
Cumberland PA 241,000 Fulton Bank, N.A. 18 4 14 1.7 %
Dauphin PA 270,000 Fulton Bank, N.A. 17 9 7 4.0 %
Delaware PA 560,000 Fulton Bank, N.A. 38 13 29 0.2 %
Lebanon PA 135,000 Fulton Bank, N.A. 11 1 1 30.2 %
Lehigh PA 357,000 giﬁz ette Ambassador 5 13 14 33 %
Lycoming PA 117,000 FNB Bank, N.A. 11 10 14 0.9 %
Montgomery PA 809,000 Fulton Bank, N.A. 47 16 25 0.5 %
Montour PA 18,000 FNB Bank, N.A. 5 3 2 27.7 %
Northampton ~ PA 299,000 giﬁz ette Ambassador o 1 3 155 %
Northumberland PA 95,000 ;Z;Eeford National ¢ 3 15 1.6 %

FNB Bank, N.A. 7 4.7 %
Schuylkill PA 147,000 Fulton Bank, N.A. 18 3 9 3.9 %
Snyder PA 40000 oWinefordNational g — 2 280 %

Bank
Union PA 45000 Swineford National ¢ 1 6 6.9 %

Bank
York PA 439,000 Fulton Bank, N.A. 16 12 4 10.2 %
New Castle DE 546,000 Fulton Bank, N.A. 35 19 13 0.2 %
Sussex DE 204,000 Fulton Bank, N.A. 17 4 4 7.1 %
Anne Arundel MD 552,000 The Columbia Bank 32 7 29 0.2 %
Baltimore MD 815,000 The Columbia Bank 43 18 25 0.7 %
Baltimore City MD 617,000 The Columbia Bank 37 12 16 0.3 %
Cecil MD 102,000 The Columbia Bank 7 3 4 10.5 %
Frederick MD 241,000 The Columbia Bank 18 3 17 0.6 %
Howard MD 300,000 The Columbia Bank 19 3 4 10.1 %
Montgomery MD 1,011,000 The Columbia Bank 35 20 36 0.2 %
Prince George’s MD 880,000 The Columbia Bank 20 19 18 1.0 %
Washington MD 149,000 The Columbia Bank 12 3 2 19.2 %
Atlantic NJ 274,000 16 5 13 1.2 %
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450,000
513,000
157,000

290,000

Fulton Bank of New
Jersey
Fulton Bank of New
Jersey
Fulton Bank of New
Jersey
Fulton Bank of New
Jersey
Fulton Bank of New
Jersey

22

21

12

23

11

18

12

11

0.6

2.2
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13.5

%

%

%
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County
Hunterdon
Mercer
Middlesex
Monmouth
Morris
Ocean
Salem
Somerset
Sussex

Warren

Chesapeake
Fairfax
Henrico
Manassas
Newport News
Richmond City
Virginia Beach

State

NJ

NJ

NJ

NJ

NJ

NJ

NJ

NJ

NJ

NJ

VA
VA
VA
VA
VA
VA
VA
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Population
(2012 Est.)

128,000
368,000
819,000
631,000
498,000
582,000
66,000

326,000
148,000

108,000

229,000
1,118,000
315,000
41,000
180,000
208,000
447,000

Supervision and Regulation
The Corporation operates in an industry that is subject to various laws and regulations that are enforced by a number
of federal and state agencies. Changes in these laws and regulations, including interpretation and enforcement
activities, could impact the cost of operating in the financial services industry, limit or expand permissible activities or

affect competition among banks and other financial institutions.

Banking Subsidiary

Fulton Bank of New
Jersey

Fulton Bank of New
Jersey

Fulton Bank of New
Jersey

Fulton Bank of New
Jersey

Fulton Bank of New
Jersey

Fulton Bank of New
Jersey

Fulton Bank of New
Jersey

Fulton Bank of New
Jersey

Fulton Bank of New
Jersey

Fulton Bank of New
Jersey

Fulton Bank, N.A.
Fulton Bank, N.A.
Fulton Bank, N.A.
Fulton Bank, N.A.
Fulton Bank, N.A.
Fulton Bank, N.A.
Fulton Bank, N.A.

