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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

Quarterly report pursuant to Section 13 or 15 (d) &
the Securities Exchange Act of 1934

For the quarterly period ended September 30, 2011
Commission File Number: 1-14588

Northeast Bancorp

(Exact name of registrant as specified in its chaer)

Maine 01-0425066
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)
500 Canal Street, Lewiston, Maine 04240
(Address of Principal executive offices) (Zip Code)

(207) 786-3245

Registrant’s telephone number, including area code

Indicate by check mark whether the registrant € filed all reports required to be filed by Secti® or 15 (d) of the Securities Exchange
Act of 1934 during the preceding 12 months (orsiech shorter period that the registrant was redquodile such reports), and (2) has been
subjected to such filing requirements for the @&stlays. Yes[x] No O

Indicate by check mark whether the registrant ldsmtted electronically and posted on its corpovesd site, if any, every Interactive Data
File required to be submitted and posted pursuaRile 405 of Regulation S-T (§232.405 of this ¢bgpduring the preceding 12 months (or
for such shorter period that the registrant wasired to submit and post such files). Y&d No O

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, maccelerated filer or a smaller reporting
company. See definition of “accelerated filer”,rja accelerated filer” and “smaller reporting comgan Rule 12b-2 of the Exchange Act.
(check one):

Large accelerated fill O Accelerated filel O

Non-accelerated file O Smaller Reporting Compar
Indicate by check mark whether the registrantshell company (as defined by Rule 12b-2 of the Brdge Act). YesO No

Indicate the number of shares outstanding of e&tiedssuers classes of common stock, as of the latest pediéalate. As of November ]
2011, the registrant had outstanding 3,312,173shafrvoting common stock, $1.00 par value pereshad 195,351 shares of non-voting
common stock, $1.00 par value per share.
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PART 1 — FINANCIAL INFORMATION

Item 1. Financial Statements (Unaudited)

NORTHEAST BANCORP AND SUBSIDIARY
CONSOLIDATED BALANCE SHEETS

(Unaudited)

(Dollars in thousands, except share and per slueg d

Assets
Cash and due from ban
Shor-term investment

Total cash and cash equivale

Available-for-sale securities, at fair vali
Loans hel-for-sale

Loans receivabl
Residential real esta
Commercial real esta
Constructior
Commercial busines
Consume

Total loans, gros

Less allowance for loan loss

Loans, ne

Premises and equipment, |

Acquired assets, n

Accrued interest receivab

Federal Home Loan Bank stock, at c
Federal Reserve Bank stock, at ¢
Intangible assets, n

Bank owned life insuranc

Other asset

Total asset

Liabilities and Stockholde’ Equity
Liabilities:
Deposits
Demanc
Savings and interest checki
Money marke
Brokered time deposi
Certificates of depos

Total deposit:

Federal Home Loan Bank advan:

Structured repurchase agreeme

Shor-term borrowings

Junior subordinated debentures issued to affilitriests
Capital lease obligatic

Other borrowing

Other liabilities

Total liabilities

Commitments and contingent liabiliti

Stockholder equity
Preferred stock, $1.00 par value, 1,000,000 stardwrized; 4,227 shares issued and
outstanding at September 30, 2011 and June 30, Bqditlation preference of $1,000 per
share
Voting common stock, $1.00 par value, 13,500,0G0ehauthorized; 3,312,173 issued ant
outstanding at September 30, 2011 and June 30, &&ddectively
Non-voting common stock, $1.00 par value, 1,500 §ltfres authorized 195,351 issued and

September 30, 20 June 30, 201
$ 3,517 $ 3,22i
76,28 80,70:

79,79¢ 83,93:
143,22¢ 148,96:.

6,40¢ 5,17¢

94,03% 95,41°
130,42: 117,76:

2,07¢ 2,01t

20,57¢ 22,22t

69,30: 72,49¢
316,41t 309,91:

71C 437

315,70¢ 309,47t

8,39¢ 8,271

463 69C

1,56¢ 1,24¢

4,88¢ 4,88¢

871 871

5,34¢ 13,13

13,92: 13,79¢

6,621 5,95¢

$ 587,21 $ 596,39:
$ 45,36: $ 48,21¢
87,48¢ 89,80:

44,91« 48,69¢

4,91¢ 4,92¢

211,05! 209,48(
393,73 401,11¢
43,80: 43,92

67,54¢ 68,00¢

1,00¢ 2,51¢

7,992 7,951

2,03t 2,07t

0 2,22¢

4,90¢ 3,61°

521,02! 531,43

4 4

3,31z 3,31z



outstanding at September 30, 2011 and June 30, 2&ddectively 19t 19t

Warrants 40€ 40€
Additional paic-in capital 49,84 49,70(
Unearned restricted stock aw: (159 (163
Retained earning 11,84: 11,72¢
Accumulated other comprehensive income (li 743 (226)

Total stockholder equity 66,18¢ 64,95¢

Total liabilities and stockholde’ equity $ 587,21: $ 596,39:

The accompanying notes are an integral part ofeéhe@zaudited consolidated financial statements.
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NORTHEAST BANCORP AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF INCOME
(Unaudited)

(Dollars in thousands, except share and per stweg d

Interest and dividend incom
Interest on loan
Taxable interest on availal-for-sale securitie
Tax-exempt interest on availal-for-sale securitie
Dividends on availab-for-sale securitie
Dividends on Federal Home Loan Bank and FederatiReBank stocl
Other interest and dividend incor

Total interest and dividend incor

Interest expenst
Deposits
Federal Home Loan Bank advan:
Structured repurchase agreeme
Shor-term borrowings
Junior subordinated debentures issued to affiligtests
Obligation under capital lease agreem

Total interest expens

Net interest and dividend income before provisimnléan losse

Provision for loan losse
Net interest and dividend income after provisionlé@n losse:

Noninterest income
Fees for other services to custon
Net securities (losses) gai
Gain on sales of loar
Investment commissior
Bank owned life insuranc“BOLI") income
Other income

Total noninterest incomr

Noninterest expens
Salaries and employee bene
Occupancy and equipment expe
Professional fee
Data processing fet
FDIC insurance premiurr
Intangible assets amortizati
Merger expens
Other

Total noninterest expen:

(Loss) income from continuing operations beforeme tax (benefit) expen:

Income tax (benefit) expen
Net (loss) income from continuing operatic

Discontinued operations (Note 1
Income from discontinued operatic
Gain on sale of discontinued operatit

Successor Company

Predecessor Company

Three Months Ended
September 30, 201

Three Months Ended
September 30, 201

$ 5137 |$ 5,74z
63€ 1,54¢

0 11¢

3 9

12 9

47 12
5,83t 7,43¢
837 1,52¢
25¢ 46€
24¢ 70€
5 171

182 172
26 28
1,557 3,06¢
4,27¢ 4,36F
40C 45¢
3,87¢ 3,90¢
34¢ 367
(53) 12
65€ 94¢
687 54¢
127 127
21 73
1,77¢ 2,07¢
3,717 2,45¢
84¢ B7¢
41F 22¢
274 27C
117 17€
33€ 0
0 72
94E 83C
6,65: 4,71C
(997) 1,271
(403) 387
$ 99 |3 884
18€ 11¢
1,52¢ 0



Income tax expens
Net income from discontinued operatic
Net income

Net income available to common stockholc

Weightec-average shares outstand
Basic
Diluted
Earnings per common sha
Basic
(Loss) income from continuing operatic
Income from discontinued operatic

Net income

Diluted
(Loss) income from continuing operatic
Income from discontinued operatic
Net income

592 41

1,12: 77

$ 52¢ |'$ 961
$ 431 |3 90C
3,494,49: 2,329,009
3,513,54 2,349,11'

$ 0.19 |$ 0.3€
0.2t 0.0%

$ 0.1 |$ 0.3¢
$ 0.19 |$ 0.3t
0.2t 0.0%

$ 0.1 |$ 0.3¢

(1) *“Successor Company” means Northeast Bancorptasdbsidiary after the closing of the mergeihvwitiB Formation LLC on

December 29, 201(

(2) “Predecessor Company” means Northeast Bancatpits subsidiary before the closing of the mergiéhh FHB Formation LLC on

December 29, 201(

The accompanying notes are an integral part oféhe@saudited consolidated financial statements.
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NORTHEAST BANCORP AND SUBSIDIARY
Consolidated Statements of Changes in Stockhol&@nsity
Periods Ended September 30, 2011, and 2010
(Unaudited)

(Dollars in thousands, except share and per stweg d

Additional Unearne!

Accumulated

Preferred Stoc Common Stocl Paic-in Restricter  Retainec Com(p?rtglftrensin

Predecessor Company | Shares  Amount Shares Amount Warrant: _ Capital Stock Earnings Income Total
Balance at June 30, 2010 4227 $ 4 2,323,83 $2,32¢ $ 13% $ 6,761 $ 0 $37,33¢ $ 4,34¢ $50,90¢
Net income for three months ended £

30, 201C 0 0 0 0 0 0 0 961 0 961
Other comprehensive income net of t
Net unrealized loss on purchased inte

rate caps and swi 0 0 0 0 0 0 0 0 (199 (199
Net unrealized loss on investme

available for sale, net of

reclassification adjustme 0 0 0 0 0 0 0 0 (207) (207)
Total comprehensive incon 55E
Dividends on preferred stox 0] 0 0 0] 0 0 0 (53 0 (53
Dividends on common stock at $0.09

per share 0 0 0 0 0 0 (210 0 (210
Stock options exercise 0 0 7,50(C 7 0 54 0 0 0 61
Accretion of preferred stoc 0 0 0 0 0 8 0 (8) 0 0
Balance at September 30, 2( 4227 $ 4 2,331,33 $2,331 $ 13: $6,82: $ 0 $38,02¢ $ 3,94C $51,25¢
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NORTHEAST BANCORP AND SUBSIDIARY
Consolidated Statements of Changes in Stockhol&@nsity
Periods Ended September 30, 2011, and 2010
(Unaudited)

(Dollars in thousands, except share and per stweg d

Additional Unearnet Accumulated
Other
Preferred Stoc Common Stocl Paic-in ~ Restricter  Retainec  Comprehensiv

Successor Company ( Shares  Amouni Shares Amount Warrant _ Capital Stock Earnings _Income (loss Total
Balance at June 30, 2011 4,227 $ 4 3,507,52. $3,507 $ 40€ $49,70C $ (169 $11,72¢ $ (22€) $64,95¢
Net income for three months enc

Sept. 30, 201 0 0 0 0 0 0 0 52¢ 0 52¢
Other comprehensive income net of

tax:
Net unrealized loss on purchas

interest rate caps and sw 0 0 0 0 0 0 0 0 (14%) (145)
Net unrealized gain on investme|

available for sale, net of

reclassification adjustme 0 0 0 0 0 0 0 0 1,114 1,114
Total comprehensive incon 1,49¢
Dividends on preferred stox 0 0 0 0 0 0 0 (53 0 (53
Dividends on common stock at $0.09

per share 0 0 0 0 0 0 0 (31€) 0 (31€)
Stocl-based compensatic 0 0 0 0] 0 96 9 0 0 10t
Accretion of preferred stoc 0 0 0 0 0 45 0 (45) 0 0
Balance at September 30, 2( 4227 $ 4 3,507,52. $3,507 $ 40€ $49,84. $ (154 $11,84: $ 745 $66,18¢

(1) “Successor Company” means Northeast Bancorptamstdibsidiary after the closing of the mergehviiHB Formation LLC on
December 29, 201!

(2) “Predecessor Company” means Northeast Bancatpts subsidiary before the closing of the mesgiéhh FHB Formation LLC on
December 29, 201!

The accompanying notes are an integral part oféh@saudited consolidated financial statements.
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NORTHEAST BANCORP AND SUBSIDIARY
Consolidated Statements of Cash Flows
(Unaudited)

(Dollars in thousands)

Cash flows from operating activitie
Net income
Adjustments to reconcile net income to net casbduis) provided by operating activitie
Provision for loan losse
Provision for real estate owne“REC") and acquired asse
Provision made for deferred compensa
Accretion of fair value adjustments for loans, d&fs and borrowings, n
Amortization of intangible asse
BOLI income, ne
Depreciation of premises and equipm
Loss on sale of premises and equipn
Net loss (gain) on sale of availa-for-sale securitie
Stocl-based compensatic
Net gain on sale of insurance busin
Net change in loans hefor-sale
Net amortization of securitie
Change in other assets and liabiliti
Interest receivabl
Decrease in prepayment FDIC assesst
Other assets and liabilitie

Net cash (used in) provided by operating activi

Cash flows from investing activitie
Proceeds from the sales of availi-for-sale securitie
Purchases of availal-for-sale securitie
Proceeds from maturities and principal paymentavailable-for-sale securitie
Loan purchase
Loan originations and principal collections, |
Purchases of premises and equipn
Proceeds from sales of premises and equip
Proceeds from sales of acquired as
Proceeds from sale of insurance busit

Net cash provided by investing activiti

Cash flows from financing activitie
Net decrease in depos
Net (decrease) increase in sl-term borrowings
Dividends paid on preferred sto
Dividends paid on common sto
Issuance of common sto
Repayment of other borrowin
Repayment on capital lease obligat

Net cash (used in) provided by financing activi
Net (decrease) increase in cash and cash equis

Cash and cash equivalents, beginning of pe
Cash and cash equivalents, end of pe

Supplemental schedule of cash flow informati
Interest paic
Income taxes pai

Successor Company

Predecessor Company

Three Months Ended
September 30, 201

Three Months Ended
September 30, 201

$ 52¢ |$ 961
40C 45¢

78 15C

37 52
(1,279 0
40€ 17¢
(127) (127)
304 26(

25 0

53 (12)

108 0
(1,529 0
(1,229) 8,51¢
37¢ 31
(322) 89
11€ 125
(909) 43
(2,96¢) 10,72:
60€ 41

0 (5,001)

6,39( 11,79:
(11,429 0
4,97: 3,351
(611) (261)

0 29

32¢ 347
9,72¢ 0
9,98t 10,29¢
(7,019 (1,189
(1,50€) 7,61(
(53) (53)
(31€) (210

0 62
(2,226) (121
(40) (38)
(11,159 6,067
(4,139 27,08¢
83,93 20,43¢
$ 79,79¢ |$ 47 52
$ 1,65¢ |$ 3,09¢
14C 0



Supplemental schedule of noncash investing andding activities
Transfer from loans to acquired ass $ 18C ($ 17¢
Transfer from acquired assets to lo 0 56
Change in valuation allowance for unrealized loggaés) on available-for-sale securitie
net of tax 1,114 (407)
Net change in deferred taxes for unrealized (gdosses on availat-for-sale securitie (579 21C

1)
(2)

“Successor Company” means Northeast Bancorptasdbsidiary after the closing of the mergehwitiB Formation LLC on

December 29, 201!
“Predecessor Company” means Northeast Baneutjitsisubsidiary before the closing of the mengigh FHB Formation LLC on

December 29, 201!
The accompanying notes are an integral part oféhezaudited consolidated financial statements.
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NORTHEAST BANCORP AND SUBSIDIARY
Notes to Unaudited Consolidated Financial Statemesat
September 30, 2011

1. Basis of Presentatior

The accompanying unaudited condensed and consalidaterim financial statements include the accoofitNortheast Bancorp (“Northeast”
or the “Company”) and its wholly owned subsidiaxgrtheast Bank (theBank). These financial statements have been prépamccordanc
with accounting principles generally accepted m ltmited States of America (“GAAP”) for interim &ncial information and with the
instructions to Form 10-Q and Article 10 of RegigatS-X. Accordingly, they do not include all ofetinformation and notes required by
GAAP for complete financial statements. In the aminof management, the accompanying consolidatehéiial statements contain all
adjustments (consisting principally of normal retg accruals) considered necessary for a fairgmtagion of the Company’s financial
position at September 30, 2011, the results ofasjmers for the three-month periods ended SepteBm®e2011 and 2010, the changes in
stockholders’ equity for the three-month perioddezhSeptember 30, 2011 and 2010, and the cash fitlovilse three month periods ended
September 30, 2011and 2010. Operating resulthéothree-month period ended September 30, 201docamecessarily indicative of the
results that may be expected for the fiscal yedimgnJune 30, 2012. For further information, raéethe audited consolidated financial
statements and notes thereto for the fiscal yededdune 30, 2011 included in the Company’s AnRegdort on Form 10-K.

2. Merger Transaction

On December 29, 2010, FHB Formation LLC (“FHB”) med with and into Northeast, with Northeast assthvwiving company (the
“Merger”) FHB is the entity through which a groupindependent accredited investors (the “Invesjopsitchased 937,933 shares of the
Company’s outstanding common stock and 1,161,166eshof newly-issued voting and non-voting commntogls at a price equal to $13.93
per share. As a result of this transaction, $16l&om of new capital was contributed to the Compaand the Investors collectively own
approximately 60% of the outstanding common shaféise Company. We have applied the acquisitiorhoebf accounting, as described in
Accounting Standards Codification (“ASC”) 805Btisiness Combination’to this transaction, which represents an acqaisiby FHB of
Northeast, with Northeast as the surviving comp.

