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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) 6
the Securities Exchange Act of 1934

For the quarterly period ended December 31, 2011

Commission File Number: 1-14588

Northeast Bancorp

(Exact name of registrant as specified in its chaetr)

Maine 01-042506¢€
(State or other jurisdiction of (I.LR.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 @b filed all reports required to be filed by Sewti® or 15 (d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for sslobrter period that the registrant was requirefilésuch reports), and (2) has been
subjected to such filing requirements for the @@stlays. YeskXl No [

Indicate by check mark whether the registrant ldnitted electronically and posted on its corporegé site, if any, every Interactive Data
File required to be submitted and posted pursuaRuie 405 of Regulation S-T (8232.405 of this ¢egpduring 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 comgain Rule 12b-2 of the Exchange Act.
(check one):

Large accelerated file O Accelerated filel O

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

Indicate the number of shares outstanding of e&tiedssuer’s classes of common stock, as ofdtest practicable date. As of February 14,
2012, the registrant had outstanding 3,312,173eshafrvoting 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 per share data)

December 3:
June 30,
2011 2011
Assets
Cash and due from ban $ 3,008 $ 3,227
Shor-term investment 55,35¢ 80,70:
Total cash and cash equivale 58,36 83,93
Available-for-sale securities, at fair val 139,48( 148,96:
Loans held for sal 8,18¢ 5,17¢
Loans
Residential real esta 98,12¢ 95,41°
Commercial real esta 162,99¢ 117,76:
Constructior 1,28( 2,01t
Commercial busines 19,21( 22,22¢
Consume 65,44 72,49t
Total loans 347,05¢ 309,91:
Less: Allowance for loan loss: 737 437
Loans, ne 346,32: 309,47¢
Premises and equipment, | 9,26: 8,271
Acquired assets, n 837 69C
Accrued interest receivab 1,761 1,24«
Federal Home Loan Bank stock, at ¢ 4,88¢ 4,88¢
Federal Reserve Bank stock, at ¢ 871 871
Intangible assets, n 5,01Z 13,13¢
Bank owned life insuranc 14,04° 13,79«
Other asset 5,527 5,95¢
Total asset $ 594,55!  $596,39:
Liabilities and Stockholde’ Equity
Liabilities
Deposits
Demand $ 43,68: $ 48,21:
Savings and interest checki 87,35¢ 89,80:
Money marke 43,35 48,69:
Brokered time deposi 4,90¢ 4,92
Certificates of depos 221,72¢ 209,48(
Total depositt 401,02- 401,11¢
Federal Home Loan Bank advan 43,68¢ 43,92:
Structured repurchase agreeme 67,08¢ 68,00¢
Shor-term borrowings 1,744 2,51¢
Junior subordinated debentures issued to affiliiests 8,02¢ 7,951
Capital lease obligatio 1,99/ 2,07t
Other borrowing: 0 2,22¢
Other liabilities 5,091 3,61F
Total liabilities 528,65! 531,43¢
Commitments and contingenci
Stockholder equity
Preferred stock, $1.00 par value, 1,000,000 stargw®rized; 4,227 shares issued and outstanding at
December 31, 2011 and June 30, 2011; liquidatiefepence of $1,000 per sh: 4 4
Voting common stock, $1.00 par value, 13,500,0G0eshauthorized; 3,312,173 issued and outstanding
December 31, 2011 and June 30, 2011, respec 3,31z 3,31

Non-voting common stock, $1.00 par value, 1,500,000eshauthorized 195,351 issued and outstandi



December 31, 2011 and June 30, 2011, respec 19t 19t

Warrants to purchase common st 40€ 40¢
Additional paic-in capital 49,98: 49,70(
Unearned restricted sto (14%) (163)
Retained earning 11,84¢ 11,72¢
Accumulated other comprehensive income (It 30C (22€)

Total stockholder equity 65,90( 64,95/

Total liabilities and stockholde’ equity $ 594,55!  $596,39:

The accompanying notes are an integral part oféhasaudited consolidated financial statements.

3



Table of Contents

NORTHEAST BANCORP AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF INCOME
(Unaudited)

(Dollars in thousands, except per share data)

Interest and dividend incom
Interest on loan
Interest and dividends on availa-for-sale securitie
Dividends on regulatory stoc
Other interest and dividend incor

Total interest and dividend incor

Interest expenst

Deposits

Federal Home Loan Bank advani

Structured repurchase agreeme

Shor-term borrowings

Junior subordinated debentures issued to affili
trusts

Obligation under capital lease agreems

Total interest expens

Net interest and dividend income before
provision for loan losse

Provision for loan losse

Net interest and dividend income after
provision for loan losse

Noninterest income
Fees for other services to custornr
Net securities gain
Gain on sales of residential log
Gain on sale of commercial lo
Investment commissior
Bank-owned life insurance incon
Bargain purchase ga
Other income

Total noninterest incom

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

Total noninterest expen:

Income (loss) from continuing operations before
income tax expense (benet
Income tax expense (benel

Net income (loss) from continuing operatic

Successor Company (

Predecessor Company |

Three Months Endé

Six Months Ende!

Three Days Ende

December 31, 201 December 31, 20: December 31, 20:

89 Days Ended 181 Days Ended
December 28, 20. December 28, 20:

$ 587/ $ 11,017 $ 19€ | $ 5,46¢ $ 11,21(
541 1,18¢ 45 1,43¢ 3,111
21 33 0 9 18
36 83 1 28 39

6,47 12,30 242 6,94 14,37¢
83€ 1,67¢ 42 1,27: 2,79¢
25¢ 51€ 15 451 91¢
24¢ 497 23 68E 1,39:

3 8 6 20E 37€
18E 36¢ 6 167 34¢
25 51 1 27 55

1,55¢ 3,11¢ 93 2,80¢ 5,87

4,91¢ 9,19¢ 14¢ 4,13¢ 8,501
134 534 0 452 912

4,78: 8,66( 14¢ 3,68¢ 7,58¢
37¢ 71¢ 14 331 69¢
43¢ 38¢ 0 5 17
77¢ 1,42¢ 49 91¢ 1,867
20z 202 0 0 0
704 1,391 25 625 1,17¢
12€ 252 4 122 25¢

0 0 14,92: 0 0
86 107 7 152 22F

2,69z 4,47( 15,02( 2,15¢ 4,231

3,72¢ 7,44¢ 13¢ 2,49: 4,94¢
91€ 1,76¢ 23 674 1,35:
277 692 10 23¢ 50¢
28¢ 562 8 272 521
254 34E 4 122 23C
122 23¢ 5 17¢ 34€
337 672 0 0 0
0 0 3,05( 23 94
952 1,807 102 751 1,45¢