No. of Financial

Institutions

Banks/ Credit
Thrifts Unions
16 3

27 18

46 24

28 10

33 9

23 5

8 2

28 7

12 —

13 2

14 7

41 16

21 12

15 —

12 6

17 8

16 8

Deposit Market Share
(June 30, 2012)
Rank %
11 2.9
21 1.1
33 0.3
26 0.6
16 1.1
18 0.6
1 26.0
9 3.3
11 0.6
4 10.1
11 1.7
44 0.1
20 0.7
10 1.5
14 0.5
15 0.2
11 1.5

%

%

%

%

%

%

%

%

%

%

%
%
%
%
%

%

The following discussion summarizes the current regulatory environment for financial holding companies and banks,

including a summary of the more significant laws and regulations.

Regulators — The Corporation is a registered financial holding company, and its subsidiary banks are depository
institutions whose deposits are insured by the FDIC. The Corporation and its subsidiaries are subject to various

regulations and examinations by regulatory authorities. The following table summarizes the charter types and primary
regulators for each of the Corporation’s subsidiary banks:

Subsidiary

Fulton Bank, N.A.

Fulton Bank of New Jersey
The Columbia Bank
Lafayette Ambassador Bank

FNB Bank, N.A.

Primary
Charter Regulator(s)
National OCC
NJ NIJ/FDIC
MD MD/FDIC
PA PA/FRB
National OCC

10
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Swineford National Bank National OCC
Fulton Financial (Parent Company) N/A FRB

OCC - Office of the Comptroller of the Currency.

Federal statutes that apply to the Corporation and its subsidiaries include the GLB Act, the Dodd-Frank Wall Street
Reform and Consumer Protection Act (Dodd-Frank Act), the Bank Holding Company Act (BHCA), the Federal
Reserve Act and the Federal Deposit Insurance Act, among others. In general, these statutes and related interpretations
establish the eligible business activities of the Corporation, certain acquisition and merger restrictions, limitations on
intercompany transactions, such as loans and dividends, and capital adequacy requirements, among other statutes and
regulations.

6
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The Corporation is subject to regulation and examination by the FRB, and is required to file periodic reports and to
provide additional information that the FRB may require. In addition, the FRB must approve certain proposed changes
in organizational structure or other business activities before they occur. The BHCA imposes certain restrictions upon
the Corporation regarding the acquisition of substantially all of the assets of or direct or indirect ownership or control
of any bank for which it is not already the majority owner.

Regulatory Reforms — The Dodd-Frank Act was enacted in July 2010 and resulted in significant financial regulatory
reform. The Dodd-Frank Act also changed the responsibilities of the current federal banking regulators. Among other
things, the Dodd-Frank Act created the Financial Stability Oversight Council, with oversight authority for monitoring
and regulating systemic risk, and the Consumer Financial Protection Bureau (CPFB), which will have broad
regulatory and enforcement powers over consumer financial products and services. The scope of the Dodd-Frank Act
impacts many aspects of the financial services industry, and it requires the development and adoption of numerous
regulations, many of which have not yet been issued. The effects of the Dodd-Frank Act on the financial services
industry will depend, in large part, upon the extent to which regulators exercise the authority granted to them under
the Dodd-Frank Act and the approaches taken in implementing regulations. Additional uncertainty regarding the
effects of the Dodd-Frank Act exists due to court decisions and the potential for additional legislative changes to the
Dodd-Frank Act. The Corporation is continuing to assess the potential impact of the Dodd-Frank Act.

The Dodd-Frank Act's provisions that have received the most public attention have generally been those which have,
or will apply only to larger institutions with total consolidated assets of $50 billion or more. However, the Dodd-Frank
Act contains numerous other provisions that affect all bank holding companies, including the Corporation.

The following is a listing of significant provisions of the Dodd-Frank Act, and, if applicable, the resulting regulatory
rules adopted, that have, or will, most directly affect the Corporation and its subsidiaries:

Federal deposit insurance — On April 1, 2011, the FDIC's revised deposit insurance assessment base changed from total
domestic deposits to average total assets, minus average tangible equity. In addition, the Dodd-Frank Act created a
two scorecard system, one for large depository institutions that have more than $10 billion in assets and another for
highly complex institutions that have over $50 billion in assets. See details under the heading "Federal Deposit
Insurance" below.

Debit card interchange fees — In June 2011, the FRB adopted regulations which became effective on October 1, 2011
and set maximum permissible interchange fees issuers can receive or charge on debit card transactions.