As a result of application of the acquisition methud accounting to the Company’s balance sheetCtimapany’s financial statements from
the periods prior to the transaction date are mettly comparable to the financial statementspftiods subsequent to the transaction dat
make this distinction, we have labeled balancesrasults of operations prior to the transactiore@est “Predecessor Company” and balances
and results of operations for periods subsequettiettransaction date as “Successor Company.” ddledf comparability arises from the
assets and liabilities having new accounting basesresult of recording them at their fair valag®f the transaction date rather than at
historical cost basis. To denote this lack of corapity, the Company has placed a heavy black ietveen the Successor Company and
Predecessor Company columns in the ConsolidateahEial Statements and in the tables in the notdsetstatements and in this discussion.

Commitments in Connection with Regulatory Approwathe Merger:

The Merger required the approval of the Maine Bure@Financial Institutions (the “Bureau”) and tBeard of Governors of the Federal
Reserve System (the “Federal Reserve”). Those apjsroontain certain commitments by the Compargtuiing the following:

» The Federal Reserve requires that Northeast (ihtaiai a leverage ratio (Tier 1) of at least 10%,nfiaintain a total risk-based
capital ratio of at least 15%, (iii) limit purchasmans to 40% of total loans, (iv) fund 100% adris with core deposits, (v) hold
commercial real estate loans (including owner-ogzdipommercial real estate) to within 300% of toislk-based capital, and
(vi) amend the articles of incorporation to addmemsain technical concerns that the Federal Redsad relating to the
convertibility and transferability of non-voting mmnon stock. The Company’s articles of incorporati@re amended on
March 21, 2011

e The Bureau requires that, for a two-year perioditiNeast obtain the prior approval of the Bureauafoy material deviation from
the business plan. The Bureau’s approval inclutlesr @onditions on capital ratios and loan puraigshat are either the same as
or less stringent than those of the Federal Res

The Company and the Bank are currently in compéanmith all commitments to the Federal Reserve ame:&u.

3. Loans

Through the period ended September 30, 2011, thep@ny’s lending activities were predominantly coctéd in south-central and western
Maine and south-eastern New Hampshire. In its MamiNew Hampshire market areas, the Company atigrsingle-family

8
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and multi-family residential loans, commercial reatate loans, commercial business loans and etyaficonsumer loans. In addition, the
Company originates loans for the construction efdential homes, multi-family properties, commelrogal estate properties and for land
development. The majority of loans originated by @ompany are collateralized by real estate. ThHieyadind willingness of residential and
commercial real estate, commercial business anstimation loan borrowers to honor their repaymemhmitments is generally dependent
the health of the real estate sector in the borrsvggographic area and/or the general econonmthdriourth quarter of the fiscal year ended
June 30, 2011 (“Fiscal 2011"), the Bank launched.gan Acquisition and Servicing Group from itseetty-opened office in Boston,
Massachusetts. The Bank’s loan purchasing busowsssts primarily of acquiring loans at a discouai their outstanding principal
balances. These loans are generally secured by emiatreal estate, multi-family residential resfage and other business assets and are
purchased from sellers nationwide in the finans@lices industry or government agencies. At Seipéer80, 2011, the Loan Acquisition and
Servicing Group purchased loan balances outstaridiatgd $12.3 million. In the future the Bank imks to grow this segment of its loan
portfolio, both in absolute terms and as a perggntd its total loan portfolio.

The accrual of interest on all loans is discontthaethe time the loan is 90 days past due unhessredit is well secured and in process of
collection. Past due status is based on the cdngiatierms of the loan. In all cases, loans aregalan nonaccrual if collection of principal or
interest is considered doubtful. All interest aextiput not collected for loans that are placedamancrual is reversed against interest income.
The interest on these loans is accounted for @ash basis or cost recovery method, until qualiffsrgreturn to accrual. Loans are returne
accrual status when all the principal and inteagsbunts contractually due are brought current ahdd payments are reasonably assured.

Allowance for Loan Losses

The allowance for loan losses is established agtoare estimated to have occurred through a wowvisr loan losses charged to earnings.
Loan losses are charged against the allowance miaeagement believes the uncollectibility of a Ibafance is confirmed. Subsequent
recoveries, if any, are credited to the allowance.

The allowance for loan losses is evaluated on alaedpasis by management and is based upon manatemeriodic review of the
collectability of the loans in light of historicakperience, the nature and volume of the loan plarifadverse situations that may affect the
borrower’s ability to repay, estimated value of amgerlying collateral and prevailing economic dtinds. This evaluation is inherently
subjective as it requires estimates that are stibbeepo significant revision as more informatioadomes available.

General Component:

The general component of the allowance for loagdess based on historical loss experience adjfistaflalitative factors stratified by the
following loan segments: residential real estatenmercial real estate, construction, commerciainass and consumer. Management uses a
rolling average of historical losses based on & firame appropriate to capture relevant loss datadch loan segment. This historical loss
factor is adjusted for the following qualitativectars: levels/trends in delinquencies; trends ilum®s and terms of loans; effects of changes
in risk selection and underwriting standards ar&iothanges in lending policies, procedures anctipes; experience/ability/depth of lend
management and staff; and national and local ecanwends and conditions. There were no chang#dseiiCompany’s policies or
methodology pertaining to the general componeti®fallowance for loan losses during the quartdedrSeptember 30, 2011.

The qualitative factors are determined based owdhieus risk characteristic of each loan segnieisk characteristics relevant to each
portfolio segment are as follows:

Residential real estate: The Company generally doesriginate loans with a loan-to-value ratioages than 80 percent and does not grant
subprime loans. All loans in this segment are ¢afidized by owner-occupied residential real estatérepayment is dependent on the credit
quality of the individual borrower. The overall Hfitbaof the economy, including unemployment rated hausing prices, will have an effect
the credit quality in this segment.

Commercial real estate: At September 30, 2011 slimthis segment are primarily income-producingpgrties throughout Maine. In the

future, the Bank intends to grow its loan purchgdinsiness, through which it acquires loans froheisenationwide. The underlying cash
flows generated by the properties are adversehaatgal by a downturn in the economy as evidencaddrgased vacancy rates, which in
turn, will have an effect on the credit qualitytins segment. Management periodically obtains melig and continually monitors the cash
flows of these loans.

Construction loans: Loans in this segment are Yamay-occupied real estate for which payment isveerfrom ongoing rentals or operations.
Credit risk is affected by cost overruns and macketditions.

Commercial business loans: Loans in this segmentnade to businesses and are generally securestéts @f the business. Repayment is
expected from the cash flows of the business. Akeread economy, and resultant decreased consunretisgewill have an effect in the
credit quality in this segment.

Consumer loans: Loans in this segment are generadiyred and repayment is dependent on the craalityqof the individual borrower.

9
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Allocated Component:

The allocated components relate to loans thatlassified as impaired. Impairment is measured lmaa-by-loan basis for commercial
business, commercial real estate and construaiams| by either the present value of expected futasd flows discounted at the loan’s
effective interest rate or the fair value of thdateral if the loan is collateral dependent. Alowaiance is established when the discounted cast
flows (or collateral value) of the impaired loariasver that the carrying value of that loan. Laggeups of smaller balance homogeneous
loans are collectively evaluated for impairmentcéwlingly, the Company does not separately idemmidjvidual consumer and residential

real estate loans for impairment disclosures, grdesh loans are subject to a troubled debt re¢ating agreement.

A loan is considered impaired when, based on ctiméormation and events, it is probable that tlerPany will be unable to collect the
scheduled payments of principal or interest whematicording to the contractual terms of the loaeement. Factors considered by
management in determining impairment include payrataius, collateral value, and the probabilitghaf collecting scheduled principal and
interest payments when due. Loans that experiersignificant payment delays and payment shortéglserally are not classified as
impaired. Management determines the significanqeagfment delays and payment shortfalls on a casmsby basis, taking into considerat
all of the circumstances surrounding the loan &edobrrower, including the length of the delay, tsasons for the delay, the borroveeprior
payment record, and the amount of the shortfaklation to the principal and interest owed.

The Company periodically may agree to modify thetractual terms of loans. When a loan is modified a concession is made to a
borrower experiencing financial difficulty, the nifidation is considered a troubled debt restructg(‘“TDR"). All TDRs are classified as
impaired.

Unallocated Component:

An unallocated component is maintained to coveettamties that could affect management’s estirna@obable losses. The unallocated
component of the allowance reflects the margimydriecision inherent in the underlying assumpticsesdun the methodologies for estimat
allocated and general reserves in the portfolio.

The following is a summary of the composition cdhg at the dates indicated:
September 30, 20 June 30, 201

(Dollars in thousands
Residential real estat

1-4 family $ 94,037 $ 95,417
Second mortgage 22,95¢ 24,19(
Equity lines of credi 25,40t 25,87(
Commercial real esta 130,42: 117,76:
Constructior 2,07¢ 2,01¢
Total mortgage loans on real est 274,90: 265,25:
Commercial busines 20,57¢ 22,22¢
Consume 20,93¢ 22,43¢
Total loans 316,41¢ 309,91

Less: Allowance for loan loss: 71C 437
Loans, ne $ 315,70t $ 309,47¢

The following table sets forth activity in the Coamy’s allowance for loan losses for the periodsciaigd:

Successor Company
For the three months ended September 30, 2011:

Residentie Commercie Commercia
Real Estat Real Estat Constructiol Business Consume Total
(Dollars in thousands
Balance at beginning of the peri $ 34 $ 147 $ 0 $ 23¢ $ 18 $437
Provision (benefit) charged to operatic 114 9) 0 15¢ 137 40C
Add recoveries on loans previously
charged oft 0 0 0 22 15 37
14¢ 13¢ 0 41€ 17¢ 874
Less loans charged ¢ 24 24 0 0 11€ 164
Balance at end of the peri $ 124 $ 114 $ 0 $ 41t $ 54 $71C
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Predecessor Company
For the three months ended September 30, 2010:

Residentie Commercie Commercis
Real Estat Real Estat Constructiol Business Consume Total
(Dollars in thousands
Balance at beginning of the peri $ 156/ $ 141: % 50 $ 1,051 $1,72¢  $5,80¢
Provision (benefit) charged to operatic (132 79t (50) 113 (267) 45¢
Add recoveries on loans previously chargec 0 1 0 1 14 16
1,43: 2,20¢ 0 1,16t 1,47¢ 6,281
Less loans charged ¢ 61 134 0 80 144 41¢
Balance at end of the peri $ 1,371 $ 2072 $ 0 $ 108 $1,33C $5,86:

The following table sets forth information regamglitmne allowance for loan losses by portfolio seghasnof September 30, 2011:

Commercia Commercie
Residentia
Real Estat Real Estatt Constructiol Business Consume Unallocate: Total
(Dollars in thousands
Allowance for loan losse:!
Individually evaluated for impairme: $ 71 % 68 $ 0 $ 231 $ 36 % 0 $ 407
Collectively evaluated for impairme 53 45 0 187 18 0 303
Total allowance for loan loss $ 124 $ 114 3 0 $ 418 $ 54 3 0 $ 71C
Loans:
Individually evaluated for impairme: $ 946 $ 1,031 $ 0 $ 91€¢ $ 92 % 0 $ 298
Collectively evaluated for impairme 141,45: 129,39: 2,07¢ 19,66( 20,84¢ 0 313,42¢
Total allowance for loan loss $142,40: $130,42: $ 2,07¢ $ 20,57¢ $20,93¢ $ 0 $316,41¢
The following table sets forth information regamglitne allowance for loan losses by portfolio seghasnof June 30, 2011:
Commercia Commerciz
Residentia
Real Estat Real Estatt Constructiol Business Consume Unallocate! Total
(Dollars in thousands
Allowance for loan losse:!
Individually evaluated for impairme $ 0O $ 11¢ % 0 $ 19 ¢ 0 % 0 $ 31t
Collectively evaluated for impairme 34 28 0 42 18 0 122
Total allowance for loan loss $ 34 $ 147 $ 0 $ 23 $ 18 % 0 $ 437
Loans:
Individually evaluated for impairme: $ 0 $ 1221 % 0 $ 1922 % 0 $ 0 $ 3,14
Collectively evaluated for impairme 145,47 116,54( 2,01t 20,30s 22,43t 0 306,77(
Total allowance for loan loss $14547 $117,76. $ 2,01t $ 22,22F $2243: $ 0 $309,91:
The following is a summary of past due and non+aadoans at September 30, 2011
Past Due
90 Days o Past Due
90 Days o
More-Still Total Non-
30-59 60-89 More- Past Total Total Accrual
Days Days Accruing Nonaccrue Due Current Loans Loans
(Dollars in thousands
Residential Real Estat
Residential -4 family $ 40z $ 55¢ $ 0 $ 2,32t $3,28/ $90,75! $ 94,037 $2,73¢
Second mortgage 81 141 0 89 311 22,64¢ 22,95¢ 15¢
Equity lines of credi 0 0 0 47 47 25,35¢ 25,40¢ 47
Commercial real esta 37k 24 0 384 783 129,63 130,42: 2,79
Constructior 0 0 0 121 121 1,95¢ 2,07¢ 121
Commercial busines 124 0 0 932 1,05¢€ 19,52( 20,57¢ 1,22¢
Consume 762 277 0 30€ 1,34¢ 19,59: 20,93¢ 35€
Total $1,74¢ $1,001 $ 0 $ 420 $6,947 $309,46¢ $316,41t $7,43¢
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The following is a summary of past due and non4adoans at June 30, 2011:

Past Due
90 Days o Past Due
90 Days o
More-Still Total Non-
3059 60-89 More- Past Total Total Accrual
Days Days Accruing Nonaccrue Due Current Loans Loans
(Dollars in thousands
Residential Real Estat
Residential -4 family $257 $1,021 $ 0O $ 1,77¢ $3,057 $ 92,36( $ 95,417 $2,19¢
Second mortgage 60 0 0 89 14¢ 24,04 24,19( 15¢€
Equity lines of credi 57 0 0 0 57 25,81 25,87( 47
Commercial real esta 0 492 0 934 1,42¢ 116,33! 117,76: 3,601
Constructior 0 0 0 121 121 1,89¢ 2,01% 121
Commercial busines 4 75 751 41¢ 1,24¢ 20,97¢ 22,22¢ 55¢
Consume 56€ 33€ 0 50¢ 1,412 21,02 22,43¢ 527
Total $944 $1,92¢ $ 751 $ 3,847 $7,46¢ $302,44! $309,91. $7,20¢

Nonaccrual commercial loans at September 30, 2a@Uane 30, 2011 include $2.1 million and $1.1iomill respectively, that were curren
both interest and principal payments at that dateywere not considered impaired.

The following table provides additional information impaired loans at September 30, 2011:

Unpaid
Recorded Principal
Investment Balance (1 Allowance

(Dollars in thousands
Impaired loans without a valuation allowan
Residential real estat

Residential -4 family $ 0 $ 0 $ 0
Commercial real esta 68¢< 68< 0
Commercial busines 201 201 0

Total 884 884 0
Impaired loans with a valuation allowan:
Residential real estat

Residential -4 family 14¢€ 14¢€ 4
Commercial real esta 34¢ 34¢ 69
Commercial busines 71E 71E 231

Total 1,20¢ 1,20¢ 304

Total impaired loan $ 2,09: $ 2,09: $ 304

(1) Impaired loans are presented net of the fdirevadjustments of $693 thousand resulting fromagp@ication of the acquisition method
of accounting in connection with the Merger on Deber 29, 201C

The following table provides additional information impaired loans at June 30, 2011:

Unpaid
Recorded Principal
Investment Balance (1 Allowance

(Dollars in thousands
Impaired loans without a valuation allowan

Commercial real esta $  34¢ $ 34t $ 0
Commercial busines 1,054 1,054 0
Total 1,402 1,402 0
Impaired loans with a valuation allowan:
Commercial real esta 873 873 11¢
Commercial busines 86¢ 86¢ 19€
Total 1,741 1,741 31t
Total impaired loan $ 3,14: $ 3,14 $ 31E

(1) Impaired loans are presented net of the fdiresvadjustments of $975 thousand resulting fromagp@ication of the acquisition method
of accounting in connection with the Merger on Deber 29, 201C
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The following is a summary of information pertaigito impaired loans at September 30, 2011:

Successor Compal Predecessor Compe
Three Months Ende

Three Months Ended
September 30, 207 September 30, 201
(Dollars in thousands

Average investment in impaired loal

Residential -4 family $ 49 |$ 31C
Commercial real esta 1,84¢ 3,15¢
Commercial busines 1,09( 1,43
Total average investment in impaired lo $ 298t |$ 4,90¢

Interest income recognized on impaired loz

Residential -4 family $ 1 (% 1
Commercial real esta 21 39
Commercial busines 4 11
Total interest income recognized on impaired lo. $ 26 |$ 51

Interest income recognized on a cash b
On impaired loans

Residential -4 family $ 1 |$ 1
Commercial real esta 21 39
Commercial busines 4 11
Total interest income recognized a cash basis paimad loan: $ 26 | $ 51

No additional funds were committed to be advancezbnnection with impaired loar

Credit Quality I nformation

The Company utilizes an eight point internal loating system for commercial real estate, conswacind commercial business loans as
follows:

Loans rated 1 — 4: Loans in these categories argidered “pass” rated loans with low to averade ris

Loans rated 5: Loans in this category are consitf&seecial mention.” These loans are beginninghtmnssigns of potential weakness and are
being closely monitored by management.