6,87 13,53( 3,34: 4,74¢ 9,45¢
597 (400) 11,82; 1,09z 2,36¢
17¢ (224) (14) 31C 69¢

$ 41¢ $ (176) $ 11,847 | $ 782 $ 1,667
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NORTHEAST BANCORP AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF INCOME
(Unaudited)

(Dollars in thousands, except per share data)
(Continued)

Discontinued operation
Income (loss) from discontinued operatic
Gain on sale of discontinued operatis
Income tax expense (benel

Net income (loss) from discontinued operati

Net income

Successor Company (

Predecessor Company |

Three Months Ende

December 31, 201

Six Months Ende:

Three Days Ende

December 31, 20. December 31, 20:

89 Days Ended

181 Days Ended
December 28, 20. December 28, 20:

Net income available to common stockholc $

Weightec-average shares outstandil
Basic
Diluted
Earnings per common sha
Basic:
Income (loss) from continuing operatic
Income from discontinued operatic
Net income

Diluted:
Income (loss) from continuing operatic
Income from discontinued operatic
Net income

(1) “Successor Compa” means Northeast Bancorp and its subsidiary afeeclibsing of the merger with FHB Formation LLC

December 29, 201!

$ 0% 18€ $ 10)| $ 23 $ 94
0 1,52¢ 0 105 10&

0 592 (4) 29 70

0 1,12¢ (6) 53 12¢

$ 418 $ 947 $ 11,83 83€ $ 1,79¢
32C $ 751 $ 11,83 777 $ 1,671

3,494,49: 3,494,49: 3,492,49; 2,331,33; 2,330,19
3,511,99. 3,494,49: 3,588,75! 2,358,64 2,354,38!

$ 0.0¢ $ .11 $ 3.3¢ |8 0.31 $ 0.6€
0.0( 0.3 0.0C 0.0z 0.0€

$ 0.0¢ $ 0.21 $ 3.3t |$ 0.3 $ 0.7¢
$ 0.0¢ $ .11 $ 3.2¢ |$ 0.31 $ 0.6€
0.0¢ 0.3: 0.0C 0.0z 0.0%

$ 0.0¢ $ 0.21 $ 3.2¢ | $ 0.3 $ 0.71

(2) “Predecessor Compe” means Northeast Bancorp and its subsidiary befarelbsing of the merger with FHB Formation LLC

December 29, 201!

The accompanying notes are an integral part oféhasaudited consolidated financial statements.
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NORTHEAST BANCORP AND SUBSIDIARY

Consolidated Statements of Changes in Stockhol@epsity

Periods Ended December 31, 2011, December 31, &0d @ecember 28, 2010
(Unaudited)

(Dollars in thousands, except per share data)

Unearnel

Preferred Stoc Common Stocl

Warrants Restricte:

to Purchase Additional
Shares  Amount Shares Amount Common Stoc Paic-in Capita Stock

Accumulated
Other
Comprehensiv

Retained
Earnings Income

Total
Stockholders’

Equity

Predecessor Company |
Balance at June 30, 20 4227 $ 4 2,323,83 $2,32¢ $ 13 % 6,761 $ 0
Net income for 181
days ended
December 28,
2010 0 0 0 0 0 0 0
Other
comprehensive
loss net of tax
Unrealized
loss on
purchased
interest rat
caps and
swap, ne 0 0 0 0 0 0 0
Unrealized
loss on
available-
for-sale
securities,
net 0 0 0 0 0 0 0
Total
compreher
loss
Dividends or
preferred stocl 0 0 0 0 0 0 0
Dividends on
common stock a
$0.09 per shar 0 0 0 0 0 0 0
Stock options
exercisec 0 0 7,50( 8 0 54 0
Accretion of
preferred stocl 0 0 0 0 0 16 0

$37,33¢ $ 4,34¢

1,79¢ 0

0 (10)

0 (1,869)

(10€) 0

(416) 0
0 0

(16) 0

$ 50,90¢

1,79¢

(10)

(1,865

(77)

(10€)

(419
62

0

Balance at December 2
2010 4227 $ 4 2,331,33 $2,33: $ 132 $ 6,831 $ 0

$38,59! $ 2,47:

$ 50,36¢

Successor Company (
Balance at December 29,
2010 4227 $ 4 2,331,33) $2,33. $ 40€ $ 33,68 $ 0
Net income for thre
days ended
December 31,
2010 0 0 0 0 0 0 0
Other
comprehensive
income net of ta:
Unrealized
gain on
available-
for-sale
securities,
net 0 0 0 0 0 0 0

11,83¢ 0

0 18¢

$ 36,42

11,83¢

18¢



Total
comprehensiv

income 12,02

Restricted stock
award 0 0 13,02¢ 13 0 16€ (181) 0 0 0

Voting commor
stock issuel 0 0 965,81 96& 0 12,48¢ 0 0 0 13,45¢

Non-voting commol
stock issuel 0 0 195,35 19E 0 2,52¢ 0 0 0 2,721
Balance at December 2

2010 4227 $ 4 3,505,552 $3,50F $ 40€ $ 48,86¢ $ (181) $11,83° $ 18¢ $ 64,62¢
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NORTHEAST BANCORP AND SUBSIDIARY
Consolidated Statements of Changes in Stockhol@epsity
Periods Ended December 31, 2011, December 31, 20d @ecember 28, 2010

(Unaudited)
(Dollars in thousands, except per share data)
(Continued)
Unearne: Accumulated
Preferred Stoc Common Stocl Other Total
Restricte Comprehensiv  Stockholders’
Warrants
to Purchase Additional Retained
Shares  Amount Shares Amount Common Stoc Paic-in Capita Stock Earnings Income Equity

Successor Company (

Balance at June 30, 20 4227 $ 4 3,507,52. $3,507 $ 40€ $ 49,70 $ (163 $11,72¢ $ (226) $ 64,95¢
Net income 0 0 0 0 0 0 0 947 0 947
Other

comprehensive
loss, net of tax
Unrealized
loss on
purchased
interest rat
caps and
swap, ne 0 0 0 0 0 0 0 0 (123) (123)
Unrealized
gain on
available-
for-sale
securities,
net 0 0 0 0 0 0 0 0 64¢ 64¢
Total
compreher
income 1,47:
Dividends or
preferred stocl 0 0 0 0 0 0 0 (10€) 0 (20€)
Dividends on
common stock a