Interest on demand deposits — Beginning in July 2011, depository institutions were no longer prohibited from paying
interest on business transaction and other accounts.

Stress testing — In October 2012, the FRB issued final rules regarding company-run stress testing. The rules will
require institutions with average total consolidated assets in excess of $10 billion, but less than $50 billion, to
conduct an annual stress test in the manner specified, and using assumptions for baseline, adverse and severely
adverse scenarios announced by the FRB. The stress test is designed to assess the potential impact of the
various scenarios on the Corporation's earnings, capital levels and capital ratios over at least a nine-quarter
time horizon. The Corporation's board of directors and its senior management will be required to consider the
results of the stress test in the normal course of business, including as part of its capital planning process and
the evaluation of the adequacy of its capital. As required, the Corporation will use data as of September 30,
2013 to conduct the stress test, using scenarios that are to be released in November 2013. Stress test results
must be reported to the FRB in March 2014. Public disclosure of summary stress test results under the
severely adverse scenario will begin in June 2015 for stress tests commencing in the fall of 2014. While the
Corporation believes that both the quality and magnitude of its capital base are sufficient to support its current
operations given its risk profile, the results of the stress testing process may lead the Corporation to retain
additional capital or alter the mix of its capital components.

Qualified mortgages - As required by the Dodd-Frank Act, the CPFB issued a series of final rules in January 2013
related to mortgage loan origination and mortgage loan servicing. These final rules, most provisions of which became
effective January 10, 2014, prohibit creditors, such as the Corporation and its subsidiaries, from extending mortgage
loans without regard for the consumer's ability to repay and add restrictions and requirements to mortgage origination
and servicing practices. In addition, these rules restrict the imposition of prepayment penalties and compensation
practices relating to mortgage loan origination. Compliance with these rules will likely increase the Corporation's

12
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overall regulatory compliance costs and may require changes to the underwriting practices of the Corporation's
subsidiaries with respect to mortgage loans. Moreover, these rules may adversely affect the volume of mortgage loans
that are underwritten by the Corporation's subsidiaries and may subject the Corporation and/or its subsidiaries to
increased potential liability related to such residential loan origination activities.

7
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Incentive compensation — As required by the Dodd-Frank Act, a joint interagency proposed regulation was issued in
April 2011. The proposed rule would require the reporting of incentive-based compensation arrangements by a
covered financial institution and prohibit incentive-based compensation arrangements at a covered financial institution
that provides excessive compensation or that could expose the institution to inappropriate risks that could lead to
material financial loss. The proposed rule, if adopted as currently proposed, could limit the manner in which the
Corporation structures incentive compensation for its executives.

In addition to the above provisions, the Dodd-Frank Act also requires regulatory agencies to adopt the following other
significant rules that, because of its business practices and size, are not likely to impact the Corporation, as follows:
CFPB - Effective July 21, 2011, the CFPB became responsible for administering and enforcing numerous federal
consumer financial laws enumerated in the Dodd-Frank Act. The Dodd-Frank Act also provided that for banks with
total assets of more than $10 billion, the CFPB would have exclusive or primary authority to examine those banks for,
.and enforce compliance with, the federal consumer financial laws. As of December 31, 2012, none of the
Corporation's subsidiary banks had total assets of more than $10 billion, however, it's largest subsidiary bank, Fulton
Bank, N. A., had $9.2 billion in assets as of December 31, 2012. The Corporation's subsidiary banks, however, remain
subject to the review and supervision of other applicable regulatory authorities and such authorities may enforce
compliance with regulations issued by the CFPB.

Comprehensive Capital Analysis and Review Rules (CCAR Rules) — In November 2011, the FRB adopted rules
requiring bank holding companies with total consolidated assets of $50 billion or more to submit annual capital plans
to the FRB. The payment of dividends and the repurchase of stock may only be permitted under capital plans
approved by the FRB. Based on its current asset size of $16.5 billion, the Corporation is well below the $50 billion
threshold which would require compliance with the proposed CCAR Rules. However, while these rules would not be
applicable to the Corporation, regulators could evaluate whether proposed dividend payments or stock repurchases by
the Corporation represent unsafe or unsound practices in the future.