Loans rated 6: Loans in this category are consiti&sebstandard.” Generally, a loan is considerdaswandard if the current net worth
inadequately protects it and the paying capacityhefobligors and/or the collateral pledged. Theie distinct possibility that the Company
will sustain some loss if the weakness is not abet

Loans rated 7: Loans in this category are consitf&teubtful.” Loans classified as doubtful havetalk weaknesses inherent in those
classified substandard with the added charactetisiit the weaknesses make collection or liquidatidull, on the basis of current existing
facts, highly questionable and improbable.

Loans rated 8: Loans in this category are consiti8oss” and of such little value that their contance as loans is not warranted.

On an annual basis, or more often if needed, threpgaoy formally reviews the ratings on all commdrmal estate, construction and
commercial business loans. Semi-annually, the Cosnpagages an independent third-party to revieigrafecant portion of loans within
these segments. Management uses the results efréhgsws as part of its annual review process.
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The following table presents the Company’s loansidlyrating at September 30, 2011.

Commercia Commercis
Real Estat Constructiol Business

(Dollars in thousands
Loans rated -4 $122,37¢ $ 2,07¢ $ 16,95
Loans rated ! 1,727 0 713
Loans rated | 6,31¢ 0 2,912
Loans rated - 0 0 0
Loans rated ! 0 0 0
$130,42: $ 2,07¢ $ 20,57¢

The following table presents the Company’s loansisly rating at June 30, 2011.

Commercia Commercis
Real Estat Constructiol Business

(Dollars in thousands
Loans rated -4 $107,35¢ $ 2,01t $ 18,20:
Loans rated ! 3,13¢ 0 1,16¢
Loans rated | 7,272 0 2,85¢
Loans rated - 0 0 0
Loans rated ! 0 0 0
$117,76: $ 2,01t $ 22,22t

There were no restructured loans during the threetihs ended September 30, 2011, or restructured loa@or to the quarter but in default.

4.  Junior Subordinated Debentures Issued to AffiliatedTrust

NBN Capital Trust Il and NBN Capital Trust Il wefermed in December 2003, and NBN Capital Trustu&s formed in December 2004,
issue and sell common and trust preferred secsiriiiging the proceeds to acquire Junior Subordiraéferrable Interest Notes (“Junior
Subordinated Debentures”) from the Company. ThédBubordinated Debentures are the sole asseischf of the trusts.

The following table summarizes the Junior Suborgiddebentures and the common and trust prefee@mdities issued by each affiliated
trust at September 30, 2011. The Company hasdgheta redeem the Junior Subordinated Debenturdeatdemption price specified in the
associated Indenture, plus accrued but unpaideisti¢o the redemption date.

Contractue

Carrying Principal
Amount Interest
Affiliated Trusts Amount Due Rate Maturity Date
(Dollars in thousands
NBN Capital Trust Il $1,72¢ $ 3,09¢ 3.1% March 30, 203
NBN Capital Trust IlI 1,72¢ 3,09: 3.11% March 30, 203
NBN Capital Trust IV 4,53¢ 10,31( 2.1% February 23, 20:
Total $7,992 $16,49¢ 2.5€%

NBN Capital Trust Il and NBN Capital Trust Il payvariable rate based on three month LIBOR plug8%,8nd NBN Capital Trust IV pa

a variable rate based on three month LIBOR plu8%.8Accordingly, the trust preferred securitieshef trusts currently pay quarterly
distributions at an annual rate of 3.17% for ttaest liquidation amount of $1,000 per preferredusgcfor NBN Capital Trust Il and NBN
Capital Trust lll and an annual rate of 2.19% foe stated liquidation amount of $1,000 per pretesecurity for NBN Capital Trust IV. The
Company has fully and unconditionally guarante¢dfahe obligations of each trust. The guarantyers the quarterly distributions and
payments on liquidation or redemption of the tpustferred securities, but only to the extent ofdsiheld by the trusts. Based on the current
contractual rates and the impact of the interdstsaap referred to below, the annual interest es@en the trust preferred securities is
approximately $680 thousand.

In the fiscal year ended June 30, 2010 , the Cognparchased two interest rate caps and an inteatssswap to hedge the interest rate ris
notional amounts of $3 million, $3 million and $&fllion, respectively, of the Junior Subordinatedi®ntures. Each was a cash flow hedge
to manage the risk to net interest income duripgréod of rising rates.

The notional amount of $3 million for each interegte cap represents the outstanding junior subatelil debt from each trust. The strike rate
is 2.505%. The Company will recognize higher indéexpense on the Junior Subordinated Debenturglddirst 200 basis points increast
three-month LIBOR. Once three-month LIBOR rate exts£2.505% on a quarterly reset date, there widl payment by the counterparty to
the Company at the following quarter end. The ¢iffecdate of the purchased interest rate caps wpte&ber 30, 2009 and the caps matt
five years.
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The interest rate swap hedges Junior Subordinagdemures resulting from the issuance of trustepredl stock by the Company’s affiliate
NBN Capital Trust IV. The notional amount of $10lloih represents the outstanding Junior Subordth&ebentures from this trust. Unc
the terms of the interest rate swap, Northeast pdixed rate of 4.69% quarterly for a period okfiyears from the effective date of
February 23, 2010. We receive quarterly interegtmmnts of three month LIBOR plus 1.89% over the eséanm.

See Note 13 for additional information on derivasy

5.  Securities
Securities available-for-sale at amortized costapyoximate fair values at September 30, 2011Jand 30, 2011 are summarized below:

September 30, 201 June 30, 201
Amortized Fair Amortized Fair
Cost Value Cost Value
(Dollars in thousands

Debt securities issued by U.S. Governr-sponsored enterpris $ 46,077 $ 46,13¢ $ 48,827 $ 48,731
Mortgagebacked securitie 95,62« 97,09( 99,63" 99,55¢
Equity securities 0 0 19z 21€
Trust preferred securitie 0 0 46€ 451

$141,70: $143,22¢ $149,12: $148,96:

The gross unrealized gains and unrealized lossevaitable-for-sale securities are as follows:

September 30, 201 June 30, 201

Gross Gross Gross Gross
Unrealize Unrealize Unrealize Unrealize

Gains Losses Gains Losses

(Dollars in thousands

Debt securities issued by U.S. Governr-sponsored enterpris $ 63 $ 1 $ 7 $ 97
Mortgage-backed securitie 1,467 1 212 291
Equity securitie: 0 0 23 0
Trust preferred securitie 0 0 8 23
$ 1,53( $ 2 $ 25C $ 411

The following table summarizes gains and losseavailable-for-sale securities for the three momthded September 30, 2011 and 2010.

Successor Compal Predecessor Compe
Three Months Ende

Three Months Ended
September 30, 201 September 30, 201
(Dollars in thousands

60€ |$ 1,07¢

Proceeds from the sales of avail-for-sale securities $

Realized gain $ 14 |$ 12
Realized losse (67) 0
Net (loss) gair $ (53 |$ 12
Net (loss) gain after income ti $ (35 |'$ 8
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The following summarizes the Company’s gross uizedllosses and fair values aggregated by investoa¢egory and length of time that
individual securities have been in a continuougalized loss position, at September 30, 2011 and 3Q, 2011

Less than 12 Montt More than 12 Month Total

Unrealize« Unrealize« Unrealize
Fair Fair Fair
Value Losses Value Losses Value Losses
(Dollars in thousands
September 30, 201
Debt securities issued by U.S. Governr-sponsored enterpris $3,02¢ $ 1 $ O $ 0 $3,02¢ % 1
Mortgagebacked securitie 19C 1 0 0 19C 1
$3,21¢ $ 2 $ O $ 0 $3,21¢ $ 2

Less than 12 Montt More than 12 Month Total

Unrealize« Unrealize« Unrealize«
Fair Fair Fair
Value Losses Value Losses Value Losses
(Dollars in thousands
June 30, 2011
Debt securities issued by U.S. Governr-sponsored enterpris  $46,13( $ 97 $ O $ 0 $46,13( $ 97
Mortgagebacked securitie 51,367 291 0 0 51,367 291
Trust preferred securitie 174 23 0 0 174 23
$97,67: $ 411 $ O $ 0 $97,677 $ 411

Management of the Company, in addition to considecurrent trends and economic conditions that affgct the quality of individual
securities within the Company’s investment portfptionsiders the Company’s ability and intent tldsuch securities to maturity or
recovery of cost. Management does not believe atlyeoCompany’s available-for-sale securities watteer-than-temporarily impaired at
September 30, 2011.

Management evaluates securities for other-than-deanp impairment at least on a quarterly basisrance frequently when economic or
market conditions warrant such evaluation. The stwent securities portfolio is generally evaludtadother-than-temporary impairment
under ASC 320-10, Investments — Debt and Equity Securitfes

For those debt securities for which the fair vadfiehe security is less than its amortized cost,Glompany does not intend to sell such
security, and because it is more likely than nat thwill not be required to sell such securitjoptto the recovery of its amortized cost basis
less any credit losses, ASC 320-10 requires thlattbdit component of the other-than-temporary impent losses be recognized in earnings
while the noncredit component is recognized in otmenprehensive income, net of related taxes.

There were no other-than-temporary impairment kssesecurities for the three months ended Septed®h@011 or 2010.

The amortized cost and fair values of availablesiae debt securities at September 30, 2011 arel3wur011, by contractual maturity, are
shown below. Actual maturities may differ from c@utual maturities because borrowers may haveigheto call or prepay obligations with
or without call or prepayment penalties.

September 30, 201 June 30, 201
Amortized Fair Amortized Fair
Cost Value Cost Value
(Dollars in thousands

Due after one year through five ye $ 46,07 $ 46,13¢ $ 48,82 $ 48,73]
Due after five years through ten ye 0 0 0 0
Due after ten yeal 0 0 46€ 451
46,077 46,13¢ 49,29: 49,18¢
Mortgage-backed securitie 95,62+ 97,09( 99,63’ 99,55¢
$141,70: $143,22¢ $148,93( $148,74t

6. Advances from the Federal Home Loan Banl

A summary of borrowings from the Federal Home LB8amk (“FHLB") is as follows:

September 30, 201

Principal
Carrying Amounts Contractual
Amount Due Interest Rate Maturity Date:
(Dollars in thousands
$15,38t¢ $15,00( 2.55%-— 3.99% 2013
5,131 5,00( 3.08% 2014
7,674 7,50( 2.91%- 3.05% 2015
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June 30, 201
Principal
Carrying Amounts Contractual
Amount Due Interest Rate Maturity Date:
(Dollars in thousands
$15,45( $15,00( 2.55%— 3.99% 2013
12,83: 12,50( 2.91%- 3.08% 2015
10,46¢ 10,00( 4.26% 2017
5,17¢ 5,00( 4.29% 2018
$43,92. $42,50(

The FHLB had the option to call $25 million of thetstanding advances at September 30, 2011. Tlenspgtre continuously callable
quarterly until maturity.

7.  Structured Repurchase Agreements
A summary of outstanding structured repurchaseeageats is as follows:

September 30, 201
Principal Contractua

Carryinc Amounts Interest Embedded Amount of
Amount Due Rate Cap/Floor Cap/Floor Strike Rate Maturity
(Dollars in thousands

$20,66¢ $20,00( 4.68% Purchased Cay $ 40,00( Expired August 28, 201.
10,27: 10,00¢( 3.9¢% Sold Floors 20,00( Expired August 28, 201:
10,36¢ 10,00( 4.18% Purchased Cay 10,00( Expired December 13, 201
10,48¢ 10,00¢( 4.3(% Purchased Cay 10,00( Expired July 3, 201z
10,64¢ 10,00( 4.44% Purchased Cay 10,00( 3.81% September 23, 201

5,114 5,00( 2.86% None March 25, 201
$67,54¢ $ 65,00(
June 30, 201
Principal Contractua
Carrying Amounts Interest Embedded Amount of
Amount Due Rate Cap/Floor Cap/Floor Strike Rate Maturity
(Dollars in thousands

$20,85: $ 20,00( 4.68% Purchased Caj $ 40,00( Expired August 28, 201.
10,34¢ 10,00¢( 3.9&% Sold Floors 20,00( Expired August 28, 201:
10,44: 10,00( 4.18% Purchased Cay 10,00( Expired December 13, 201
10,55¢ 10,00¢( 4.3(% Purchased Cay 10,00( 3.79% July 3, 201z
10,68¢ 10,00( 4.40% Purchased Cay 10,00( 3.81% September 23, 201

5,12¢ 5,00( 2.8€% None March 25, 201«
$68,00¢ $ 65,00(

These structured repurchased agreements incorpordtedded interest rate caps as summarized ialtleedbove. The interest rate caps
reduced the Company’s balance sheet exposureng irgerest rates. For the structured repurchgseeanents maturing July 3, 2013 and
September 23, 2015, each agreement can be cabetbdy after the expiration of the non-call peridthe transaction in March 2009, which
did not have embedded interest rate caps or flatisyed the Company to extend its funding at afatsle interest rate. The issuer has nc
option unless the Company no longer maintains eg¢goy “well-capitalized status” or is subject toegulatory cease and desist order. Interest
is paid quarterly. The interest rates are fixedtiierterm of these agreements.

The Company is subject to margin calls on eacls#etion to maintain the necessary collateral irfoha of cash or mortgage-backed
securities during the borrowing term.
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Payments would be received on the interest rate wéen three-month LIBOR exceeds the strike ratthemuarterly reset date. The amount
of the payment would be equal to the differencevben the strike rate and threenth LIBOR multiplied by the notional amount o&thap ti
be made 90 days after the reset date. The purclivatsedst rate caps expire at the end of the ndrpeegods noted above.

The collateral pledged for these borrowings coasi§t-ederal National Mortgage Association, Feddi@he Loan Mortgage Corporation €
Government National Mortgage Association issuedtgagebacked securities with a fair value of $75.0 miiliand cash of $3.4 million as
September 30, 2011.

8. Stock-Based Compensation and Employee Benefi
A summary of the stock option activity for the thnmonths ended September 30, 2011 and 2010 id@sdp

Successor Compat Predecessor Compa

September 30, 201 September 30, 201

Weighted Weighted

Average Average
Shares Exercise Pric Shares  Exercise Pric
Outstanding at beginning of period 764,54¢ $ 14.0t | 18,00 $ 11.0¢
Granted 0 0 0 0
Exercisec 0 0 (7,500 8.2t
Forfeited (8,500 13.1( 0 0
Outstanding and at end of peri 756,04¢ $ 14.0¢ | 10,50 $ 13.1C

The following table summarizes information abowic&toption outstanding at September 30, 2011

Options Outstandin

Number
Outstanding ¢

September 3 Weighted Weighted

Average Average
Range of Exercise Prici 2011 Remaining Lif¢ Exercise Pric
$13.93-14.52 756,04¢ 9.3 $ 14.0¢

The estimated amount and timing of future pre-taklsbased compensation expense to be recognieeakdollows for the years ending
June 30:

(Dollars in thousands 2012 2013 2014 2015 2016 2017 Total
Stock Options $384 $384 $37C $351 $221 $ 48 $1,75¢
Restricted Stock Awar 36 36 36 36 18 — 162

$42C $42C $40€ $387 $23¢ $48 $1,9

At September 30, 2011, no stock options, restistedk or performance-based stock appreciationgigletre vested .

Refer to the Note 15 in the Company’s Annual ReparForm 10-K for fiscal year ended June 30, 2@t ¥rther information about the
Company’s employee benefits.

9. Capital Lease

In the fiscal year ended June 30, 2006, the Compasggnized a capital lease obligation for its t@&dquarters known as the Southern
Gateway building located at 500 Canal Street, LsmisMaine. The present value of the lease paynmmsfifteen years ($264 thousand per
year for each of the initial ten years of the lel@se and $306 thousand per year for each of gtdilee years) exceeded 90% of the fair ve

of the Southern Gateway building. The Bank’s conuiatending and underwriting, consumer loan undging, loan servicing, deposit
operations, accounting, human resources, risk neanagt, and executive administration departmentsmcthe approximately 27 thousand
square feet of space.
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The future minimum lease payments over the remgiténm of the lease and the outstanding capitakl@ebligations at September 30, 2011
are as follows:

(Dollars in thousands

2012 $ 264
2013 264
2014 264
2015 271
2016 30¢€
2017 and thereaftt 1,174
Total minimum lease paymer 2,54:
Less imputed intere: 50¢
Capital lease obligatio $2,03¢

10. Discontinued Operations

On August 31, 2011, the Company sold customerdistscertain fixed assets of its wholly-owned sdiasy, Northeast Bank Insurance
Group, Inc (“NBIG”") to local insurance agenciedwo separate transactions. The Varney Agency,dhBangor, Maine acquired nine
agency locations including Anson, Auburn, AuguBethel, Livermore Falls, Scarborough, South Pditmmaston and Turner, Maine. The
Berwick, Maine agency office which will operate @ndhe name of Spence & Matthews was acquired bylBy Scott, a member of NBIG's
senior management team. The sale gain, net of ia¢ares, combined with the elimination of custotistrand non-compete intangibles
increased tangible equity by approximately $8.4iaml The following is a summary of the sale traot&m:

(Dollars in thousand

Sale proceed $ 9,72¢
Less:
Customer lists, net of accumulated amortiza 6,222
Non-compete agreements, net of accumulated amortiz 1,15¢
Fixed assets, net of accumulated depreci: 157
Severance and other direct exper 661
Pre-tax gain recognize $ 1,52¢

Operations associated with NBIG for the three memtihded September 30, 2011 and 2010 have beeifiethas discontinued operations in
the accompanying consolidated statements of incdime Company has eliminated all intercompany tretinsas in presenting discontinued
operations for each period. Insurance commissiesscated with NBIG were $965 thousand and $1.4amifor the three month period
ending September 30, 2011 and 2010, respectivetgndible and fixed assets associated with discoatl operations totaled approximately
$7.4 million and $160 thousand, respectively, aeJ80, 2011. In conjunction with the transactitye, Company repaid borrowings associated
with NBIG totaling $2.2 million.