$0.18 per shar 0 0 0 0 0 0 0 (631) 0 (631)
Stoclk-basec
compensatiol 0 0 0 0 0 192 18 0 0 21C
Accretion of
preferred stocl 0 0 0 0 0 90 0 (90) 0 0
Balance at December &
2011 4227 $ 4 3,507,52. $3,507 $ 40€ $ 49,98 $ (14F) $11,84¢ $ 30C $ 65,90(

(1) “Successor Compa” means Northeast Bancorp and its subsidiary afeeclising of the merger with FHB Formation LLC
December 29, 201

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

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

(Dollars in thousands)

Successor Company ( Predecessor Company
Six Months Ende! Three Days Ende 181 Days Ended
December 31, 20: December 31, 20: December 28, 201
Cash flows from operating activitie
Net income $ 947 $ 11,83t | $ 1,79¢
Adjustments to reconcile net income to net caskhdus) provided b
operating activities
Provision for loan losse 534 0 91z
(Gain) loss on sale or impairment of repossesskaterl, net (50 0 91
Accretion of fair value adjustments on loans, (1,129 0 0
Accretion of fair value adjustments on deposits, (71€) 0 0
Accretion of fair value adjustments on borrowingst (1,08¢) 0 0
Originations of loans held for s¢ (72,45 (1,975 (96,575
Net proceeds from sales of loans held for 70,86 1,682 104,84:
Gain on sales of loans held for s (1,426 (49 (2,867
Proceeds from sale of commercial Ic 711 0 0
Gain on sale of commercial loi (203 0 0
Amortization of intangible asse 742 6 344
Bank-owned life insurance income, r (259 4 (250
Depreciation of premises and equipm 604 9 52C
Loss (gain) on sale of premises and equipr 2 0 (6)
Net gain on sale of availal-for-sale securitie (380C) 0 ()]
Deferred income tax bene 0 (313
Stoclk-based compensatic 21C 0 0
Gain on sale of insurance busin (1,529 0 (2049)
Net amortization of securitie 843 0 89
Bargain purchase ga 0 (14,92) 0
Changes in other assets and liabilit
Interest receivabl (517) 82 121
Decrease in prepaid FDIC assessn 328 0 12C
Other assets and liabiliti¢ 372 (1,207 33
Net cash (used in) provided by operating activi (3,585 (4,536 9,73
Cash flows from investing activitie
Proceeds from sales of availe-for-sale securitie 49,05: 0 17:
Purchases of availat-for-sale securitie (51,279 0 (29,00
Proceeds from maturities and principal paymentavailable-for-sale
securities 12,22¢ 0 26,80¢
Loan purchase (51,662) 0 0
Loan originations and principal collections, 14,14 38¢€ 14,29
Purchases of premises and equipn (1,759 (90 (503)
Proceeds from sales of premises and equip! 0 0 36
Proceeds from sales of repossessed collz 66C 0 217
Proceeds from sale of assets of insurance div 9,72¢ 0 147
Net cash (used in) provided by investing activi (18,88)) 29€ 22,16%
Cash flows from financing activitie
Net increase (decrease) in depo 622 2,65¢ (9,580
Net (decrease) increase in skterm borrowings (771 (1,009 16,87¢
Dividends paid on preferred sto (10€) 0 (10¢)
Dividends paid on common sto (631) 0 (419
Issuance of common sto 0 16,17¢ 62
Repayment of other borrowini (2,129 0 (49¢€)
Repayment of capital lease obligati (82) 0 (77)
Net cash (used in) provided by financing activi (3,096 17,82« 6,25¢
Net (decrease) increase in cash and cash equis (25,56¢) 13,58¢ 38,16:
Cash and cash equivalents, beginning of pe 83,93! 58,59¢ 20,43¢
Cash and cash equivalents, end of pe $ 58,36: $ 72,18: | $ 58,59¢




Supplemental schedule of cash flow informati

Interest paic $ 4,98t $ 35€ | $ 5,80(

Income taxes paid, n 254 0 84¢€
Supplemental schedule of noncash investing andding activities;

Transfer from loans to acquired ass $ 757 % 0| $ 124

Transfer from acquired assets to lo. 0 0 142

(1) “Successor Compa” means Northeast Bancorp and its subsidiary afeeclibsing of the merger with FHB Formation LLC
December 29, 201

(2) “Predecessor Compe” means Northeast Bancorp and its subsidiary befarelbsing of the merger with FHB Formation LLC
December 29, 201

The accompanying notes are an integral part oféhasaudited consolidated financial statements.
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NORTHEAST BANCORP AND SUBSIDIARY
Notes to Unaudited Consolidated Financial Statemest
December 31, 2011

1. Basis of Presentatior

The accompanying unaudited condensed and consadidiaterim financial statements include the accowfiNortheast Bancorp (“Northeast
or the “Company”) and its wholly-owned subsidiaNgrtheast Bank (the “Bank”Jhese financial statements have been preparedcordance
with accounting principles generally accepted m thnited States of America (“GAAP”) for interim &ncial information and with the
instructions to Form 10-Q and Article 10 of RegidatS-X. Accordingly, they do not include all oftinformation and notes required by
GAAP for complete financial statements. In the dag@inof management, the accompanying consolidatethiial statements contain all
adjustments (consisting principally of normal retuy accruals) considered necessary for a fairgotagion of the Compangfinancial positio
at December 31, 2011, the results of operationthithree and six-month periods ended Decembe&2@1l,, the three days ended
December 31, 2010, and the 89 and 181 days endsehiber 28, 2010; the changes in stockholders’ gdmitthe six-month period ended
December 31, 2011, the three days ended Decemb203Q, and the 181 days ended December 28, 204 @ash flows for the six-month
period ended December 31, 2011, the three daysiddeleember 31, 2010, and the 181 days ended Dec@8b2010. Operating results for
the three and six-month periods ended Decembe2@1l, are not necessarily indicative of the reghiis may be expected for the fiscal year
ending June 30, 2012. For further information, rédethe audited consolidated financial statemantsnotes thereto for the fiscal year ended
June 30, 2011 included in the Company’s Annual Repo Form 10-K for the fiscal year ended JuneZ,1 (“Fiscal 2011") filed with the
Securities and Exchange Commission.