Volcker Rule — As required by the Dodd-Frank Act, a joint interagency proposed regulation was issued in October
201 1that prohibits a banking entity and nonbank financial company supervised by the FRB from engaging in
proprietary trading or having certain ownership interests in, or relationships with, a hedge fund or private equity fund.
The Corporation believes that it does not currently engage in the activities or have any interests or relationships, as
defined in the proposed regulation, which are prohibited. However, the proposed regulation, if adopted, would place
further compliance burdens on the Corporation to develop policies and procedures that ensure the Corporation, on an
ongoing basis, does not engage in any activities or relationships which are prohibited.

Capital Requirements — There are a number of restrictions on financial and bank holding companies and FDIC-insured
depository subsidiaries that are designed to minimize potential loss to depositors and the FDIC insurance funds. If an
FDIC-insured depository subsidiary is "undercapitalized," the bank holding company is required to ensure (subject to
certain limits) the subsidiary’s compliance with the terms of any capital restoration plan filed with its appropriate
banking agency. Also, a bank holding company is required to serve as a source of financial strength to its depository
institution subsidiaries and to commit resources to support such institutions in circumstances where it might not do so
absent such policy. Under the BHCA, the FRB has the authority to require a bank holding company to terminate any
activity or to relinquish control of a non-bank subsidiary upon the FRB’s determination that such activity or control
constitutes a serious risk to the financial soundness and stability of a depository institution subsidiary of the bank
holding company.

Bank holding companies are required to comply with the FRB’s risk-based capital guidelines that require a minimum
ratio of total capital to risk-weighted assets of 8.00%. At least half of the total capital is required to be Tier 1 capital.
In addition to the risk-based capital guidelines, the FRB has adopted a minimum leverage capital ratio under which a
bank holding company must maintain a level of Tier 1 capital to average total consolidated assets of at least 3.00% in
the case of a bank holding company which has the highest regulatory examination rating and is not contemplating
significant growth or expansion. For all other bank holding companies, the minimum ratio of Tier 1 capital to total
assets is 4.00%. Banking organizations with supervisory, financial, operational, or managerial weaknesses, as well as
organizations that are anticipating or experiencing significant growth, are expected to maintain capital ratios well
above the minimum levels. Moreover, higher capital ratios may be required for any bank holding company if
warranted by its particular circumstances or risk profile. In all cases, bank holding companies should hold capital
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commensurate with the level and nature of the risks, including the volume and severity of problem loans, to which
they are exposed.

The Basel Committee on Banking Supervision (Basel) is a committee of central banks and bank regulators from major
industrialized countries that develops broad policy guidelines for use by each country’s regulators with the purpose of
ensuring that financial institutions have adequate capital given the risk levels of assets and off-balance sheet financial
instruments.

8
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In December 2010, Basel released a framework for strengthening international capital and liquidity regulations,
referred to as Basel III. Basel III includes defined minimum capital ratios, which must be met when implementation
occurs. An additional "capital conservation buffer" will increase the minimum rates by 2.50%, when fully phased-in.
Fully phased-in capital standards under Basel III will require banks to maintain more capital than the minimum levels
required under current regulatory capital standards. As Basel III is only a framework, the specific changes in capital
requirements are to be determined by each country's banking regulators.

In June 2012, U.S. Federal banking regulators released two notices of proposed rulemaking (NPRs) that would
implement the Basel III regulatory capital reforms and changes required by the Dodd-Frank Act. A third NPR related
to banks that are internationally active or that are subject to market risk rules is not applicable to the Corporation.

The first NPR, "Regulatory Capital Rules: Regulatory Capital, Implementation of Basel III, Minimum Regulatory
Capital Ratios, Capital Adequacy, Transition Provisions, and Prompt Corrective Action," would come into effect on
January 1, 2013 and the new minimum regulatory capital requirements would be fully phased in on January 1, 2019.
However, the final rules have not yet been issued and are not yet applicable to the Corporation.

This NPR would apply to all depository institutions, bank holding companies with total consolidated assets of $500
million or more, and savings and loan holding companies (collectively, banking organizations). Consistent with the
international Basel framework, this NPR would:

Increase the quantity and quality of capital required by proposing a new minimum Common Equity Tier 1 capital ratio
of 4.50% of risk-weighted assets and raising the minimum Tier 1 capital ratio from 4.00% to 6.00% of risk-weighted
assets;

Retain the current minimum Total capital ratio of 8.00% of risk-weighted assets and the minimum Tier 1 leverage
capital ratio at 4.00% of average assets;

Introduce a “capital conservation buffer” of 2.50% above the minimum risk-based capital requirements, which must be
maintained to avoid restrictions on capital distributions and certain discretionary bonus payments; and

Revise the definition of capital to improve the ability of regulatory capital instruments to absorb losses.