NBIG had previously sold customer lists and cerfaiad assets of its agency offices in Jackmanndad Worldwide Risk Management, It
on December 22, 2010, in Rangeley, Maine to Mo&dfurbish Insurance Agency on January 31, 2010,iamdlexico, Maine to UIG, Inc.
on December 31, 2009.
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11. Earnings Per Share (EPS

EPS is computed by dividing net income allocatedammon shareholders by the weighted average consimanes outstanding. The
following table shows the weighted average numlbeshares outstanding for the periods indicatedr&hissuable relative to stock options
granted have been reflected as an increase ir#lresoutstanding used to calculate diluted ER&; applying the treasury stock method.
number of shares outstanding for basic and dil&fe8 is presented as follows:

Successor Compa Predecessor Compe
Three months end:
Three months ended
September 30, 20: September 30, 201
(Dollars in thousands, except per share
amounts’
Earnings per common share
Net Income $ 52¢ |$ 961
Preferred stock dividenc (53 (53
Accretion of preferred stoc (44) @)
Accretion of issuance cos (D) (D)
Net income available to common shareholt $ 431 |$ 90C
Dividends and undistributed earnings allocatednzested shares of stock awa (1) 0
Net income applicable to common sharehol $ 43C | $ 90C
Average common shares issued and outstar 3,494,49! 2,329,09i
Earnings per common share
(Loss) income from continuing operations $ 0.19 |$ 0.3¢
Income from discontinued operations 0.2F 0.0
Earnings per common share $ 01z |$ 0.3¢
Diluted earnings per Common share
Net income available to common shareholc $ 431 [ $ 90C
Dividends and undistributed earnings allocatedneested shares of stock awa (1) 0
Net income applicable to common sharehol $ 43C | $ 90C
Average common shares issued and outstar 3,494,49 2,329,09
Diluted potential common shar 19,041 20,01"
Total diluted average common shares issued anthodiag 3,513,54! 2,349,11
Diluted earnings per common share
(Loss) income from continuing operations $ (0.19) |$ 0.3t
Income from discontinued operations 0.2t 0.0z
Diluted earnings per common share $ 01z [$ 0.3¢

12. Fair Value Measurements

In accordance with ASC 820/Fair Value Measurement’,the Company groups its assets and liabilities nredsat fair value in three leve
based on the markets in which the assets andifiebiare traded and the reliability of the assuomst used to determine fair value.

Level 1 - Valuations for assets and liabilitiedtd in active exchange markets, such as the New Simck Exchange. Level 1 also includes
U.S. Treasury and other U.S. Governmsponsored enterprise securities that are tradetbalers or brokers in active markets. Valuatioe:
obtained from readily available pricing sourcesrf@arket transactions involving identical assetBadnilities.

Level 2 - Valuations for assets and liabilitieddd in less active dealer or broker markets. Valnatare obtained from third party pricing
services for identical or comparable assets oililis.

Level 3 - Valuations for assets and liabilitiesttaee derived from other methodologies, includipgian pricing models, discounted cash flow
models and similar techniques, are not based okaherchange, dealer, or broker traded transactiagnl 3 valuations incorporate certain
assumptions and projections in determining theaiue assigned to such assets and liabilities.

A financial instrument’s level within the fair vaihierarchy is based on the lowest level of inpat is significant to the fair value
measurement.

A description of the valuation methodologies usmdristruments measured at fair value, as welhageneral classification of such
instruments pursuant to the valuation hierarchgeisforth below. These valuation methodologiessvegplied to all of the Company’s
financial assets and financial liabilities carragdair value at September 30, 2011 and June 30,.20

The Compan’s exchange traded equity securities are genefatbgified within Level 1 or Level 2 of the fair v hierarchy because they .



valued using quoted market prices, broker or depletations, or alternative pricing sources withsenable levels of price transparency.

The Company'’s investment in municipal, corporaté agency bonds and mortgage-backed securitiesablaior-sale is generally classified
within level 2 of the fair value hierarchy. For sigesecurities, we obtain fair value measuremeats fndependent pricing services. The fair
value measurements consider observable data thyaineiade dealer quotes, market spreads, cash flitwedJ.S. Treasury yield curve,
trading levels, market consensus prepayment speestht information and the instrument’s terms andditions.
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Level 3 is for positions that are not traded iractnarkets or are subject to transfer restrictioatuations are adjusted to reflect illiquidity
and/or non-transferability, and such adjustmergsganerally based on available market evidencidmbsence of such evidence,
management’s best estimate is used. Subsequaeritiabvaluation, management only changes Levelfits and assumptions when evidence
such as transactions in similar instruments, cotagler pending third-party transactions in the ulyitey investment or comparable entities,
subsequent rounds of financing, recapitalizatioth @her transactions across the capital structfferings in the equity or debt markets, and
changes in financial ratios or cash flows indicaled initial valuation needs to be updated.

The Company did not have any transfers of assdiahlities between Levels 1 and 2 of the fairunahierarchy during the three months
ended September 30, 2011.

The following summarizes assets measured at fhieviar the period ended September 30, 2011 anel 30n2011.

Assets Measured At Fair Value On A Recurring Basis

Fair Value Measurements at Reporting Date Us
Quoted Price

in Active Significant Significant
Markets for Other Unobservabl
Identical Observable
Total Assets Level Inputs Level ;! Inputs Level .

(Dollars in thousands

September 30, 201
Securities availab-for-sale

Debt securities issued by U.S. Government sponsamestprise! $ 46,13¢ $ 0 $ 46,13¢ $ 0
Mortgage-backed securitie 97,09( 0 97,09( 0
Other asset- purchased interest rate ce 13 0 13 0

Fair Value Measurements at Reporting Date Us
Quoted Price

in Active Significant Significant
Markets for Other Unobservabl
Identical Observable
Total Assets Level Inputs Level ! Inputs Level ;

(Dollars in thousands

June 30, 2011
Securities availab-for-sale

Debt securities issued by U.S. Government sponsamestprise! $ 48,737 $ 0 $ 48,737 % 0
Mortgage-backed securitie 99,55¢ 0 99,55¢ 0
Equity securitie: 21¢€ 21¢€ 0] 0
Trust preferred securitie 451 451 0 0
Other asset- purchased interest rate ce 46 0 46 0

Assets Measured At Fair Value On A Nonrecurring Bais

The Company’s impaired loans and acquired assetseported at the fair value of the underlyingateital if repayment is expected solely
from the collateral. Collateral values are estirdateing Level 2 inputs based upon appraisals ofaimroperties obtained from a third party.
For Level 3 input, collateral values are based anagement’s estimates pending appraisals from plairty valuation services or imminent
sale of collateral.

Fair Value Measurements at Reporting Date Us
Quoted Price

in Active Significant Significant
Markets for Other Unobservabl
Identical Observable
Total Assets Level Inputs Level ! Inputs Level ;
(Dollars in thousands
September 30, 201
Impaired Loan: $ 90t $ 0% 0% 90t
Acquired Asset: 463 0 0] 462
Premise: 35¢ 0 0 35¢
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Fair Value Measurements at Reporting Date Us
Quoted Price

in Active Significant Significant
Markets for Other Unobservabl
Identical Observable
Total Assets Level Inputs Level ! Inputs Level ;
(Dollars in thousands
June 30, 2011
Impaired Loan $ 142¢ 3% 0% 0 $ 1,42
Acquired Asset: 69C 0 0 69C
Premise: 361 0 0 361

Liabilities Measured At Fair Value On A Recurring Basis

Fair Value Measurements at Reporting Date Us
Quoted Price

in Active Significant Significant
Markets for Other Unobservabl
Identical Observable
Total Assets Level Inputs Level ;! Inputs Level .

(Dollars in thousands

September 30, 201
Derivative financial instrumer $ 69¢ $ 0 % (O 69¢

Fair Value Measurements at Reporting Date Us
Quoted Price

in Active Significant Significant
Markets for Other Unobservabl
Identical Observable
Total Assets Level Inputs Level ! Inputs Level :

(Dollars in thousands
June 30, 2011
Derivative financial instrumer $ 50 $ 0% 0% 503

The following table shows the change in the falugaof derivative financial instruments measuredaarcurring basis using significant
unobservable inputs (Level 3) for the three moetided September 30, 2011.

(Dollars in thousands

Beginning balance at July $508
Unrealized loss during three months ended SepteB8thet011 19€
Ending balance at September $69¢

The Company’s derivative financial instruments geaerally classified within level 3 of the fair ual hierarchy. For these financial
instruments the Company obtains fair value measemnésrfrom independent pricing services. The faueaneasurements utilize a discour
cash flow model that incorporates and considersmbble data that may include publicly availabledtiparty market quotes, in developing
the curve utilized for discounting future cash flow

Fair Value Estimates

Cash and Cash Equivalent3 he fair value of cash, due from banks, interesripg deposits and FHLB overnight deposits appretés thei
relative book values, as these financial instruséatve short maturities.

Available-for-sale Securities The fair value of available-for-sale securitis®stimated based on bid prices published in fiahnewspapers
or bid quotations received from securities dealers.

FHLB and Federal Reserve Stc- The carrying value of FHLB stock and Federal Resstock approximates fair value based on redempti
provisions of the FHLB and the Federal Reserve.

Loans and Loans he-for-sale- Fair values are estimated for portfolios of loaith similar financial characteristics. The faalue of
performing loans is calculated by discounting sciedi cash flows through the estimated maturity gigistimated market discount rates that
reflect the credit and interest rate risk inheiarthe loan. The estimates of maturity are basetherCompany’s historical experience with
repayments for each loan classification, modifedrequired, by an estimate of the effect of cureennomic conditions, lending conditions
and the effects of estimated prepayments.
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Fair value for significant nonperforming loans &sbd on estimated cash flows and is discounted asiate commensurate with the risk
associated with the estimated cash flows. Assumgtiegarding credit risk, cash flows and discoates are developed using available
market information and historical information.

Management has made estimates of fair value usseguht rates that it believes to be reasonablevaver, because there is no market for
many of these financial instruments, managemenhbdmsis to determine whether the fair value prtesewould be indicative of the value
negotiated in an actual sale.

The fair value of loans held-for-sale is estimataded on bid quotations received from loan dealers.

Interest Receivabl- The fair value of this financial instrument apxiroates the book value as this financial instrunterg a short maturity. It
is the Company’s policy to stop accruing interastaans past due by more than ninety days. Thexefbis financial instrument has been
adjusted for estimated credit loss.

Derivative financial instrument: Fair value for interest rate caps and interest savap agreements are based upon the amountseckti
settle the contracts.

Deposits- The fair value of deposits with no stated mayysuch as noninterest-bearing demand depositsigga NOW accounts and money
market accounts, is equal to the amount payabtieamand. The fair values of time deposits are basetie discounted value of contractual
cash flows.

The discount rate is estimated using the rate®otlyroffered for deposits of similar remaining orities.

The fair value estimates do not include the betieéit results from the lowest funding provided by the deposit liabilitiesygmared to the co
of borrowing funds in the market. If that value veasisidered, the fair value of the Company’s neetsscould increase.

Borrowings- The fair value of the Company’s borrowings witle -HLB is estimated by discounting the cash fltwsugh maturity or the
next repricing date based on current rates avaitebthe Company for borrowings with similar maties. The fair value of the Company’s
short-term borrowings, capital lease obligatiomnsicdured repurchase agreements and other borrevisnestimated by discounting the cash
flows through maturity based on current rates atéd to the Company for borrowings with similar orétes.

Junior Subordinated Debentur- The fair value of the Junior Subordinated Debegiis estimated based on current interest rates.
Due-to-Broker- The fair value of due-to-broker approximates yiag value due to their short term nature.

Commitments to Originate Loanghe Company has not estimated the fair valueofraitments to originate loans due to their sharhte
nature and their relative immateriality.

Limitations- Fair value estimates are made at a specific poititrie, based on relevant market information aforination about the financi
instrument. These values do not reflect any prenouliscount that could result from offering fotesat one time the Company’s entire
holdings of a particular financial instrument. Besa no market exists for a significant portionhed Company’s financial instruments, fair
value estimates are based on judgments regardingfaxpected loss experience, current economiditons, risk characteristics of various
financial instruments and other factors. Thesaregts are subjective in nature, involve uncertaéndind matters of significant judgment, and
therefore cannot be determined with precision. @Qbarin assumptions could significantly affect théreates.

Fair value estimates are based on existing on #rioltance sheet financial instruments without attémgpb estimate the value of anticipa
future business and the value of assets and tiabithat are not considered financial instrume@tber significant assets and liabilities that
are not considered financial instruments inclugedéferred tax asset, premises and equipment tartgible assets, including the customer
base. In addition, the tax ramifications relatethirealization of the unrealized gains and loss@shave a significant effect on fair value
estimates and have not been considered in aneadtimates.
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The following table presents the estimated faiugadf the Company'’s significant financial instrurteeat September 30, 2011 and June 30,
2011:

September 30, 201 June 30, 201
Carrying Estimated Carrying Estimated
Value Fair Value Value Fair Value

(Dollars in thousands
Financial asset:

Cash and cash equivalel $ 79,79¢ $ 79,79¢ $ 83,93. $ 83,93
Available-for-sale securitie 143,22¢ 143,22¢ 148,96: 148,96
Regulatory stock (FHLB and Federal Reserve Bi 5,76( 5,76( 5,76( 5,76(
Loans hel-for-sale 6,40¢ 6,44¢ 5,17¢ 5,20¢
Loans, ne 315,70¢ 322,73( 309,47¢ 316,36:
Accrued interest receivab 1,56¢€ 1,56¢ 1,24¢ 1,244
Other asset- purchased interest rate ce 13 13 46 46
Financial liabilities:

Deposits (with no stated maturit 177,76. 177,76: 186,71 186,71«
Time deposit: 215,97( 218,35( 214,40: 216,76
FHLB advance: 43,80: 45,34 43,92: 45,46t
Structured repurchase agreeme 67,54¢ 68,89t 68,00¢ 69,36«
Other borrowing: 0 0 2,22¢ 2,28(
Shor-term borrowings 1,00¢ 1,00¢ 2,51t 2,51¢
Capital lease obligatio 2,03t 2,26z 2,07t 2,30¢
Junior subordinated debentures issued to affiliaiests 7,992 8,01¢ 7,951 7,97¢
Other liabilities— interest rate sway 69¢ 69¢ 503 50z

13. Derivatives

The Company has stand alone derivative financ&himents in the form of interest rate caps whietive their value from a fee paid and are
adjusted to fair value based on index and strikes @nd a swap agreement which derives its vatra the underlying interest rate. These
transactions involve both credit and market righe fiotional amounts are amounts on which calcuiatipayments and the value of the
derivative are based. Notional amounts do not ssredirect credit exposures. Direct credit expessitimited to the net difference between
the calculated amounts to be received and padhyif Such differences, which represent the famevalf the derivative instruments, are
reflected on the Company’s balance sheet as demvassets and derivative liabilities.

The Company is exposed to credit-related losséweiRvent of nonperformance by the counterpanti¢sese agreements. The Company
controls the credit risk of its financial contratisough credit approvals, limits and monitoringgedures, and does not expect any
counterparties to fail their obligations. The Compadeals only with primary dealers.

Derivative instruments are generally negotiated-akre-counter contracts. Negotiated over-the-cautdeivative contracts are generally
entered into between two counterparties that netgosipecific agreement terms, including the undeglinstrument, amount, exercise prices
and maturity.

Risk Management Polici— Hedging Instruments

The Company evaluates the effectiveness of ent@rtogany derivative instrument agreement by meaguhe cost of such an agreement in
relation to the reduction in net income volatiltythin an assumed range of interest rates.

Interest Rate Risk Managem« Cash Flow Hedging Instruments

The Company uses long-term variable rate debtsasiace of funds for use in the Company’s lendingj ianestment activities and other
general business purposes. These debt obligatquuse the Company to variability in interest paytaatue to changes in interest rates. If
interest rates increase, interest expense incre@sasersely, if interest rates decrease, intengsénse decreases. Management believes it is
prudent to limit the variability of a portion ofiinterest payments and, therefore, generally leedgeortion of its variable-rate interest
payments. To meet this objective, management eimterinterest rate caps whereby the Company reserariable interest payments above a
specified interest rate and swap agreements whéheb@ompany receives variable interest rate pajsrard makes fixed interest rate
payments during the contract period.