2. Merger Transaction

On December 29, 2010, the merger of the CompanyatgiFormation LLC, a Delaware limited liability ogany (“FHB”), was
consummated. As a result of the merger, the suryigompany received a capital contribution of $I6ilion (in addition to the approximate
$13.1 million in cash consideration paid to forretrckholders), and the former members of FHB ctillety acquired approximately 60% of
our outstanding common stock. The Company hasegfitie acquisition method of accounting, as desdrib ASC 805Business
Combinationg“ASC 805”) to the merger, which represents an &ition by FHB of Northeast, with Northeast as sheviving company (the
“Successor Company”). In the application of ASC 80%his transaction, the following was considered:

Identify the Accounting Acquire FHB was identified as the accounting acquirerBFihich was incorporated on March 9, 2009, acquiae
controlling financial interest of approximately 6a%6the Successor Company’s total outstanding gadimd non-voting common stock in
exchange for contributed capital and cash condidera

In the evaluation and identification of FHB as #uweounting acquirer, it was concluded that FHB aasbstantive entity involved in significi
pre-merger activities, including the following: saig capital; incurring debt; incurring operatingenses; leasing office space; hiring staff to
develop the surviving company'’s business planjmitg professional services firms; and identifymgguisition targets and negotiating
potential transactions, including the merger.

Determine the Acquisition Da: December 29, 2010, the closing date of the mewgas the date that FHB gained control of the comdbi
entity.

Recognize assets acquired and liabilities assu: Because neither Northeast Bancorp, the Predec€ssopany (the acquired company), nor
FHB (the accounting acquirer) exist as separatiéienafter the merger, a new basis of accountirfgiavalue for the Successor Company’s
assets and liabilities was established in the dafeged financial statements. At the acquisitiotegd#he Successor Company recognized the
identifiable assets acquired and the liabilitiesuased based on their then fair values in accordaitbeASC Topic 820Fair Value
Measuremer(“ASC 820") . The Successor Company recognized a bargain purgadseas the difference between the total purchdase and
the net assets acquired.

As a result of application of the acquisition mettod accounting to the Successor Company’s balaheet, the Successor Companfjhancial
statements from the periods prior to the transadate are not directly comparable to the finamstalements for periods subsequent to the
transaction date. To make this distinction, the @any has labeled balances and results of operatitmsto the transaction date as
“Predecessor Company” and balances and resuligevations for periods subsequent to the transadada as “Successor Company.” The lack
of comparability arises from the assets and liabslihaving new accounting bases as a result ofdetwy them at their fair values as of the
transaction date rather than at historical cosisba® denote this lack of comparability, a healack line has been placed between the
Successor Company and Predecessor Company colartires Consolidated Financial Statements and itaibles in the notes to the stateme

9
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As a result of the transaction, the Company coneatitd the Board of Governors of the Federal Ressyatem (the “Federal Reserveid the
Maine Bureau of Financial Institutions (the “Bur&ato, among other things, (i) maintain a Tierel/érage ratio of at least 10%, (ii) maintain a
total risk-based capital ratio of at least 15%) [jinit purchased loans to 40% of total loans) find 100% of the Company’s loans with core
deposits, and (v) hold commercial real estate I¢amatuding owner-occupied commercial real estatayithin 300% of total risk-based capital.
The Company is currently in compliance with all goitments to the Federal Reserve and the Bureau.

3. Loans, Allowance for Loan Losses and Credit Qualit)

The composition of the Company’s loan portfoli@ssfollows on the dates indicated. The Company'igiteated portfolio” consists of loans
originated before and after the Merger. The Comjsafpurchased portfolio” consists of loans acquisedbsequent to the Merger through its
Loan Acquisition and Servicing Group (“LASG”").

December 31, 20: June 30, 201
(Dollars in thousands
Loans:
Originated portfolio
Residential real esta $ 94,55¢ $ 95,417
Commercial real esta 115,10: 117,12
Constructior 1,28( 2,01t
Commercial busines 19,21( 22,22¢
Consumer (1 65,44 72,49¢
Total originated portfolic 295,58¢ 309,27t
Purchased portfolic
Commercial real esta 47,89 637
Residential real esta 3,57: 0
Total purchased portfoli 51,47( 637
Total loans 347,05¢ 309,91
Less: Allowance for loan loss: 737 437
Loans, ne $ 346,32: $ 309,47¢

(1) Consumer loans include home equity loans aresliotaling $45.9 million and $50.1 million at Rewber 31, 2011 and June 30, 2011,
respectively

In the fourth quarter of Fiscal 2011, the Compaynkched its loan acquisition and servicing businebgh operates at the Company’s office
in Boston, Massachusetts. Through the LASG, the 2oy purchases loans originated throughout theedr8tates that are secured by
commercial real estate, multi-family residentiadlrestate and other business assets. These leagsraerally purchased at a discount from the
loan’s unpaid principal balance from sellers infihancial services industry or government agendtesm the date of inception through
December 31, 2011, the LASG had purchased loarmspsitticipal balances at acquisition totaling $64hiBion, for an aggregate purchase price
of $52.3 million. The Company intends to continagytow this segment of its loan portfolio, bothaimsolute terms and as a percentage of its
total loan portfolio.

The Company’s community bank loan origination dtitg are predominantly conducted in south-ceratradl western Maine and south-eastern
New Hampshire. In its Maine and New Hampshire miaakeas, the Company originates si-family and multi-family residential loans,
commercial real estate loans, commercial busiresssland a variety of consumer loans. In additieeCompany originates loans for the
construction of residential homes, multi-family pesties, commercial real estate properties, anthfat development. The majority of loans
originated by the Company are collateralized by estate. The ability and willingness of residelngiad commercial real estate, commercial
business and construction loan borrowers to hdrair tepayment commitments is generally dependenhe health of the real estate sector in
the borrowers’ geographic area and/or the genemiamy.

The accrual of interest on all loans is discontthaethe time the loan is 90 days past due unkteskan is well secured by collateral and in
process of collection. The determination of past siatus is based on the contractual terms obtire In all cases, the Company ceases the
accrual of interest if the Company considers ctitiecof principal or interest to be doubtful. Afiterest accrued but not collected for loans that
are placed on nonaccrual are reversed againsegtteicome. The interest on these loans is accddaten a cash or cost recovery basis, until
the loan qualifies for return to accrual. Loansr@terned to accrual status when all the principal interest amounts contractually due are
brought current and future payments are reasorsssiyred.