The second NPR, "Regulatory Capital Rules: Standardized Approach for Risk-weighted Assets; Market Discipline
and Disclosure Requirements," also would apply to all banking organizations. This NPR would revise and harmonize
the rules for calculating risk-weighted assets to enhance risk sensitivity and address weaknesses that have been
identified over the past several years. Banks and regulators use risk weighting to assign different levels of risk to
different classes of assets and off-balance sheet exposures - riskier items require higher capital cushions and less risky
items require smaller capital cushions. As proposed, this NPR would come into effect on January 1, 2015; however,
final rules have not been issued.

As of December 31, 2012, the Corporation believes its current capital levels would meet the fully-phased in minimum
capital requirements, including capital conservation buffers, as proposed in the NPRs.

The Basel III framework also includes new liquidity requirements which, when implemented by U.S. bank regulators,
may require the Corporation to maintain increased levels of liquid assets or alter its strategies for liquidity
management. The Basel III liquidity framework requires banks and bank holding companies to measure their liquidity
against specific ratios. One ratio, referred to as the Liquidity Coverage Ratio, or LCR, is designed to ensure that
sufficient high quality liquid resources are available for a one month survival in case of a stress scenario. A second
ratio, referred to as the Net Stable Funding Ratio (NSFR), is designed to promote resiliency over longer-term time
horizons by creating additional incentives for banks to fund their activities with more stable sources of funding on an
ongoing structural basis. These new liquidity standards are subject to further rulemaking and their terms may change
before implementation. U.S. bank regulators have not proposed rules implementing the Basel III liquidity framework
and have not determined to what extent they will apply to U.S. banks that are not large, internationally active banks.
Loans and Dividends from Subsidiary Banks — There are also various restrictions on the extent to which the
Corporation and its non-bank subsidiaries can receive loans from its banking subsidiaries. In general, these restrictions
require that such loans be secured by designated amounts of specified collateral and are limited, as to any one of the
Corporation or its non-bank subsidiaries, to 10% of the lending bank’s regulatory capital (20% in the aggregate to all
such entities).

Liquidity must also be managed at the Fulton Financial Corporation Parent Company level. For safety and soundness
reasons, banking regulations limit the amount of cash that can be transferred from subsidiary banks to the Parent
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Company in the form of loans and dividends. Dividend limitations vary, depending on the subsidiary bank’s charter
and whether or not it is a member of the Federal Reserve System. Generally, subsidiaries are prohibited from paying
dividends when doing so would cause them to fall below the regulatory minimum capital levels. Additionally, limits
may exist on paying dividends in excess of net income for
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specified periods. See Note K, "Regulatory Matters," in the Notes to Consolidated Financial Statements for additional
information regarding regulatory capital and dividend and loan limitations.

Federal Deposit Insurance — Substantially all of the deposits of the Corporation’s subsidiary banks are insured up to the
applicable limits by the Deposit Insurance Fund (DIF) of the FDIC, generally up to $250,000 per insured depositor.
The Corporation’s subsidiary banks are subject to deposit insurance assessments to maintain the DIF.

The subsidiary banks pay deposit insurance premiums based on assessment rates established by the FDIC. The FDIC
has established a risk-based assessment system under which institutions are classified and pay premiums according to
their perceived risk to the Federal deposit insurance funds. The FDIC is not required to charge deposit insurance
premiums when the ratio of deposit insurance reserves to insured deposits is maintained above specified levels.

In November 2009, the FDIC issued a ruling requiring insured depository institutions to prepay their estimated
quarterly risk-based assessments for the fourth quarter of 2009 and for all of 2010, 2011 and 2012. As of

December 31, 2012, the balance of prepaid FDIC assessments included in other assets on the Corporation’s
consolidated balance sheet was $23.6 million.

On April 1, 2011, as required by the Dodd-Frank Act, the deposit insurance assessment base changed from total
domestic deposits to average total assets, minus average tangible equity. In addition, the FDIC also created a two
scorecard system, one for large depository institutions that have $10 billion or more in assets and another for highly
complex institutions that have $50 billion or more in assets. As of December 31, 2012, none of the Corporation’s
individual subsidiary banks had assets of $10 billion or more and would, therefore, not meet the classification of large
depository institutions.