At September 30, 2011, the information pertainmgutstanding interest rate caps and swap agreemsed to hedge variable rate debt is as
follows:

Interest Interest
Rate Cap Rate Swa
Notional amount (Dollars in thousanc $ 6,000 $10,00(

Weighted average pay re 4.6%%



Weighted average receive ri

1.96%
Strike rate based on 3 month LIB(C 2.51%
Weighted average maturity in ye: 3.0C 3.4z
Unrealized gains (Dollars in thousan $ 52 $ 25z
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The Company purchased two interest rate caps 26 $®usand which expire on September 30, 2014 sWag agreement provides for the
Company to receive payments at a variable ratemdeted by a specified index (three month LIBOREkthange for making payments at a
fixed rate.

During the three months ended September 30, 2@lihterest rate cap or swap agreements were tetedlipaior to maturity. At

September 30, 2011, the unrealized loss relatimgtéoest rate caps and swaps was recorded inadigeViabilities in accordance with ASC
815, “Derivatives and Hedging Changes in the fair value of interest rate capd swaps designated as hedging instruments oftiehility

of cash flows associated with long-term debt apored in other comprehensive income. These amauisequently are reclassified into
interest expense as a yield adjustment in the gemed in which the related interest on the longrtéebt affects earnings. None of the other
comprehensive income was reclassified into intexegense during the three months ended Septemb2030.

Risk management results for the three months eS8dptember 30, 2011 related to the balance shegirtgedf long-term debt indicates that
the hedges were 100% effective and that there wa®mponent of the derivative instruments’ gaitoss which was excluded from the
assessment of hedge effectiveness.

As of September 30, 2011, none of the losses regpantother comprehensive income related to theést rate caps and swap agreements are
expected to be reclassified into interest expeaseyaeld adjustment of the hedged borrowings duttire three-months ended September 30,
2011.

September 30, 201 Liability Derivatives
(Dollars in thousands

Derivatives designated as hedging instruments uA8€r 815:

Balance Sheet Locati Fair Value

Other liabilities $ 69¢

June 30, 201 Liability Derivatives
(Dollars in thousands

Derivatives designated as hedging instruments uA8€r 815:

Balance Sheet Locati Fair Value

Other liabilities $ 503

See Note 7, Structured Repurchase Agreementsdétitianal information on purchased interest rafgsca

14. Recent Accounting Pronouncement

In April 2011, the FASB issued ASU 2011-02A‘Creditor's Determination of Whether a Restruatgris a Troubled Debt Restructuririg.
This ASU provides additional guidance or clarifioatto help creditors determine whether a restmimguconstitutes a TDR. For public
entities, the amendments in this ASU are effedtivehe first interim or annual period beginning @nafter June 15, 2011, and should be
applied retrospectively to the beginning of theuwairperiod of adoption. As a result of applyinggh@mendments, an entity may identify
receivables that are newly considered impaired séwodild measure impairment on those receivablesppatively for the first interim or
annual period beginning on or after June 15, 28#ditional disclosures are also required under A8&). The adoption of this ASU did not
have a significant impact on the Company’s finahoiadition and results of operations.

In May 2011, the FASB issued ASU 2011-0Arhendments to Achieve Common Fair Value MeasureanenbDisclosure Requirements in
U.S. GAAP and International Financial Reporting i&tards.” The amendments in this ASU explain how to measairevalue. They do not
require additional fair value measurements andaténtended to establish valuation standardsfect¥aluation practices outside of
financial reporting. The amendments in this ASUtarbe applied prospectively. For public entitibe& amendments are effective during
interim and annual periods beginning after DeceniBe011. The adoption of this ASU is not expetteldave a significant impact on the
Company’s financial condition and results of opiera.

In June 2011, the FASB issued ASU 2011-0Brésentation of Comprehensive Incorh&he objective of this ASU is to improve the
comparability, consistency, and transparency @fmal reporting and to increase the prominendteofs reported in other comprehensive
income. Under this ASU, an entity has the optioprsent the total of comprehensive income, thepoomants of net income, and the
components of other comprehensive income eitharsimgle continuous statement of comprehensivariecor in two
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separate but consecutive statements. An entigigired to present each component of net incormrgyaddth total net income, each
component of other comprehensive income along avithtal for other comprehensive income, and a atadunt for comprehensive income.
An entity is required to present on the face offthancial statements reclassification adjustmémtstems that are reclassified from other
comprehensive income to net income in the stateslenhere the components of net income and the ones of other comprehensive
income are presented. The amendments in this ABUIdlve applied retrospectively. For public ensifithe amendments are effective for
fiscal years, and interim periods within those geleginning after December 15, 2011. The adotidghis ASU is not expected to have a
significant impact on the Company’s financial cdiwdi and results of operations.

15. Other Comprehensive Income (Loss
The components of other comprehensive (loss) indomehe three months ended September 30, 2012@1@ are as follows:

Successor Compa Predecessor Compe

(Dol in th d September 30, 20: September 30, 2010
ollars in thousands

Unrealized (losses) gains arising during the peoiogurchased
interest rate caps and rate swaps, net of taxtedfeg75 for
September 30, 2011 and $103 for September 30, $ (145 [$ (199

Unrealized (losses) gains arising during the pemaodinvestment
securities, net of tax effect of $(797) for SeptemB0, 2011 and
$101 for September 30, 20 1,547 (197

Reclassification adjustment for losses (gains)nmestment, net of
write-downs, included in net income, net of taveetfof $223 for
September 30, 2011 and $5 for September 30, (439 (10

Other comprehensive income (lo $ 96 |$ (406)

Included in accumulated other comprehensive incam@n adjustment to stockholders’ equity, is thlewing as of September 30, 2011 and
June 30, 2011:

Successor Compa Predecessor Compe
September 30, 20: June 30, 2011
(Dollars in thousands
Unrealized (losses) gains securities $ 152¢ |$ (160
Unrealized losses purchased interest rate capsatadwap: (402 (182)
Deferred tax effec (389 11€
Accumulated other comprehensive inca $ 74 | $ (226)
Item 2. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations

The following discussion should be read in conjiorctvith the consolidated financial statementses@nd tables included in Northeast's
Annual Report on Form 10-K for the fiscal year ehdane 30, 2011, filed with the Securities and Exge Commission.

A Note about Forward Looking Statements

This report contains certain “forward-looking staegnts” within the meaning of Section 27A of the @ées Act of 1933, as amended and
Section 21E of the Securities Exchange Act of 1834amended, such as statements relating to @uncia condition, prospective results of
operations, future performance or expectationsigylabjectives, prospects, loan loss allowancewatsq simulation of changes in interest
rates, capital spending and finance sources, argthue sources. These statements relate to expestabncerning matters that are not
historical facts. Accordingly, statements thatlaaeed on management'’s projections, estimates, atisms, and judgments constitute
forward-looking statements. These forward-lookitagesments, which are based on various assumpsonse of which are beyond the
Company’s control), may be identified by referetwa future period or periods, or by the use ofvemd-looking terminology such as

“believe”, “expect”, “estimate”, “anticipate”, “cdimue”, “plan”, “approximately”, “intend”, “objectie”, “goal”, “project”, or other similar

terms or variations on those terms, or the futureomditional verbs such as “will”, “may”, “should“could”, and “would”. In addition, the
Company may from time to time make such oral ottemi “forward-looking statements” in future filinggth the Securities and Exchange

Commission (including exhibits thereto), in its oes to shareholders, and in other communicatioadenby or with the Company’s approval.

Such forward-looking statements reflect our curréetvs and expectations based largely on informatiarrently available to our
management, and on our current expectations, asgurspplans, estimates, judgments, and projectinsit our business and our industry,
and they involve inherent risks and uncertainttdthough the Company believes that these forwaokilog statements are based on
reasonable estimates and assumptions, they agriantees of future performance and are subjéatden and unknown risks,
uncertainties, contingencies, and other factorsofdingly, the Company cannot give you any asswranat our expectations will, in fact,
occur or that our estimates or assumptions wiltdmeect. The Company cautions you that actual tesoluld differ materiall
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from those expressed or implied by such forwardkilog statements as a result of, among other factbenges in interest rates; competitive
pressures from other financial institutions; thieets of a continuing deterioration in general exoit conditions on a national basis or in the
local markets in which the Company operates, inolydhanges which adversely affect borrowers’ gbib service and repay our loans;
changes in loan defaults and charge-off rates;gd®im the value of securities and other asse¢gjuatty of loan loss reserves, or deposit
levels necessitating increased borrowing to fumehdoand investments; increasing government regulagich as the Dodd-Frank Wall Street
Reform and Consumer Protection Act of 2010; thie theit intangibles recorded in the Company'’s finalhstatements will become impaired,;
changes in assumptions used in making such forlealdng statements; and the other risks and uniceiga detailed in the Company’s
Annual Report on Form 10-K for the fiscal year ehdane 30, 2011 and other filings submitted toSbeurities and Exchange Commission.
These forward-looking statements speak only abefiaite of this report and the Company does nartakk any obligation to update or
revise any of these forward-looking statement®flect events or circumstances occurring aftedtte of this report or to reflect the
occurrence of unanticipated events.

Financial Statement Presentation

On December 29, 2010, FHB Formation LLC (“FHB”) med with and into Northeast, with Northeast assthvwiving company (“the
Merger”). FHB is the entity through which a groupirependent accredited investors (the “Invesjopsitchased 937,933 shares of the
Company'’s outstanding common stock and 1,161,1&festof newly-issued voting and non-voting comntogls at a price equal to $13.93
per share. As a result of this transaction, $16l&om of new capital was contributed to the Compaand the Investors collectively own
approximately 60% of the outstanding common shaféise Company. We have applied the acquisitiorhoebf accounting, as described in
Accounting Standards Codification (“ASC”) 805Btisiness Combinationsto this transaction, which represents an actjarsby FHB of
Northeast, with Northeast as the surviving comp.

As a result of application of the acquisition methud accounting to the Company’s balance sheetCtimapany’s financial statements from

the periods prior to the transaction date are mettly comparable to the financial statementspftiods subsequent to the transaction dat
make this distinction, we have labeled balancesrasults of operations prior to the transactiore et “Predecessor Company” and balances
and results of operations for periods subsequettietdransaction date as “Successor Company.” ddledf comparability arises from the
assets and liabilities having new accounting basesresult of recording them at their fair valag®f the transaction date rather than at
historical cost basis. To denote this lack of corapdity, a heavy black line has been placed beiwibe Successor Company and Predecesso
Company columns in the Consolidated Financial States and in the tables in the notes to the statenaad in this discussion.

Description of Operations and Business Strategy

Northeast Bancorp is a Maine corporation and a Iheding company registered with the Federal ResB8ank of Boston under the Ba
Holding Company Act of 1956. The Company also lisgistered Maine financial institution holding caamy. The Federal Reserve Bank is
the primary regulator of the Company, and the Camipa also subject to regulation and examinatiothgySuperintendent of the Maine
Bureau of Financial Institutions. We conduct busgi&om our headquarters in Lewiston, Maine, anof &eptember 30, 2011, from 10
banking offices, one financial center and threa Ipeoduction offices located in western and sowht@l Maine, one mortgage loan
production offices in Portsmouth, New Hampshire] ane business development office located in Bostassachusetts. At September 30,
2011, we had consolidated assets of $587.2 midlimhconsolidated stockholders’ equity of $66.2iomill

Northeast Banco’s principal asset is the capital stock of Northdzank (the “Bank”), a Maine state-chartered unse¢ibank. Accordingly,
the Company’s results of operations are primardgehdent on the results of the operations of thkBa addition to the Bank’s ten branch
offices, its investment brokerage division, Nortsteeinancial Services, offers investment, insuraarw financial planning products and
services from its main office in Falmouth, Mains,veell as through the Bank’s branch offices.

Northeast, through the Bank and third party atiiias, provides a broad range of financial serviodsdividuals and companies in west

and south-central Maine and southeastern New Hanep£bur traditional community banking strategy sists of attracting deposits from the
general public and applying those funds to origirmtacquire residential mortgage loans, commebcisiness loans, commercial real estate
loans and consumer loans. While lending is our @ryninvestment activity, we also invest in mortgdgeked securities and securities issued
by U.S. Government-sponsored enterprises, whialeses a source of liquidity for the Company. We amphasize the generation of
noninterest income through gains earned on theofaksidential mortgage loans in the secondaryketaand by providing financial planning
and investment brokerage services to customers.

On August 31, 2011, we sold the customer listsaanthin other assets of the Banks'’s insurance gganrusidiary, Northeast Bank Insurance
Group, Inc. (“NEBIG”) in two transactions to two M&-based insurance agencies. NBIG’s insurancecggafice in Berwick was sold to
Brad Scott, a former senior manager of NBIG and eyierate under the name Spence & Matthews. Thecggefices in Southern, Western
and Central Maine were sold to the Varney Ageney, bf Bangor Maine. The aggregate sale price esalassets was $9.7 million, which
after expenses and taxes had the effect of incrgdise Company’s tangible equity by approximatedyddmillion.
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With the additional capital provided as a resulthaf Merger and the sale of NBIG assets, the Cognjzain the process of augmenting its
traditional community banking strategy with two nbusiness initiatives:

1. A Loan Acquisition and Servicing Group, to puash performing commercial business loans for plastéond to service
commercial business loans for third parties. Inléisé two quarters of Fiscal 2011 and the firstrtpreof the Fiscal year ending
June 30, 2012, the Loan Acquisition and Servicimgup made significant investments in staffing amfdaistructure to build its
purchasing and servicing capabilities, and laundbad purchasing activities in the fourth quarteFiscal 2011

2. An Online Deposit Program, to provide a new sewf core deposit funding for the Bank. This peogiis currently under
development, and is expected to begin operatidhdrsecond half of Fiscal 201

Overview

For the quarter ended September 30, 2011, the Gomganed net income of $529 thousand and net ia@mailable to common
shareholders of $431 thousand or $0.12 per dilsitade. The Company’s net income for the periodistet of net income from discontinued
operations of $1.1 million and a net loss from @urihg operations of $594 thousand. Effective Au@is 2011, the Company sold the
customer lists and certain fixed assets of itsrgusce agency business to local agencies in twaaepmansactions. The gross sales price of
$9.7 million, net of related expenses, yieldedextpx gain of $1.5 million and served to incredse@ompany'’s tangible capital by
approximately $8.4 million or $2.40 per share. Bipally as a result of this transaction, the Comypatangible book value increased to
$16.14 per share at September 30, 2011 from $}R68hare at June 30, 2011.

Quarterly results for the three months ended Sdpter30, 2011 also included a loss of $53 thousarnith® sale of the Company’s remaining
equity securities portfolio. Excluding the effeéttbis non-recurring item, as well as the operatiohthe Company’s insurance agency
business and gain on sale, loss before income faxése quarter was approximately $944 thousandsalt that reflects up-front staffing and
infrastructure costs related to the Company’s rewding and deposit initiatives.

For the quarter ended September 30, 2010, the Goygaaned net income of $961 thousand and net ia@mailable to common
shareholders of $900 thousand or $0.38 per dilsttede. The Company’s net income for the periodistet of net income from discontinued
operations of $77 thousand and net income fromimoing operations of $884 thousand. As noted eatlese operating results, which
occurred prior to the Merger on December 29, 2@t®not directly comparable to results for finahperiods subsequent to the Merger. This
lack of comparability arises due to the applicatoquisition accounting for the Merger, which résdlin new accounting bases for assets
liabilities as a result of recording them at tHair values as of the Merger date rather thanstblical cost.