Loans purchased by the Company are accounted fmr&kSC 310-30Receivables — Loans and Debt Securities Acquirdd Deteriorated
Credit Quality("ASC 310-30"). The Company has elected to accéomall purchased loans under ASC 310-30, includirase with

insignificant or no credit deterioration. At acqtitn, the effective interest rate is determineddzhon the discount rate that equates the presen
value of the Company'’s estimate of cash flows hth purchase price of the loan. Prepayments argararally assumed in determining a
purchased loan’s effective interest rate and incaooeetion.
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The application of ASC 310-30 limits the yield tmaay be accreted on the purchased loan, “the atdeeyield,” to the excess of the
Company’s estimate, at acquisition, of the expeatediscounted principal, interest, and other c&shd over the Company’s initial investment
in the loan. The excess of contractually requiraghpents receivable over the cash flows expectée wollected on the loan represents the
purchased loan’s “nonaccretable difference.” Subsetiimprovements in expected cash flows of loaitis monaccretable differences result in
a prospective increase to the loan’s effectivedyirtough a reclassification of some, or all, & ttonaccretable difference to accretable yield.
The effect of subsequent declines in expected ftasis of purchased loans are recorded through eifépallocation in the allowance for loan
losses.

Purchased credit impaired (“PCI”) loans are definedhose loans acquired with evidence of detar@raf credit quality since origination and
for which it is probable, at acquisition, that fhechaser will be unable to collect all contraduedquired payments receivable. The Company
does not characterize purchased loans with nosigriificant credit impairment as PCI loans.

The following table presents a summary of PCI lgaunshased during the six months ended Decembet(31L,.

Commercial Real Estate &

Commercial Busines
(Dollars in thousands

Contractually required payments receive $ 10,06¢
Nonaccretable differenc (2,959
Cash flows expected to be collec 7,10¢
Accretable yielc (3,127)
Fair value of loans acquire $ 3,98¢

The following table presents a summary of PCI loarguired through the Merger on December 29, 2010.

Residential Real Est¢
Commercial Real Estate

and Consume and Commercial Busine Total
(Dollars in thousands
Contractually required payments receive $ 4,14¢  $ 4977 $9,12¢
Nonaccretable differenc (1,2872) (1,897 (3,175
Cash flows expected to be collec 2,86¢ 3,084 5,95(
Accretable yielc (95§) (3449 (1,302
Fair value of PCI loans acquir: $ 1,90¢ $ 2,74C  $4,64¢

Changes in the accretable yield related to PCldahming the three and six months ended Decemhe2@1l follow.

Three Months Ended December 31, 2

Acquired throug
Merger Purchase Total
(Dollars in thousands
Beginning balanc $ 20¢ $ 2,951 $3,16(
Accretion (20¢) (48¢) (69€)
Acquisitions 0 95 95
Reclassifications from nonaccretable differe 361 21C 571
Disposals and transfe (121) (614) (735
End balanct $ 241 $2,15¢ $2,39¢
Six Months Ended December 31, 2(
Acquired throug
Merger Purchase Total
(Dollars in thousands
Beginning balanc $ 372 $ 0 $ 372
Accretion (372) (564) (93€)
Acquisitions 0 3,122 3,122
Reclassifications from nonaccretable differe 361 21C 571
Disposals and transfe (121) (614 (739
End balanct $ 241 $2,15¢ $2,39¢

The following table provides information relate@ thnpaid principal balance and carrying amoun®Qifloans.

December 31, 201 June 30, 201
Acquired throug Acquired throug
Purchase Total Purchase Total




Merger Merger

(Dollars in thousands (Dollars in thousands
Unpaid principal balance of PCI loa $ 469¢ $584« $1054: $ 7,11C $ 937  $8,04i
Carrying amount of PCI loar $ 2,86¢ $309: $595 $ 4228 $ 637  $4,86¢
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Allowance for Loan Losse

The allowance for loan losses is established aefoare estimated to have occurred through a pvovisr loan losses charged to earnings.
Loan losses are charged against the allowance magagement believes the uncollectibility of a lbatance is confirmed. Subsequent
recoveries, if any, are credited to the allowance.

The allowance for loan losses is evaluated peralgibased upon management’s review of availabftarination, including, but not limited to,
the quality of the loan portfolio, certain econornanditions, the value of the underlying collatexatl the level of non-accruing and criticized
loans. Management relies on its loan quality regietg experience and evaluation of economic cardit among other factors, in determining
the amount of provision required for the allowafareloan losses. Determining the allowance for lt@ases inherently involves a high degree
of subjectivity and requires the Company to makmificant estimates of current credit risks andifattrends, all of which may undergo
material changes.

The general component of the allowance for loasdess based on historical loss experience adjdstepialitative factors stratified by the
following loan segments: residential real estatel(iding home equity loans), commercial real es@aenmercial business, and consumer. The
Company currently considers its loss experienceegient to the Merger in its quantitative histdrieas analysis. The Company does not
weight periods used in that analysis to deterntieeatverage loss rate in each portfolio segmenth&yrthe Company considers qualitative
information, including certain experience of thedecessor Company, in determining its averagefdmssr for purposes of Company’s
allowance for loan losses. Qualitative factors adered in the Company’s analysis include: levedsitis in delinquencies and substandard
loans; trends in volumes and terms of loans; effe€thanges in risk rating and underwriting stadg@nd other changes in lending policies,
procedures and practices; experience/ability/deptending management and staff; and national agibnal economic trends and conditions.
There were no significant changes in the Compapglicies or methodology pertaining to the geneashponent of the allowance for loan
losses during the three or six months ended Decegih011.

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

Residential real estate: The Company generally doesriginate loans with a loan-to-value ratioajex than 80 percent and does not
grant subprime loans. All loans in this segmentcaltateralized by residential real estate andyeyent is dependent on the credit quality
of the individual borrower. The overall health béteconomy, particularly unemployment rates andgimguprices, has a significant effect
on the credit quality in this segment. For purpasedie Company’s allowance for loan loss calcolathome equity loans and lines of
credit are included in residential real estate.

Commercial real estate: Loans in this segment @neapily income-producing properties. For owner-agied properties, the cash flows
are derived from an operating business, and theryidg cash flows may be adversely affected byudetation in the financial condition
of the operating business. The underlying cashdligenerated by non-owner occupied properties magbersely affected by increased
vacancy rates. Management periodically obtainsnalst, with which it monitors the cash flows oktfe loans. Adverse developments in
either of these areas will have an adverse effethe credit quality of this segment.

Commercial business: Loans in this segment are raldesinesses and are generally secured by thtsafghe business. Repayment is
expected from the cash flows of the business. Whadiknal or regional economic conditions, and altaat decrease in consumer or
business spending, will have an adverse effecherttedit quality of this segment.

Consumer: Loans in this segment are generally ed¢cand repayment is dependent on the credit gudlihe individual borrower.
Repayment of consumer loans is generally basetleorarnings of individual borrowers, which may deesely impacted by regional
labor market conditions.