USA Patriot Act — Anti-terrorism legislation enacted under the USA Patriot Act of 2001 (Patriot Act) expanded the
scope of anti-money laundering laws and regulations and imposed significant new compliance obligations for
financial institutions, including the Corporation’s subsidiary banks. These regulations include obligations to maintain
appropriate policies, procedures and controls to detect, prevent and report money laundering and terrorist financing.
Failure to comply with the Patriot Act’s requirements could have serious legal, financial and reputational
consequences. The Corporation has adopted policies, procedures and controls to address compliance with the Patriot
Act and will continue to revise and update its policies, procedures and controls to reflect required changes.
Sarbanes-Oxley Act of 2002 — The Sarbanes-Oxley Act of 2002 (Sarbanes-Oxley), which was signed into law in July
2002, impacts all companies with securities registered under the Securities Exchange Act of 1934, including the
Corporation. Sarbanes-Oxley created new requirements in the areas of corporate governance and financial disclosure
including, among other things, (i) increased responsibility for Chief Executive Officers and Chief Financial Officers
with respect to the content of filings with the SEC; (ii) enhanced requirements for audit committees, including
independence and disclosure of expertise; (iii) enhanced requirements for auditor independence and the types of
non-audit services that auditors can provide; (iv) accelerated filing requirements for SEC reports; (v) disclosure of a
code of ethics; (vi) increased disclosure and reporting obligations for companies, their directors and their executive
officers; and (vii) new and increased civil and criminal penalties for violations of securities laws. Many of the
provisions became effective immediately, while others became effective as a result of rulemaking procedures
delegated by Sarbanes-Oxley to the SEC.

Section 404 of Sarbanes-Oxley requires management to issue a report on the effectiveness of its internal controls over
financial reporting. In addition, the Corporation’s independent registered public accountants are required to issue an
opinion on the effectiveness of the Corporation’s internal control over financial reporting. These reports can be found
in Item 8, "Financial Statements and Supplementary Data." Certifications of the Chief Executive Officer and the Chief
Financial Officer as required by Sarbanes-Oxley and the resulting SEC rules can be found in the "Signatures" and
"Exhibits" sections.
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Executive Officers

As of December 31, 2012, the executive officers of the Corporation are as follows:

Name Age Office Held and Term of Office
Director of Fulton since 2001. Mr. Smith retired as Chairman of the Board and Chief
Executive Officer of Fulton as of January 1, 2013. He served as Chairman of the
Board and Chief Executive Officer from January 2006 to December 2012 and also
served as a Director of Fulton Bank from 1993 to 2002. He has been a Director of

R. Scott Smith, Jr. 65 The Federal Reserve Bank of Philadelphia from 2010 to present and a member of the
Federal Advisory Council to the Federal Reserve Board, Washington, DC from 2008
to 2010. Mr. Smith was a Director of the American Bankers Association from 2006
to 2009, was employed by Fulton from 1978 to 2012 in various positions and worked
in financial services since 1969.

Director of Fulton since 2009. Mr. Wenger was appointed Chairman of the Board,
President and Chief Executive Officer of Fulton Financial Corporation on January 1,
2013. He previously served as President and Chief Operating Officer of Fulton

E. Philip Wenger 55 Financial Corporation from 2008 to 2012, a Director of Fulton Bank from 2003 to
2009, Chairman of Fulton Bank from 2006 to 2009 and has been employed by Fulton
in a number of positions since 1979.

Senior Executive Vice President and Chief Financial Officer of Fulton Financial
Corporation since January 2001; and Executive Vice President and Chief Financial
Officer of Fulton Financial Corporation from 1992 to 2001. Mr. Nugent has served
as a director of the Federal Home Loan Bank of Pittsburgh since 2010.

Charles J. Nugent 64

Senior Executive Vice President of Fulton Financial Corporation since January 2006
Craig H. Hill 57 and Executive Vice President/Director of Human Resources from 1999 through
2005. Mr. Hill serves as the Corporation's Senior Human Resources Officer.

Senior Executive Vice President of Community Banking of Fulton Financial
Corporation since July 2011; and Chairman and Chief Exe