Financial Condition

Overview

Total assets declined by $9.2 million or 1.5% t8%2 million at September 30, 2011, compared tal tgsets of $596.4 million on June 30,
2011. The principal components of the change irbtilence sheet during the fiscal 2012 first quartene as follows:

1. Loan growth of $7.7 million or 2.5%, lead by gth of $14.7 million in commercial loans purchased originated by the Company’s
Loan Acquisition and Servicing Group. The Bank’svrieoan Acquisition and Servicing Group has purchgserforming commercial
business loans nationwide for the Bank’s portfdBach purchased commercial business loans areatiypacquired at a discount from
their outstanding principal balances, producinddgdnigher than those normally achievable on thekBaoriginated commercial
business loans. The remainder of the Bank’s loatigho decreased by $7.0 million during the quartgincipally due to an increased
level of mortgage refinance activity. During theagger, most refinances of loans in the Bank’s @éxgsportfolio were fixed rate loans,
which the Bank sold in the secondary mar

2. An $11.7 million reduction in funding sources, cisting of a $7.4 million, or 1.8%, net decreaseé@posits and a $4.3 million, or 3.4
decrease in borrowed funds. The latter is primdhig/result of repaying NBIG debt in connectionhathie insurance transactic

3. A $9.9 million or 4.2% decrease in cash and sges, the net result of changes in loans, otlssets and funding sources. Cash and
securities, net of holdings pledged as collataabbrrowed funds, represent 25% of total asseqsiatter-end, a level of balance sheet
liquidity that is intended in part for future puedes of commercial loar

Assets
Cash, Short-term Investments and Securities

Cash and short-term investments were $79.8 miimnf September 30, 2011, a decrease of $4.1 mithio4.9%, from $83.9 million at

June 30, 2011. Available for sale securities wa43% million as of September 30, 2011, a decrefi$6.7 million, or 3.9% from $149.0
million as of June 30, 2011. These decreases, vagghegate $9.9 million, were principally the résidldecreases in deposits and borrowed
funds, and increases in loans, offset in part bg@ease in other assets.
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At September 30, 2011, our investment portfolio wasprised of U.S. Government-sponsored enterposes and mortgage-backed
securities. Most mortgage-backed securities and Gadsernmensponsored enterprise bonds were pledged to thedddieme Loan Bank «
Boston (“FHLBB") as collateral for outstanding FHBBadvances, structured repurchase agreements aiakality at the FHLBB for future
borrowings. The following table shows the amortizedt and fair value of our securities (all of whare classified as ‘available for sale’) at
the dates indicated:

September 30, 201 June 30, 201
Amortized Fair Amortized Fair
Cost Value Cost Value

(Dollars in thousands

Securities available for sale

Governmer-sponsored enterprise obligatic $ 46,077 $ 46,13¢ $ 48,827  $ 48,73%
Mortgagebacked securitie 95,62¢ 97,09( 99,63’ 99,55¢
Total debt securitie 141,70: 143,22¢ 148,46- 148,29!
Trust preferred securitie 0 0 46€ 451
Equity securitie: 0 0 192 21€
Total equity securitie 0 0 65¢ 667
Total available for sale securiti $141,70: $143,22¢ $149,12: $148,96:
Restricted equity securities:
Federal Reserve Bank sta $ 871 $ 871 $ 871 $ 871
Federal Home Loan Bank of Boston st 4,88¢ 4,88¢ 4,88¢ 4,88¢
Total restricted equity securiti $ 576C $ 576(C $ 576( $ 5,76(

The following supplemental table provides informatregarding the issuers of our securities as pfedeber 30, 2011:

September 30, 201
Amortized Fair
Cost Value
(Dollars in thousands

Securities available for sale:

Federal National Mortgage Associati $ 27,57 $ 27,61(
Federal Home Loan Mortgage Corporat 6,187 6,20z
Federal Home Loan Bar 12,31¢ 12,327
Governmer-sponsored enterprise obligatic 46,07 46,13¢
Federal National Mortgage Associati 54,947 55,98¢
Government National Mortgage Associat 9,07 9,14¢
Federal Home Loan Mortgage Corporat 31,60: 31,95¢
Mortgagebacked securitie 95,62+ 97,09(
Total availabl-for-sale securitie $141,70: $143,22¢

Our entire securities portfolio was classified agilable-for-sale at September 30, 2011 and Jun2@ML, and carried at fair value on that
date. Changes in market value, net of applicalderire taxes, are reported as a separate comporn&otkholders’ equity. Gains and losses
on sales of securities are recognized at the tinsale using the specific identification methodeTdmortized cost and fair value of available-
for-sale securities at September 30, 2011 were .$l@illion and $143.2 million, respectively. The.$illion difference between fair value
and cost of the securities is primarily attributatsl an increase in the market value of mortgagédshsecurities.

Loan Portfolio

Total loans, including loans held-for-sale, amodrte$322.8 million as of September 30, 2011, anease of $7.7, or 2.5%, from $315.1
million as of June 30, 2011. Compared to June B012loans held-for-sale increased $1.2 million2®7%, commercial real estate loans
increased $12.7 million, or 10.8%, residential essthte loans decreased $1.4 million, or 1.4% cawielédusiness loans decreased $1.6
million, or 7.4%, and consumer loans decreased $8lidn, or 4.4%. The increase in commercial restlate loans was driven by an increase
of $14.7 million in commercial loans purchased ngioated by the Company’s Loan Acquisition andv&2ng Group, offset in part by
amortization and payoffs within the originated coetoial real estate loan portfolio. The net reductioresidential real estate loans was the
result of customer refinances into new fixed ratnk, which the Bank sells in the secondary moggagrket. The following table shows the
composition of the loan portfolio excluding loareddhfor sale of $6.4 million and $5.2 million as®éptember 30, 2011 and June 30, 2011,
respectively.
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September 30, 201 June 30, 201
Amount Percen Amount Percen:
(Dollars in thousands

Mortgage loans

Residentia $ 94,037 29.7% $ 9541 30.7%%
Commercial 130,42: 41.22% 117,76: 38.0(%
Constructior 2,07¢ 0.6€% 2,01 0.65%
Home equity 48,36¢ 15.2¢% 50,06( 16.15%
274,90: 86.8%0 265,25! 85.5%0
Other loans

Commercial busines 20,57¢ 6.5(% 22,22t 7.11%
Consume 20,93¢ 6.62% 22,43¢ 7.24%
Total loans 316,41¢ 100.0(% 309,91: 100.0%

Allowance for loan losse 71C 437

Total loans, ne $315,70¢ $309,47¢

We have continued to sell most of the residengial estate loans originated by us into the secgndarket. Residential real estate loans
originated in the quarter ended September 30, ffthled $32.1 million and loans sold into the selzoy market during that period totaled
$27.3 million. Approximately 61% of total portfolioans were variable rate products at Septembe2@®0l, and June 30, 2011, respectively.

Classification of Assets

Loans are classified as non-performing when 90 gags due, unless a loan is well-secured and ioggoof collection. Loans less than 90
days past due, for which collection of principalimterest is considered doubtful, are also deseghas non-performing. In both situations, we
cease accruing interest. The Bank had non-perfgrioians totaling $7.4 million, or 2.3% of total fog at September 30, 2011 compared to
$8.0 million, or 2.6% of total loans, at June 3012. The following table shows the compositiontef Bank’s non-performing loans at the
dates indicated:

Description: September 30, 20 June 30, 201
(Dollars in thousands

Residential Real Esta $ 2,93¢ $ 2,40(
Commercial Real Esta 2,791 3,601
Construction Loai 121 121
Commercial business Loa 1,22¢ 55¢
Consumer and Othu 35€ 527

Total nor-performing loan: $ 7,43¢ $  7,20¢

Of total non-performing loans at September 30, 26219 million was current and paying, comparei3d million at June 30, 2011, a
decrease of $0.2 million, which represents loaatliave been returned to full accrual status. TémekBypically maintains such loans as non-
performing until the respective borrowers have destrated a sustained period of performance.

At September 30, 2011, the Company had acquireztsas$463 thousand, compared to $690 thousahahat 30, 2011, a decrease of $227
thousand, or 33%. Acquired assets were comprisethef real estate owned and other assets acqthiestitter consisting primarily of
personal property securing consumer loans repas$égsthe Bank. The real estate and personal gyopeltateral for commercial and
consumer loans is written down to its estimatedizalale value upon transfer to acquired assetseR@ss and expenses are recognized in the
period when received or incurred on other realtestad in substance foreclosures. Gains and lessdisposition are recognized in
noninterest income.

Commercial real estate and commercial business lasmperiodically evaluated under an eight-pagkt rating system. These ratings are
guidelines in assessing the risk of a particulanldVe had commercial real estate and commercsihéss loans totaling $9.2 million and
$10.1 million at September 30, 2011 and June 301 2@spectively, classified as substandard ordawmeéer our risk rating system. This
decrease was primarily due to decreases in comahergtomer relationships experiencing weaknessteeiunderlying businesses. These
loans were subject to our internal specific reviemthe risk of loss based on the liquidation offateral, information that is included in
determining the adequacy of the allowance for loases. At September 30, 2011, $4.0 million of #msunt was non-performing
commercial real estate and commercial businessIddre remaining $5.2 million of commercial reabés and commercial business loans
classified as substandard at September 30, 20tiéreé one or more weaknesses or potential wealnasdéhave the potential to become
non-performing loans in future periods.
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The following table shows the quarterly trend & Bank’s loans 30 days or more past due as a gageenof total loans:

9/30/11 6/30/11 03/31/11 12/31/10 9/30/10
2.20% 2.41% 2.25% 1.94% 2.74%

Allowance for Loan Lossé¢

The Company'’s allowance for loan losses was $7@0shnd as of September 30, 2011, which represenitsrease of $273 thousand from
the $437 thousand allowance as of June 30, 20khrnection with the application of the acquisitioathod of accounting for the merger on
December 29, 2010, the allowance for loan lossessghato zero when the loan portfolio was markeitstthen current fair value. Since that
date, the Company has been creating a new alloywasaew loans are booked or in the event thattaggdosure in the pre-merger loan
portfolio exceeds the exposure estimated whervédires were determined.

The allowance for loan losses represents manag&estimate of this risk in the loan portfolio. Shévaluation process is subject to
numerous estimates and judgments. The frequendgfatilt, risk ratings, and the loss recovery radespng other things, are considered in
making this evaluation, as are the size and dityeosiindividual large credits. Changes in thesingstes could have a direct impact on the
provision and could result in a change in the afloee. The larger the provision for loan lossesgtieater the negative impact on our net
income. Larger balance, commercial business andrenial real estate loans representing significgadividual credit exposures are
evaluated based upon the borrower’s overall fir@ra@ndition, resources, and payment record, thegacts for support from any financially
responsible guarantors and, if appropriate, thizedde value of any collateral. The allowancelfman losses attributed to these loans is
established through a process that includes estswwdthistorical and projected default rates asd everities, internal risk ratings and
geographic, industry and other environmental factbtanagement also considers overall portfoliodgattirs, including trends in internally
risk-rated loans, classified loans, nonaccrual dcamd historical and projected charge-offs and/i@weof industry, geographic and portfolio
concentrations, including current developmentaddition, management considers the current bussiesggy and credit process, including
credit limit setting and compliance, credit apptisyfoan underwriting criteria and loan workout pedures. Within the allowance for loan
losses, amounts are specified for larger-balararanpeercial business and commercial real estate lbatdrave been individually determined
to be impaired. These specific reserves considewallable evidence including, as appropriate,pgresent value of the expected future cash
flows discounted at the loan’s contractual effextiate and the fair value of collateral. Each ptidfof smaller balance, residential real estate
and consumer loans is collectively evaluated fqzainment. The allowance for loan losses for theses is established pursuant to a process
that includes historical delinquency and credislesperience, together with analyses that reflegeat trends and conditions. Management
also considers overall portfolio indicators, indhglhistorical credit losses, delinquent, nuerforming and classified loans, trends in volur
terms of loans, an evaluation of overall creditlijpand the credit process, including lending pigls and procedures and economic factors.
For the quarter ended September 30, 2011, we h@vehanged our approach in the determination oétlesvance for loan losses. There h
been no material changes in the assumptions onatstin techniques as compared to prior periodiardchining the adequacy of the
allowance for loan losses.

The following table allocates the allowance fomdasses by loan category and the percent of lmaeach category to total loans at the dates
indicated below. The allowance for loan lossescalled to each category is not indicative of futoeses and does not restrict the use of the
allowance to absorb losses in other categories.

September 30, 201 June 30, 201
Percent Percent
of Loans of Loans
Allowance Loan In Each Allowance Loan In Each
Balances Category Balances Category
For Loan By to Total For Loan By to Total
Losses Category Loans Losses Category Loans
(Dollar in thousands
Mortgage loans on real esta
Residentia $ 111 $ 94,03 29.77% $ 26 $ 9541° 30.7%
Commercial 114 130,42: 41.22% 147 117,76 38.0(%
Constructior 0 2,07¢ 0.6€% 0 2,01t 0.65%
Home equity 13 48,36¢ 15.28% 8 50,06( 16.15%
23¢ 274,90:. 86.8(% 181 265,25: 85.5%
Other loans
Commercial busines 41¢ 20,57¢ 6.5(% 23¢ 22,22¢ 7.17%
Consume 54 20,93¢ 6.62% 18 22,43t 7.28%
472 41,51¢ 13.12% 25€ 44,66( 14.41%
Total $ 71C $316,41¢ 100.0% $ 437 $309,91: 100.0(%
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The following table details the activity in our@lance for loan losses:

Successor Compa Predecessor Compe
Three months end:
Three months ended
September 30, 20: September 30, 201
(Dollars in thousands
Balance at beginning of peri $ 437 $ 5,80¢
Charge-offs:
Residential mortgage loal (24) (612)
Commercial loan (24) (2149)
Consumer loan (11€) (144)
Total charg-offs (164) (419
Recoveries
Residential mortgage loa 1 0
Commercial loan 22 2
Consumer loan 14 14
Total recoverie 37 16
Net charg-offs (127) (409
Provision (benefit) for loan losse
Residential mortgage loal 114 (132
Commercial loan 14¢ 85¢
Consumer loan 137 (267)
Total provision for loan losse 40C 45¢
Balance at end of peric $ 71C $ 5,86:
Ratios:
Net charg-offs to average loans outstand 0.04% 0.1(%
Allowance for loan losses to n-performing loans at end of peri 9.55% 65.159%
Allowance for loan losses to total loans at engarfod 0.22% 1.55%

While management believes that it uses the bestrirdtion available to make its determinations witbpect to the allowance, there can be no
assurance that the Company will not have to ineréagrovision for loan losses in the future assalt of changing economic conditions,
adverse markets for real estate or other factdesse refer to Note 3 in the Unaudited Consolid&iedncial Statements included in the re

for additional information about the Company’s asdassification methodology and its allowancelé@n losses.

Other Assets

The cash surrender value of the Bank’s BOLI asseteased $127 thousand, or 1%, to $13.9 millicBegitember 30, 2011, compared to
$13.8 million at June 30, 2011. BOLI assets aresied in the general account of three insuranceanies and in separate accounts of a
fourth insurance company. A general account paicgsh surrender value is supported by the geassats of the insurance company. A
separate account policy’s cash surrender valugpgated by assets segregated from the generas agghe insurance company. Standard
and Poor’s rated these companies A+ or better@e8ier 30, 2011. Interest earnings, net of méytabists, increase the cash surrender
value. These interest earnings are based on ihtates reset each year, and are subject to miniguaranteed rates. These increases in cash
surrender value are recognized in other incomeaa@aot subject to income taxes. Borrowing on oresulering a policy may subject the
Bank to income tax expense on the increase ins@shnder value. For these reasons, managementdemBOLI an illiquid asset. BOLI
represented 19.9% of the Company’s total risk-basgital at September 30, 2011.

Intangible assets totaled $5.3 million and $13.lioni, respectively, at September 30, 2011 and An&011. The $7.8 million reduction
during the gquarter was the result of the sale of #7illion of intangible assets (principally custeniists) in connection with the insurance
transaction on September 1, 2011, and core deiptailgible asset amortization of $405 thousand.

Deposits, Borrowed Funds, Capital Resources and Liquidity
Deposits
The Compan’s principal source of funding is its core depositaunts. At September 30, 2011, -maturity accounts and certificates



deposit with balances less than $250 thousandsepred 95.5% of total deposits.
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Total deposits of $393.7 million as of SeptemberZil1 decreased, by 1.8% or $7.4 million, from2$40nmillion as of June 30, 2011. The
decrease was the result of decreases in non-nyaaegbunts aggregating $9.0 million, offset in f@rigrowth in certificates of deposit of
$1.6 million. The reduction in non-maturity accasiig due principally to the Bank’s decision to ek trust business during the quarter, and
the earlier discontinuation of our sweep accouatipct. In connection with the latter, approximait®b/3 million of sweep account balances
had shifted to demand deposits as of June 30, 20d4ds that were subsequently withdrawn duringcgherter ended September 30, 2011.

September 30, 20 % of Tota June 30, 201 % of Tota
(Dollars in thousands
Deposit type
Demand deposil $ 45,36 11.52% $ 48,21t 12.02%
NOW accountt 55,02: 13.9% 55,45¢ 13.8%
Regular and other savin 32,46¢ 8.25% 34,34¢ 8.5€%
Money market deposi 44,91« 11.41% 48,69¢ 12.1%%
Total nor-certificate account 177,76: 45.15% 186,71 46.55%
Term certificates less than $250 thous 198,19: 50.3% 182,42. 45.48%
Term certificates of $250 thousand and r 17,77 4.51% 31,98: 7.97%
Total certificate accoun 215,97( 54.85% 214,40: 53.45%
Total deposit: $ 393,73: 100.0(% $ 401,11¢ 100.0%

Borrowed Fund:

Advances from the FHLB were $43.8 million and $4@iflion as of September 30, 2011 and June 30, 2@&kpectively. At September 30,
2011, we had pledged U.S. government agency anthage-backed securities of $68.2 million as colldtor FHLB advances. In addition
to U.S. government agency and mortgage-backedisesupledges of residential real estate loangaitecommercial real estate loans and
certain FHLB deposits free of liens or pledges werpiired to secure FHLB advances.

Structured repurchase agreements were $67.5 mdholr$68.0 million at September 30, 2011 and JOn@Q@L1, respectively. We had
pledged $75.0 million of mortgage-backed securtied cash as collateral for those borrowings ate®elper 30, 2011. One of the six
structured repurchase agreements has embeddedpedcimterest rate caps to reduce the risk tantexeist income in periods of rising
interest rates.

Short-term borrowings, consisting of sweep accqumse $1.0 million as of September 30, 2011, aesse of $1.5 million, or 60.0%, from
$2.5 million as of June 30, 2011. The decreastnbuatable to the discontinuation of the sweepoact product. At September 30, 2011,
sweep accounts were secured by $2.5 million céigwf credit issued by the FHLB.