Purchased: Loans in this segment are secured bgneacial real estate, multi-family residential reatate, or business assets and have
been acquired by the LASG. Loans acquired by th8GAare, with limited exceptions, performing loahdate of purchase that may hi
some credit deterioration since origination. Repaytof these loans is largely dependent on cashfflom the successful operation of
the property, in the case of non-owner occupie@@ry, or operating business, in the case of owgetpied property. Loan performar
may be adversely affected by factors affectinggdweeral economy or conditions specific to the esthte market such as geographic
location or property type. Loans in this segmeptaraluated for
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impairment under ASC 310-30. The Company reviewseeted cash flows from purchased loans on a qualtasis. The effect of a
decline in expected cash flows subsequent to theisiion of the loan is recognized through a sfieeilocation in the allowance for
loan losses.

The allocated component of the allowance for l@msés relates to loans that are classified as igghdimpairment is measured on a loan-by-
loan basis for commercial business and commere#lastate loans by either the present value acfagd future cash flows discounted at the
loan’s effective interest rate or the fair valuelwé collateral if the loan is collateral dependéumt allowance is established when the discounted
cash flows (or collateral value) of the impairedrds lower that the carrying value of that loaarde groups of smaller-balance homogeneous
loans, such as consumer and residential real dstais are collectively evaluated for impairmergdzhon the group’historical loss experien
adjusted for changes in trends, conditions andratievant factors that affect repayment of thentoaccordingly, the Company does not
separately identify individual consumer and resi@dgtoans for individual impairment and disclosurowever, all loans modified in troubled
debt restructurings are individually reviewed fiompiairment.

For all segments except the purchased loan segm&dn is considered impaired when, based on ruiméormation and events, it is probable
that the Company will be unable to collect the siched payments of principal or interest when duseding to the contractual terms of the
loan agreement. Loans that experience insignifipagtnent delays and payment shortfalls generadlynat classified as impaired. Managen
determines the significance of payment delays ayingnt shortfalls on a case-by-case basis, taktagconsideration all of the circumstances
surrounding the loan and the borrower, includireyléngth of the delay, the reasons for the delsybbrrower’s prior payment record, and the
amount of the shortfall in relation to the prindipad interest owed. For the purchased loan segradoan is considered impaired when, based
on current information and events, it is probahkt the Company will be unable to realize cash $las estimated at acquisition. Loan
impairment of purchased loans is measured baséueaecrease in expected cash flows from thosmatsd at acquisition, excluding changes
due to decreases in interest rate indices. Factorsidered by management in determining impairrimeide payment status, collateral value,
and the probability of the collecting scheduledhpipal and interest payments when due.

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 modificatida considered a troubled debt restructuring (“TRR’he Company considers all loans
identified as being modified in a TDR as impairedns. By policy, the Company does not remove TD&® fimpairment classification. There
were no loans modified in a TDR during the thresigmonths ended December 31, 2011. At Decemhe2(@®ll1, there were no material
payment defaults of loans previously modified iR during the preceding six months. At December2fl1 and June 30, 2011, TDRs
totaled $955 thousand and $1.1 million, respeativel

The following table sets forth activity in the Sessor Company’s allowance for loan losses by parstézgment.

Three months ended December 31, 2011:

Residentie Commercie Commercia
Real Estat Real Estat Business Purchased (. Consume Total
(Dollars in thousands
Beginning balanc $ 124 $ 114 $ 41¢ $ 0 $ 54 $ 71C
Provision (benefit 33 33 (197 0 25¢ 134
Recoveries 1 0] 12 0 13 26
Charge-offs (33 0 (8) 0 (92 (139
End balanct $ 12E $ 147 $ 231 $ 0 $ 234 $ 737
Six months ended December 31, 2011:
Residentie Commercie Commercie
Real Estat Real Estat Business Purchased (. Consume Total
(Dollars in thousands
Beginning balanc $ 34 $ 147 $ 23¢ $ 0 $ 18 $ 437
Provision (benefit 147 24 (33) 0 39¢€ 534
Recoveries 1 0 34 0 28 63
Charge-offs (57 (24) (8) 0 (209) (297
End balanct $ 12F $ 145 $ 231 $ 0 $ 234 $ 737

(1) Purchased loans included above include comelawsl estate, commercial business, and commdoaint secured by residential real
estate. The Company separately analyzes loansgaediby the LASG from other segments in determitfiegallowance for loan losses.
There have been no charge-offs or reductions icdlsé flow estimates made at the time of loan aitipr in the Company’s purchased
loan portfolio. As a result, no provision has bessde for potential losses related to such loama friception of the Company’s LASG
through December 31, 201
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The following table sets forth activity in the Peegssor Company’s allowance for loan losses. Tlaseno activity in the Successor
Company'’s allowance for loan losses during theethit®ys ended December 31, 2010.

89 Days 181 Days

Ended Ended
December 2! December 2!

2010 2010

(Dollars in thousands

Beginning balanc $ 5,86 $ 5,80¢
Provision 45% 91z
Recoveries 92 10€
6,407 6,82¢
Chargeoffs (440) (859)
End balanct $ 5,967 $ 5,967

The following table sets forth information regamlithe allowance for loan losses by portfolio segnaer impairment methodology.

December 31, 201
Commercia Commercia

Residential
Real Estat Real Estat Business Consume Total
(Dollars in thousands
Allowance for loan losse!
Individually evaluatec $ 0 $ 64 $ 224 $ 0 $ 28t
Collectively evaluate: 12t 83 7 234 44¢
Purchased (1 0 0 0 0 0
Total $ 128§ 147 $ 231 $ 234 $ 737
Loans:
Individually evaluatec $ 54z $ 2601 $ 1,11¢ $ 0 $ 4,26
Collectively evaluate: 140,87t 112,75 18,09! 19,60: 291,32
Purchased (1 3,57: 47,897 0 0 51,47(
Total $144,99. $163,25¢ $ 19,21( $19,60: $347,05¢
June 30, 201
Commercia Commercia
Residential
Real Estat Real Estatt Business Consume Total
(Dollars in thousands
Allowance for loan losse:
Individually evaluatec $ 0 $ 11¢ $ 19 $ 0 $ 31t
Collectively evaluate: 34 28 42 18 122
Purchased (1 0 0 0 0 0
Total $ 34 $ 147 $ 23¢ % 18 $ 437
Loans:
Individually evaluatec $ 0 $ 1221 $ 1922 $ 0 $ 3,14
Collectively evaluate: 146,58! 116,81( 20,30z 22,43¢ 306,13:
Purchased (1 0 637 0 0 637
Total $146,58! $118,66¢ $ 22,22 $22,43F $309,91:

(1) Expected cash flows from individual purchaseahk are reviewed quarterly by the Company. Pagitisition, the effect of a decline in
expected cash flows is recorded through the alloedar loan losses as a specific allocat

The following table sets forth information regamglimpaired loans. The recorded investment in inguhioans includes discounts or premiums
from acquisition through purchase or merger. Irgeircome recognized includes interest receiveatorued based on loan principal and
contractual interest rates; amounts do not inchmeetion or amortization of acquisition discoumtremiums as such amounts related to
impaired loans are insignificant. Loans acquirethwlieteriorated credit quality that have perforrbaded on cash flow and accretable yield
expectations determined at date of acquisitiomateonsidered impaired assets and have been extfumim the tables beloy



Impaired loans without a valuation allowan
Residential -4 family
Commercial real esta
Commercial busines

Total

Impaired loans with a valuation allowan:
Residential -4 family
Commercial real esta
Commercial busines
Total

Total impaired loan

As of December 31, 201

For the six months end
For the three months ended

December 31, 201 December 31, 201

Unpaid

Principa
Recorded Related
Investmer  Balance Allowance

Average Interest Average Interest
Recorded Income Recorded Income
Investmen Recognize Investmer Recognize

(Dollars in thousands

(Dollars in thousands (Dollars in thousands

$ 542 $602$ 0 $ 271 $ 7% 181 $ 8
2,41, 2,64¢ 0 1,54¢ 37 1,14¢ 58
47¢ 792 0 34¢ 1 57¢ 5
3,43t 4,04 0 2,16( 45 1,907 71
0 0 0 73 0 49 0

187  21¢ 64 26¢ 3 46¢ 3
64C 672 224 67¢ 0 741 0
827 891 28¢ 1,01¢ 3 1,25¢ 3

$ 426. $493° $ 286 $ 317¢ $ 48 $ 3166 $ 74
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As of June 30, 201

Unpaid
Principa
Recorded Related
Investmer Balance Allowance

(Dollars in thousands
Impaired loans without a valuation allowan

Commercial real esta $ 34¢ $ 34¢ $ 0
Commercial busines 1,054 1,054 0
Total 1,40z 1,40z 0
Impaired loans with a valuation allowan:
Commercial real esta 872 873 11¢
Commercial busines 86¢ 86¢& 19€
Total 1,741 1,741 31E
Total impaired loan $ 3,148 $3,14: $ 31E
The following is a summary of past due and non-saldoans:
December 31, 201
Past Du
90 Days Past Due
or More- 90 Days o
Total Non-
30-59 60-89 Still More- Past Total Total Accrual
Days Days Accruing Nonaccrue Due Current Loans Loans

(Dollars in thousands
Residential real estat

Residential - 4 family $ 31 $ 704 $ 0 $ 2,787 $3,80¢ $ 90,75 $ 94,55¢ $3,26¢
Residential - 4 family - purchase 0 0 0 0 0 3,57¢ 3,57¢ 0
Home equity 217 32 0 152 402 45,43« 45,83¢ 182
Commercial real esta 492 0 0 441 933 114,16¢ 115,10: 1,99¢
Commercial real esta- purchaset 0 0 0 0 0 47,89" 47,897 0
Constructior 0 0 0 0 0 1,28( 1,28( 0
Commercial busines 363 0 0 921 1,28¢ 17,92¢ 19,21( 1,11¢
Consume 82¢ 371 0 32€ 1,52¢ 18,077 19,60¢ 32¢
Total $2,21¢ $1,107 $ 0 $ 4,62¢ $7,951 $339,10¢ $347,05¢ $6,89:-
June 30, 201
Past Due
90 Days ¢ 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 $ 0 $ 1,77¢ $3,057 $92,36( $ 95417 $2,19¢
Home equity 117 0 0 89 20¢€ 49,85« 50,06( 20E
Commercial real esta 0 49z 0 934 1,42¢ 115,69¢ 117,12« 3,601
Commercial real esta- purchaset 0 0 0 0 0 637 637 0
Constructior 0 0 0 121 121 1,89: 2,01t 121
Commercial busines 4 75 751 41€ 1,24¢ 20,97¢ 22,22 55¢
Consume 56¢ 33€ 0 50¢ 1,41: 21,02 22,43¢ 527
Total $944 $1,92¢ $ 751 $ 3,847 $7,46¢ $302,44! $309,91! $7,20¢

Credit Quality Indicators

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 average ris

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

Loans rated 6: Loans in this category are consii&ngbstandard.” Generally, a loan is considerdistandard if the current net worth
inadequately protects it and the paying capacityefobligors and/or the collateral pledged. Theedistinct possibility that the Company v



sustain some loss if the weakness is not corrected.

Loans rated 7: Loans in this category are consiti&teubtful.” Loans classified as doubtful havethk weaknesses inherent in those classified
substandard with the added characteristic thatvdreknesses make collection or liquidation in foil,the basis of current existing facts, highly
guestionable and improbable.
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Loans rated 8: Loans in this category are consitiéoss” and of such little value that their contémce as loans is not warranted. There were
no loans rated 8 at December 31, 2011 or June(&d,.2

On an annual basis, or more often if needed, thrapg@ay formally reviews the ratings on all commdroéal estate, construction, and
commercial business loans. Semi-annually, the Compagages an independent thixaity to review a significant portion of loans witthhese
segments. Management uses the results of thessvwesas part of its annual review process. Riskgatbon purchased loans, with and without
evidence of credit deterioration at acquisitior, determined relative to the Company’s recordedstment in that loan, which may be
significantly lower than the loan’s unpaid prindipalance.

The following tables present the Company’s loansigly rating.