Liquidity
The following table is a summary of the liquidityetBank had the ability to access as of Septemhe2@®L1, in addition to traditional retail
deposit products:

(Dollars in thousand
Subject to internal policy limitation of 25% of &bt

Brokered time deposits
$ 139,91!

FHLB
93,64¢

Federal Reserve Bank Discount Window Borrower
727

asset:

Unused advance capacity subject to eligible and
qualified collatera

Unused credit line subject to the pledge of indieada
loans

Custody

Total Unused Borrowing Capaci $ 234,28
Retail deposits and other core deposit sourceadim) deposit listing services are used by the Bankanage its overall liquidity position.
While we currently do not seek wholesale fundinghsas FHLB advances and brokered deposits, thigyabilraise them remains an
important part of our liquidity contingency planginWhile we closely monitor and forecast our ligtyighosition, it is affected by asset
growth, deposit withdrawals and other contractipigations and commitments. The accuracy of ouedast assumptions may increase or
decrease our overall available liquidity. To utlithe FHLB advance capacity, the purchase of aitiawal $2.4 million in FHLB stock woul
be required. At September 30, 2011, our bankingididry had $234.3 million of immediately accessiliuidity, defined as cash that could
be raised within 7 days through collateralized daings, brokered deposits or security sales. Tostion represented 40% of total assets.

Management believes that there are adequate fusdunges to meet its liquidity needs for the foeadde future. Primary among these
funding sources are the repayment of principaliatetest on loans, the renewal of time deposits pihtential growth in the deposit base,
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and the credit availability from the FHLB and thederal Reserve Borrower-in-Custody programdescritede under “Borrowed Funds”.
Management does not believe that the terms andtaomslthat will be present at the renewal of thieseling sources will significantly impe
the Company’s operations, due to its managemethieofnaturities of its assets and liabilities.

Capital

The following table summarizes the outstandingqusubordinated notes as of September 30, 201&.dett represents qualifying tier 1
capital for the Company, up to a maximum of 25%otdil tier 1 capital. At September 30, 2011, 10(%he carrying balance of the junior
subordinated notes qualified as tier 1 capital:

Contractue

Carrying Principal
Amount Interest
Affiliated Trusts Amount Due Rate Maturity Date
(Dollars in thousands
NBN Capital Trust Il $1,72¢ $ 3,09¢ 3.17% March 30, 203
NBN Capital Trust Il 1,72¢ 3,09: 3.11% March 30, 203
NBN Capital Trust IV 4,53¢ 10,31( 2.1% February 23, 20:
Total $7,992 $16,49¢ 2.5€%

The annual interest expense, including the intaetstswap, on these notes is approximately $680ha8ed on the current interest rates.

The Company paid $325 thousand to purchase tweestteate caps to hedge the risk of rising inter@sis over the next five years for junior
subordinated notes related to NBN Capital Trusind NBN Capital Trust Ill. The $6 million notionahlue of the purchased caps covers the
portion of the outstanding balance not owned byGbmpany. Each junior subordinated note has arstadjle interest rate indexed to three
month LIBOR. The purchased caps’ three month LIBsHike rate was 2.505%.

Please refer to Note 4 of the Notes to UnauditedsGlidated Financial Statements included in thirefor more information on NBN
Capital Trust Il, NBN Capital Trust Ill and NBN Ciggd Trust IV and the related junior subordinatexbt

Under the terms of the U. S. Department of the Jueds Capital Purchase Program, in which the Comarticipates, the Company must
have the consent of Treasury to redeem, purchasegaire any shares of our common stock or otheity or capital securities, other than in
connection with benefit plans consistent with gasttice and certain other circumstances spedifighde purchase agreement entered into by
Treasury and the Company.

Total stockholders’ equity was $66.2 million ancb¥Bmillion at September 30, 2011 and June 30, 20ké& change reflects net income for
the quarter ended September 30, 2011, dividendisqmaour common and preferred stock during thetguaand the change in the net
unrealized gain on securities during the quartdedrSeptember 30, 2011. Book value per outstarsfinge was $17.66 at September 30,
2011 and $17.33 at June 30, 2011. Tangible boalevaér outstanding share was $16.14 at Septemb2030 and $13.58 at June 30, 2011.
The $2.56 per share increase in tangible book \dlwieg the quarter ended September 30, 2011 waguncipally to the sale of the
Company’s insurance agency business on Augustlll, 2Ghich increased tangible equity by approxinya$8.4 million or $2.40 per share.
Tier 1 capital to total average assets of the Caolyppeaas 11.85% as of September 30, 2011 and 10.35%na 30, 2011.

The Federal Deposit Insurance Corporation ImproverAet of 1991 (“FDICIA”) contains various provisig intended to capitalize the
Deposit Insurance Fund and also affects a numbesgallatory reforms that impact all insured depoyiinstitutions, regardless of the
insurance fund in which they participate. Amongeotthings, FDICIA grants the Federal Reserve broeetgulatory authority to take prompt
corrective action against insured institutions th@not meet these capital requirements, inclugiaging undercapitalized institutions into
conservatorship or receivership. FDICIA also grahésFederal Reserve broader regulatory autharitge corrective action against insured
institutions that are otherwise operating in anafi@&nd unsound manner.

FDICIA defines specific capital categories base@nrinstitution’s capital ratios. To be considetadequately capitalized” or better,
regulations require a minimum Tier 1 capital eqoat.0% of adjusted total average assets, Tiesktbdsed capital of 4.0% and a total risk-
based capital standard of 8.0%. The prompt cokeectction regulations define specific capital catezs based on an institution’s capital
ratios. The capital categories, in declining oraler “well capitalized”, “adequately capitalizedyrfdercapitalized”, “significantly
undercapitalized”, and “critically undercapitaliZe&urther, the Bank and Northeast is subject itehcommitments with the Federal
Reserve that require higher minimum capital rassgiscussed in Note 2 in the Notes to UnauditsGlidated Statements. As of
September 30, 2011, the most recent notificatiomfthe Federal Reserve categorized the Bank acegilialized.
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At September 30, 2011, the Company’s and Bank'slaégry capital ratios are as follows:

Minimum
To Be Well
Minimum Capitalized Under
Capital Prompt Correction
Actual Requirement: Action Provisions
Amount Ratio Amount Ratic Amount Ratio
(Dollars in thousands
September 30, 2011
Total capital to risk weighted asse
Consolidated >
$70,12( 21.0% $26,68¢ 8% $ NA NA
Bank > >

74,987 2245 26,73 8.0% 33,41 10.0%

Tier 1 capital to risk weighted asse

Consolidated >
69,41 20.81% 13,34: 4.C% NA NA
Bank > >

70,79 21.1%  13,36° 4.(%  20,04¢ 6.C%

Tier 1 capital to average asse

Consolidated >
69,41 11.8%%6  23,43¢ 4.C% NA NA
Bank > >

70,79¢ 1219  23,25( 4.0%  29,06: 5.0%
June 30, 2011:

Total capital to risk weighted asse

Consolidated >
$61,86( 18.9% $26,06: 8% $ NA NA
Bank > >

66,95¢ 20.49%  26,21¢ 8.0%  32,77C 10.(%

Tier 1 capital to risk weighted asse

Consolidated >
61,42« 18.8¢% 13,03( 4.C% NA NA
Bank > >

62,84: 19.19%  13,10¢ 4.C%  19,66:  6.C%

Tier 1 capital to average asse

Consolidated >
61,424 10.3%%  23,73¢ 4.C% NA NA
Bank > >

62,84: 10.69%  23,52: 4.C% 29,40 5.0%

Off-balance Sheet Arrangements and Aggregate Contractual Obligations

The Company is a party to financial instrumentswitf-balance sheet risk in the normal course Gifess to meet the financing needs of its
customers. These financial instruments include ciments to extend credit, unused lines of credit standby letters of credit. These
instruments involve, to varying degrees, elemeftseadit and interest-rate risk in excess of the@ants recognized in the condensed
consolidated balance sheet. The contract or ndtamnaunts of these instruments reflect the extétii®Companys involvement in particulz
classes of financial instruments.

The Company’s exposure to credit loss in the egénbnperformance by the counterparty to the fimgnostrument for commitments to
extend credit, unused lines of credit and standtigrs of credit is represented by the contra@oedunt of those instruments. To control the
credit risk associated with entering into commitiseand issuing letters of credit, the Company tisesame credit quality, collateral policies
and monitoring controls in making commitments agtters of credit as it does with its lending atids. The Company evaluates each
customer’s creditworthiness on a case-by-case.bHsésamount of collateral obtained, if deemed ssary by the Company upon extension
of credit, is based on management’s credit evaloati

Commitments to extend credit are agreements totteadcustomer as long as there is no violatioanyf condition established in the contract.
Commitments generally have fixed expiration datestber termination clauses and may require paymeatfee. Since many of the
commitments are expected to expire without beisgvdrupon, the total committed amounts do not necigsepresent future cash
requirements



Standby letters of credit are conditional committegéssued by the Company to guarantee the perfarenaina customer to a third party. The
credit risk involved in issuing letters of creditéssentially the same as that involved in extenldians to customers.

Unused lines of credit and commitments to exterdittypically result in loans with a market intstreate.
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A summary of the amounts of the Company’s contatbligations (amounts shown do not reflect failue adjustments) and other
commitments with off-balance sheet risk at Septer8be2011, follows:

Less Thai
After 5
Contractual Obligation Total 1 Year 1-3 Years 4-5 Years Years
(Dollars in thousands
FHLB advance:! $ 42500 $ 0 $20,00C $ 7,50C $15,00(
Structured repurchase agreeme 65,00( 30,00( 25,00( 10,00¢( 0
Junior subordinated not 16,49¢ 0 6,18¢ 10,31( 0
Capital lease obligatic 2,01¢ 16€ 35¢ 451 1,044
Total lon¢-term debt 126,01! 30,16¢ 51,54+ 28,26 16,04
Operating lease obligations ( 1,70¢ 767 49¢ 297 147
Total contractual obligatior $127,72: $30,93: $52,04: $28,55¢ $16,19:
Less Thai
After 5
Commitments with otBalance Sheet Ris Total 1 Year 1-3 Year: 4-5 Year: Years
(Dollars in thousands
Commitments to extend credit (2)( $483 $483% $ 0o $ 0 $ 0
Commitments related to loans held for sale 7,17¢ 7,17¢ 0 0 0
Unused lines of credit (4)(! 41,94¢ 21,00: 4,04¢ 3,94¢ 12,94¢
Standby letters of credit (I 1,162 1,162 0 0 0

$55,127  $34,17¢ $4,04¢ $3,94¢ $12,94¢

(1) Represents an ¢balance sheet obligatio

(2) Represents commitments outstanding for residerg@lestate, commercial real estate, and commdxgsahess loan:

(3) Commitments for residential real estate loanswhthbe held for sale upon originatio

(4) Loan commitments and unused lines of creditfonmercial and construction loans expire or abgesti to renewal in twelve months or
less.

(5 Represents unused lines of credit from commercaaistruction, and home equity loa

(6) Standby letters of credit generally expire in tveehaonths

Management believes that the Company has adegsarces to fund all of its commitments.

The Bank has written options limited to those resttl real estate loans designated for sale is¢lcendary market and subject to a rate lock.
These rate-locked loan commitments are used fdingeactivities, not as a hedge. The fair valuéhefoutstanding written options at
September 30, 2011 was negligible.

Results of Operations
General

As discussed earlier, the results of operationsiferquarter ended September 30, 2011 (“success@dp) are not directly comparable to the
quarter ended September 30, 2010 (“predecessadigrdue to the application of acquisition accaongtin connection with the Merger on
December 29, 2010. Nonetheless, in the discushkairfdllows we will compare, to the extent we bedi@ppropriate and useful, results for
two quarters. While interest income and interegie@se in the successor period have been signifjcaifécted by Merger-related fair value
adjustments, and are therefore difficult to comparthe predecessor period, most non-interest iecand expense items were not affected by
fair value adjustments, and are therefore morectijreomparable.

For the quarter ended September 30, 2011, the Gomgzaaned net income of $529 thousand and net ia@mailable to common
shareholders of $431 thousand or $0.12 per dilsitade. The Company’s net income for period corsistenet income from discontinued
operations of $1.1 million and a net loss from @urihg operations of $594 thousand. During the tpraanded September 30, 2011, the
Company sold the customer lists and certain fixe#s of its insurance agency business for $9libmilielding a pre-tax gain of $1.5
million. Accordingly, the results of the Companjrfsurance division have been reported as discoadimperations in the consolidated
financial statements for the three months endedeSdper 30, 2011 and 2010.

For the quarter ended September 30, 2010, the Qomgzaned net income of $961 thousand and net ia@mailable to common
shareholders of $900 thousand or $0.38 per dilsitede. The Company’s net income for the periodistet of net income from discontinued
operations of $77 thousand and net income fromirmoing operations of $884 thousand.

Including the results of discontinued operatiohs, rieturn on average equity was 3.20% for threetihsoended September 30, 2011 compared
to 7.40% for the three months ended September®@. Zhe return on average assets was 0.36% fdntbe months ended September 30,
2011, compared to 0.61% for the three months eSaéptdember 30, 2010.
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Net Interest Incom

Net interest income for the three months endede®amer 30, 2011 includes amortization of the falugadjustments to certain inter-
bearing assets and liabilities recorded in conoaatiith the Merger on December 29, 2010. This aizatibn accounts primarily for the
change in loan yields and in time deposit and heebfunds rates appearing in the yield/rate tathlasfollow, when contrasting current
period results with those of the quarter endedeSapér 30, 2010.

Net interest income for the three months endedeBapér 30, 2011 was essentially unchanged, at $#li@rmwhen compared to the sar
period in 2010. Interest income decreased by $lll®mcompared to the prior year period, primaly a result of a change in earning asset
mix, a significant reduction in the yield on seties, and balance sheet shrinkage, which resuiteds39.6 million reduction in average
earning assets. The effect of these factors waeftdifi part by the positive effect of the accretibfiair value adjustments on loans, recorded
in connection with the Merger. Compared to thepymar quarter, average loans and securities @ethy $73.1 million and $15.7 million,
respectively, offset in part by a $49.0 millioniiease in low-yielding short-term investments. Teiduction in assets was undertaken, in part,
to increase the Company'’s Tier 1 leverage ratigréater than 10%, in connection with the Mergee Téatively high level of short-term
liquidity on the balance sheet in the quarter erfSiegtember 30, 2011 reflects the Company’s intariidncrease purchases of commercial
loans by the Loan Acquisition and Servicing Gromphie near term. The reduction in the yield ongibeurities portfolio (4.18% in the prior
year period, 1.72% in the current quarter) refleaigs within the portfolio over the past nine nmsntecognition of gains and the repurct

of securities with shorter average lives and loyvelds. The effect of these changes was offsetim iy $355 thousand in accretion of fair
value discount on loans recorded during the quatteerall, the yield on earning assets decreasdidl@8f6 when contrasted with the quarter
ended September 30, 2010.

Interest expense decreased by $1.5 million compar#te prior year period, driven by a $57.1 milli@duction in the average balances of
interest-bearing liabilities and a 1.01% decreaghe average cost of funding. Funding costs waket in part due to declines in market
rates, which accounts for decreases in the casieo€ompany’s non-maturity accounts, which declimethe aggregate by 0.33% when
compared to the quarter ended September 30, 20E0cdst of time deposits and borrowed funds alsoedsed significantly, in part due to
$915 thousand of accretion of fair value adjustrm¢®872 thousand for time deposits, $543 thousantddrrowed funds) during the quarter.
In sum, despite the unfavorable change in assetth@xreduction in balance sheet size, and thectieduin securities yield, the net positive
accretion of fair value adjustments resulting fraoguisition accounting in connection with the mergansaction allowed the net interest
margin to increase to 3.09% for the quarter endgateSnber 30, 2011 from 2.92% for the comparablmgén Fiscal 2010.

Successor Company ( Predecessor Company |
Three months ended Three months ended
September 30, 201 September 30, 201

Average Average
Average Q-T-D Yield/ Average Q-T-D Yield/
Balance Inc. Rate Balance Inc. Rate (3

(Dollars in thousands
Assets

Interest earnir-assets

Securities $147,69: $ 63¢ 1.72% |$163,40' $1,671 4.1&%
Loans (4)(5 316,24t 5,137 6.4%% 389,36( 5,74. 5.8'%
Bank Regulatory stoc 5,761 12 0.8%% 5,48¢ 9 0.65%
Shor-term investments(€ 78,35! 47  0.24% 29,354 12 0.1€%
Total interes-earning asset 548,05. 5,83t 4.22% 587,60! 7,43¢ 5.05%
Total nor-interest earning asse 41,72¢ 38,28¢
Total asset $589,78: $625,88¢

Liabilities & Net Worth:

Interes-bearing liabilities:

Now $56,18. $ 69 049% |$5245¢ $ 98 0.74%
Money marke 45,98 51 0.4% 56,25t 125 0.8&%
Savings 33,43¢ 26 0.31% 38,37( 57 0.5%
Time 215,59! 691 127 | 201,80: 1,241 2.4%%
Total interes-bearing deposit 351,19 837 0.9%% 348,88: 1,52: 1.7%%
Shor-term borrowings (7 1,141 5 1.7&% 46,627 171 1.4€%

Borrowed funds (8 114,88t 54€ 1.8% 120,27° 1,241 4.0<%




Junior Subordinated Debentul
Total interes- earning liabilities

Total nor-interest bearing liabilities
Demand deposits and escrow accol
Other liabilities

Total liabilities

Stockholder equity
Total liabilities and stockholde’ equity

Net interest incom

Interest rate spree
Net yield on interest earning assets
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7,971 183 9.11%

475,19' 1,571 1.31%
44,55
4,47¢
524,22t
65,55¢

$4,26¢
2.91%
3.09%

16,49¢ 175 4.1%

532,28: 3,10¢  2.32%
36,67
5,392
574,35(
51,53¢
$625,88¢

$4,32¢
2.7%
2.92%
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(1) *“Successor Company” means Northeast Bancorptasdbsidiary after the closing of the mergeihvwitiB Formation LLC on
December 29, 201!

(2) “Predecessor Company” means Northeast Bancatpts subsidiary before the closing of the mesgi¢hh FHB Formation LLC on
December 29, 201!

(3) Yields are stated on a fully t-equivalent basis using a 30.84% tax r

(4) Non-accruing loans are included in the computatioavarage balances, but unpaid interest on nonperigrimans has not been
included for purposes of determining interest inec

(5) Includes Loans He-for-Sale.

(6) Short term investments include FHLB overnight dégsaand other intere-bearing deposits

(7) Shor-term borrowings include securities sold under repase agreements and sweep acco

(8) Interest expense on borrowed funds includestddsand and $39 thousand reported in discontiopedations in the Company’s
consolidated statements of income for the threethsoended September 30, 2011 and 2010, respect

(9) The net yield on intere-earning assets is net interest income divided tayf toteres-earning asset:

Rate and volume variance analyses allocate thegeharinterest income and expense between theopastiich is due to change in the rate
earned or paid for specific categories of assatdiahilities and the portion which is due to chasgn the average balance between the two
periods. However, in our judgment, the successdmaadecessor quarters ended September 30, 202DafAdrespectively, are not
comparable due to the significant effect of acdgisiaccounting adjustments, and therefore novaleme variance analysis is provided for
those periods.

Provision for Loan Losse

The provision for loan losses for the quarter enBegtember 30, 2011 was $400 thousand, a decre$58 thousand, or 12.9%, comparel
$459 thousand recorded for the three months endpté@ber 30, 2010. The provision for loan losseshie current quarter reflects the fact
that loans outstanding at the date of the Mergeewearked to their then fair values, and the alloseafor loan losses on that date was
eliminated in accordance with the acquisition mdtbbaccounting. As such, the provision for loasskes was recorded based on estimates of
inherent loss in the $23.5 million of new loangorated post-Merger, and for incremental resergggired for pre-Merger loans based on
estimates of deteriorated credit quality post-Merge

For the three months ended September 30, 2010r$ambnsidered in recording the provision of $4%@usand included the following: the
decrease in net loans during the three months eBedptember 30, 2010; that net charge-offs foriheetmonths ended September 30, 2010
were virtually flat compared to the same perio@@09; the increase in net charge-offs of $145 tanddor the quarter ended September 30,
2010 compared to the quarter ended June 30, 20dkraase in loan delinquency to 2.75% at SepteBhe2010 compared to 2.84% at
June 30, 2010 and 3.71% at September 30, 2009cegrise of $157 thousand in non-performing loai@eptember 30, 2010 compared to
June 30, 2010; and the slight decrease in intgrokbksified and criticized loans at September280,0 compared to June 30, 2010.

The allowance as a percentage of outstanding asg.22% at September 30, 2011, compared to Oat4une 30, 2011 and to 1.55% at
September 30, 2010. See “Financial Conditiabdve and Note 3 in the Notes to Unaudited ConataidiFinancial Statements included in
report for a discussion of the allowance for loassks and additional information on the factorsadiifig the provision for loan losses.
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Noninterest Incom

Noninterest income for the three months ended &epe 30, 2011 totaled $1.8 million, which was 14888297 thousand lower than {
quarter ended September 30, 2010. This differendee principally to a lower level of gains on sabé mortgage loans ($292 thousand),
offset in part by an increase of $139 thousandwestment commissions. Gains realized on saledigage loans depend in part on the
market for loan refinance activity, a market thatsvetronger in the quarter ended September 30,tBahdn the current quarter. Also during
the period, the Company realized a net securities of $53 thousand on the sale of the Compangigiréng equity securities portfolio.

Noninterest Expens

Total noninterest expense increased by $1.9 mitliad$6.7 million for the quarter ended September28d1, compared to $4.7 million
incurred for the quarter ended September 30, ZD1i8.increase consists of the following componeftsignificance: an $1.3 million
thousand increase in compensation costs, the i@&sthle addition of staff necessary to build oufl saunch the Company’s two new business
initiatives, the Loan Acquisition and Servicing @poand the Affinity Online Deposit Program; a $386usand increase in intangible assets
amortization, the result of acquisition accountiogthe Merger; a $187 thousand increase in prafaatfees, principally comprised of staff
recruiting and legal expenses associated with gadrfinancial and regulatory reporting requiremgat$171 thousand increase in occupancy
and equipment expense, primarily associated witcdst of the Company’s Boston office, which housest of the staff added since the
Merger.

Discontinued Operation

The pre-tax gain on the sale of insurance assete{jpally customer lists) was $1.5 million, an amothat is net of all expenses incurred in
the transaction. Pre-tax income associated wittodisnued operations totaled $186 thousand fothtee months ended September 30, 2011,
an increase of $68 thousand in comparison to tiee pear period. The increase resulted principfityn fewer full time employees, and
therefore lower compensation costs, during thetquanded September 30, 2011. See note 10 of thelited consolidated financial
statements for additional information on discongidwperations.

Income Taxe

Including the results of discontinued operatiohs, g¢ffective tax rate was 26.3% for the quarteedrfBeptember 30, 2011, which reflects the
non-taxability of BOLI income of $127 thousand. lrding the results of discontinued operations gffective tax rate was 30.8% for the
quarter ended September 30, 2010, which refleetadm-deductibility of $72 thousand of merger exggerand the non-taxability of interest
on municipal securities ($118 thousand) and BOtbime ($127 thousand).

Item 3. Quantitative and Qualitative Disclosure about Marke Risk
Not required for smaller reporting compani

Item 4. Controls and Procedures

The Company maintains controls and procedures gegitp ensure that information required to be dsadl in the reports the Company files
or submits under the Securities Exchange Act o#41®Bxchange Act”) is recorded, processed, sumnadrand reported within the time
periods specified in the rules and forms of theuiges and Exchange Commission, and that suchirmdton is accumulated and
communicated to the Company’s management, includimgChief Executive Officer and Chief Financiaffioér (the Company’s principal
executive officer and principal financial officeespectively), as appropriate to allow for timeciions regarding timely disclosure. In
designing and evaluating disclosure controls anggmtures, management recognizes that any contrélpracedures, no matter how well
designed and operated, can provide only reasomaablgance of achieving the desired control objestiand management is required to apply
its judgment in evaluating the cost/benefit reliasioip of possible controls and procedures.

Our management, with the participation of the Conypa Chief Executive Officer and Chief Financial Offichas evaluated the effectiven
of our disclosure controls and procedures (as ddfin Rules 13a - 15(e) and 15d - 15(e) under #uh&hge Act) as of the end of the period
covered by this Quarterly Report on Form 10-Q.

Based on this evaluation of our disclosure contaold procedures, our Chief Executive Officer anteChinancial Officer have concluded
that these disclosure controls and procedures @fégetive as of September 30, 2011.

In July 2010, the Dodd-Frank Wall Street Reform @uhsumer Protection Act was enacted. Among otiiags, the Act exempted non-
accelerated filers, such as the Company, frometairements of the Sarbanes Oxley Act Section 4qéftternal auditor’s attestation of
internal controls and financial reporting).

There were no significant changes in our interoatils over financial reporting (as defined in &Ba - 15(f) of the Exchange Act) that
occurred during the first quarter of our 2012 flsezar that has materially affected, or in othetdas that could affect, the Compagsyhterna
controls over financial reporting.
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PART Il - OTHER INFORMATION

Item 1. Legal Proceedings
None.

Item 1A. Risk Factors
Not required for smaller reporting companies.

Item 2. Unregistered Sales of Equity Securities and Use Bfoceeds
None

Item 3. Defaults Upon Senior Securitie:
None

Item 4. [Removed and Reserved

Item 5. Other Information
None.

Item 6. Exhibits

Exhibits
No. Descriptior

31.1 Certification of the Chief Executive Officer pursudo Section 302 of the Sarba-Oxley Act of 2002 (Rule 1:-14(a)). *

31.2 Certification of the Chief Financial Officer pursudo Section 302 of the Sarba-Oxley Act of 2002 (Rule 1:-14(a)). *

32.1 Certificate of the Chief Executive Officer Pursuémtl8 U.S.C. Section 1350, as Adopted PursuaBetion 906 of the
Sarbane-Oxley Act of 2002 (Rule 1:-14(b)). **

32.2 Certificate of the Chief Financial Officer Pursuamtl8 U.S.C. Section 1350, as Adopted PursuaBetiion 906 of the Sarbanes-
Oxley Act of 2002 (Rule 1:-14(b)). **

101 The following materials from Northeast Bancorp’sa@terly Report on Form 10-Q for the quarter endepit@nber 30, 2011

formatted in XBRL.: (i) Consolidated Balance ShestSeptember 30, 2011 and June 30, 2011; (ii) Ciolased Statements of
Income for the three months ended September 3@, &0d 2010; (iii) Consolidated Statements of Changeéhareholders’
Equity for the three months ended September 301 208 2010; (iv) Consolidated Statements of Castvfor the three monti
ended September 30, 2011 and 2010; and (v) Notdaadadited Consolidated Financial Statements.

* Filed herewitt

**  Furnished herewit

***  Pursuant to Rule 406T of Regulation S-T, theRBrelated information in Exhibit 101 to this Quenty Report on Form 10-Q is
furnished and not filed for purposes of Sectionsafd 12 of the Securities Act of 1933, as amended,Section 18 of the Securities
Exchange Act of 1934, as amend
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SIGNATURES

Pursuant to the requirements of the SecuritiesoAtB34, the Registrant has duly caused this ra@pdré signed on its behalf by the
undersigned thereunto duly authorized.

Date: November 14, 201 NORTHEAST BANCORP

By: /s/ Richard Wayne

Richard Wayne
President and CE!

By: /s/ Claire S. Bean

Claire S. Beai
Chief Financial Officel
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Exhibits
No.

31.1
31.2
32.1

32.2

101

*
*%

*k%

NORTHEAST BANCORP
Index to Exhibits

Descriptior
Certification of the Chief Executive Officer pursudo Section 302 of the Sarba-Oxley Act of 2002 (Rule 1:-14(a)). *

Certification of the Chief Financial Officer pursudo Section 302 of the Sarba-Oxley Act of 2002 (Rule 1:-14(a)). *

Certificate of the Chief Executive Officer Pursusmitl8 U.S.C. Section 1350, as Adopted PursuaBttdion 906 of the
Sarbane-Oxley Act of 2002 (Rule 1:-14(b)). **

Certificate of the Chief Financial Officer Pursuamtl8 U.S.C. Section 1350, as Adopted PursuaBetion 906 of the Sarbanes-
Oxley Act of 2002 (Rule 1:-14(b)). **

The following materials from Northeast Bancorp’saterly Report on Form 10-Q for the quarter endepit&nber 30, 2011
formatted in XBRL: (i) Consolidated Balance ShestSeptember 30, 2011 and June 30, 2011; (ii) Ciolated Statements of
Income for the three months ended September 3@, 20d 2010; (iii) Consolidated Statements of Charig&hareholders’
Equity for the three months ended September 301 208 2010; (iv) Consolidated Statements of CastvéFor the three montl
ended September 30, 2011 and 2010; and (v) Notdadadited Consolidated Financial Statements.

Filed herewitr

Furnished herewit

Pursuant to Rule 406T of Regulation S-T, theRBrelated information in Exhibit 101 to this Quenty Report on Form 10-Q is
furnished and not filed for purposes of Sectionafd 12 of the Securities Act of 1933, as amended,Section 18 of the Securities
Exchange Act of 1934, as amend
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Exhibit 31.1 Certification of the Chief Executive Gficer

Chief Executive Officer Certification
Pursuant To Section 302 Of
The Sarbanes-Oxley Act Of 2002

I, Richard Wayne, certify that:

1.
2.

| have reviewed this quarterly report on Forn-Q of Northeast Bancor

Based on my knowledge, this report does notatoriny untrue statement of a material fact or don#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the
period covered by this repo

Based on my knowledge, the financial statememtd,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag @efined in Exchange Act Rules
13e&15(f) and 15-15(f)) for the registrant and ha

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedaoitge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this report is being prepared;

(b) Designed such internal control over financégarting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assuramzgding the reliability of financial reporting attte preparation of financial stateme
for external purposes in accordance with geneeatepted accounting principles;

(c) Evaluated the effectiveness of the registragiisslosure controls and procedures and presenttsi report our conclusions about
the effectiveness of the disclosure controls andgatures, as of the end of the period coveredibyeport based on such evaluation;
and

(d) Disclosed in this report any change in thegsegnt's internal control over financial reportitigat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo&) tfas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

The registrant’s other certifying officer antdve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which are
reasonably likely to adversely affect the regigfeaability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifiole in the registrant’s
internal control over financial reporting.

November 14, 201 /sl Richard Wayne

Richard Wayne
Chief Executive Office



Exhibit 31.2 Certification of the Chief Financial Officer

Chief Financial Officer Certification
Pursuant To Section 302 Of
The Sarbanes-Oxley Act Of 2002

I, Claire Bean, certify that:

1.
2.

| have reviewed this quarterly report on Forn-Q of Northeast Bancor

Based on my knowledge, this report does notatoriny untrue statement of a material fact or don#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the
period covered by this repo

Based on my knowledge, the financial statememtd,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag @efined in Exchange Act Rules
13e&15(f) and 15-15(f)) for the registrant and ha

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedaoitge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this report is being prepared;

(b) Designed such internal control over financégarting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assuramzgding the reliability of financial reporting attte preparation of financial stateme
for external purposes in accordance with geneeatepted accounting principles;

(c) Evaluated the effectiveness of the registragiisslosure controls and procedures and presenttsi report our conclusions about
the effectiveness of the disclosure controls andgatures, as of the end of the period coveredibyeport based on such evaluation;
and

(d) Disclosed in this report any change in thegsegnt's internal control over financial reportitigat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo&) tfas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

The registrant’s other certifying officer antdve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which are
reasonably likely to adversely affect the regigfeaability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifiole in the registrant’s
internal control over financial reporting.

November 14, 201 /s/ Claire S. Bean

Claire S. Beal
Chief Financial Officel



Exhibit 32.1. Certificate of the Chief Executive Oficer

Certification of the Chief Executive Officer Pursuant to
18 U.S.C. Section 1350,
As Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Quarterly Report of NortheBancorp. (the “Company”) on Form 10-Q for the dedy period ended September 30,
2011 as filed with the Securities and Exchange Csion on the date hereof (the “Report”), |, Rich#&ayne, as Chief Executive Officer of
the Company, hereby certify pursuant to 18 U.S3501 as adopted pursuant to 906 of the Sarbanesy@xit of 2002, that:

(1) The Report fully complies with the requiremeotsSection 13(a) or 15(d), as applicable, of teeusities Exchange Act of 1934, as
amended; and

(2) The information contained in the Report faplgsents, in all material respects, the finana@aldition and results of operations of
Company for the dates and the periods coveredéRéport.

This certification shall not be deemed “filed” fany purpose, nor shall it be deemed to be incotpdtay reference into any filing under the
Securities Act of 1933 or the Securities Exchangedf 1934 regardless of any general incorporaaoguage in such filing.

November 14, 201 /sl Richard Wayne
Richard Wayne
Chief Executive Office




Exhibit 32.2. Certificate of the Chief Financial Oficer

Certification of the Chief Financial Officer Pursuant to
18 U.S.C. Section 1350,
As Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Quarterly Report of NortheBancorp. (the “Company”) on Form 10-Q for the dedy period ended September 30,
2011 as filed with the Securities and Exchange Csion on the date hereof (the “Report”), |, Cld®an, as Chief Financial Officer of the
Company, hereby certify pursuant to 18 U.S.C. 135Gdopted pursuant to 906 of the Sarbanes-OxdepfR002, that:

(1) The Report fully complies with the requiremeotsSection 13(a) or 15(d), as applicable, of teeBities Exchange Act of 1934, as
amended; and

(2) The information contained in the Report faplgsents, in all material respects, the finanaaldition and results of operations of
Company for the dates and the periods covereddoRéport.

This certification shall not be deemed “filed” fany purpose, nor shall it be deemed to be incotpdtay reference into any filing under the
Securities Act of 1933 or the Securities Exchangedf 1934 regardless of any general incorporaaoguage in such filing.

November 14, 201 /s/ Claire S. Bean
Claire S. Beal
Chief Financial Officel