December 31, 201

Commercia
Commercie Real Estate Commercie
Real Estat Purc-hase1 Business Constructiol
(Dollars in thousands
Loans rated - 4 $108,61: $ 47,897 $ 17,54( $ 73t
Loans rated ! 2,05¢ 0 40C 0
Loans rated | 4,43¢ 0 1,27( 0
Loans rated - 0 0 0 0
$115,10: $ 47,897 $ 19,21( $ 73E
June 30, 201
Commercia
Commercia Real Estate - Commercie
Real Estat: Purchase! Business Constructiol
(Dollars in thousands
Loans rated - 4 $106,71° $ 637 $ 18,20 $ 2,01t
Loans rated ! 3,13: 0 1,16¢ 0
Loans rated | 7,272 0 2,85¢ 0
Loans rated - 0 0 0 0

$117,12 $ 637 $ 22,22t $ 2,01t

4.  Securities Available-for-Sale
Securities available-for-sale at amortized costapyutoximate fair values are summarized below:

December 31, 201 June 30, 201
Amortized Fair Amortized Fair
Cost Value Cost Value
(Dollars in thousands

Debt securities issued by U.S. Governr-sponsored enterpris $ 45,84: $ 45,92t $ 48,821 $ 48,731
Mortgage-backed securities issued by government age! 92,81: 93,55¢ 99,63 99,55¢
Equity securitie: 0 0 198 21¢€
Trust preferred securitie 0 0 46€ 451

$138,65¢ $139,48( $149,12! $148,96:

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

December 31, 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 $ 81 $ 1 $ 7 $ 97
Mortgage-backed securities issued by government age! 743 1 212 291
Equity securitie: 0 0 23 0
Trust preferred securitie 0 0 8 23
$ 824 $ 2 $ 25C $ 411

When securities are sold, the adjusted cost o$pleeific security sold is used to compute the gailoss on sale. The following table
summarizes realized gains and losses on availablsale securities.
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Three Months Ended Six Months Ended Three Days Ended
Successor Compar December 31, 201 December 31, 201 December 31, 201
(Dollars in thousands
Gross realized gair $ 432 $ 447 $ 0
Gross realized losst 0 (67) 0
Net security gain $ 432 $ 38C $ 0
89 Days Ended 181 Days Ended
Predecessor Compa December 28, 201 December 31, 201
(Dollars in thousands
Gross realized gair $ 5 $ 17
Gross realized losst 0 0
Net security gain $ 5 $ 17

The following summarizes the Company’s gross uizedllosses and fair values aggregated by investozegory and length of time that
individual securities have been in a continuoualized loss position.

Less than 12 Montf More than 12 Month Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses

(Dollars in thousands
December 31, 201:
Debt securities issued by U.S. Governr-

sponsored enterpris $ 2,99¢ 3 1 % 0 3 O 2,99¢ 3 1
Mortgage-backed securities issued
government agencie 2,62t 1 0 0 2,62t 1
$ 562/ % 2 9 0 3 0 3 562/ % 2
Less than 12 Montt More than 12 Month Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses

(Dollars in thousands
June 30, 2011
Debt securities issued by U.S. Government-

sponsored enterpris $ 46,13( $ 97 % O 0 $ 46,13 % 97

Mortgage-backed securities issued by
government agencit 51,367 291 0 0 51,367 291
Trust preferred securitie 174 23 0 0 174 23
$ 9767 $ 411 3 0 $ 0 $ 97670 $ 411

There were no other-than-temporary impairment lssesecurities during the three or six months eémkcember 31, 2011. There were no
other-than-temporary impairment losses on secaritiethe three days ended December 31, 2010hed39 or 181 days ended December 28,
2010.

At December 31, 2011, the Company had two avaifdiesale securities with continuous unrealizegéssfor less than twelve months,
representing aggregate depreciation from amortpstl of less than 1%. At December 31, 2011, athefCompany’s available-for-sale
securities were issued by either government agemeigovernment-sponsored enterprises. The dealifaégr value of the Company’s available-
for-sale securities at December 31, 2011 is attaite to changes in interest rates.

The amortized cost and fair values of availablesfale debt securities by contractual maturity aevshbelow as of December 31, 2011. Ac
maturities may differ from contractual maturitieschuse borrowers may have the right to call orgyrebligations with or without call or
prepayment penalties.

Amortized Fair
Cost Value
(Dollars in thousands

Due after one year through five ye $ 45,84t $ 45,92t
Due after five years through ten ye 0 0
Due after ten yeal 0 0
45,84¢ 45,92¢
Mortgage-backed securitie 92,81 93,55t

$138,65¢ $139,48(
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5. Stock-Based Compensatior
A summary of the stock option activity for the sionths ended December 31, 2011 is as follows:

Weighted
Average
Shares Exercise Pric
Outstanding at beginning of period 764,54¢ $ 14.0%
Granted 0 0
Exercisec 0 0
Forfeited (8,500 13.1C
Outstanding and at end of peri 756,04¢ $ 14.0¢
Exercisable 90,89¢ $ 14.0¢
The following table summarizes information abowc&toptions outstanding at December 31, 2011.
Options Outstandin Options Exercisabl
Weighted Averag Weighted Averag
Weighted Averag Aggregate Aggregate
Exercise Prict Number Remaining Life Intrinsic Value Number Remaining Life Intrinsic Value
$ 13.9¢ 594,03¢ 9.0 year $ 0 74,69¢ 9.0 year $ 0
14.52 162,01( 9.0 year 0 16,20( 9.0 year 0
14.0¢ 756,04¢ 9.0 year 0 90,89¢ 9.0 year 0

At December 31, 2011, all unvested stock optioristanding are expected to vest.

On December 29, 2010, the Company granted 13,0@@slof the Company'restricted stock to a senior executive of the @amy. The holde

of this award participates fully in the rewardsstidck ownership of the Company, including votinghts and dividend rights. This award has
been determined to have a fair value of $13.9%pare based on the average price at which the Gorispeommon stock traded on the date of
grant. Forty percent of the award will vest on Daber 29, 2012, and the remainder will vest in tregeal annual installments commencing on
December 29, 2013. At December 31, 2011, no réstricommon shares were vested. All restricted comshares are expected to vest.

At December 31, 2011, performance-based stock efaien rights (“SARs”) with underlying shares aimvoting common stock totaling
81,006 were outstanding. As of December 31, 20fLCompany has accrued the maximum liability payalblder the SAR grant, which
equates to $0.59 per share, or a total of $48 #malisThe SARs expire in December of 2020.

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

January —
June 201 2013 2014 2015 2016 2013 Total
(Dollars in thousands
Stock options $ 192 $384 $37C $351 $221 $48 $1,56¢
Restricted stoc 18 36 36 36 18 0 144

$ 21C $42C $40€ $387 $23¢ $48 $L7C

At December 31, 2011, the Company had outstandimgreant to purchase 67,958 shares of common s$sakd to the U.S. Department of
Treasury (the “Treasury”) on December 12, 2008oinmzction with the Company’s participation in thedbled Asset Relief Program on
December 12, 2008. The warrant has an exercise pfi$9.33 per share and expires on December 1B, Jhe warrant is recorded as a
permanent component of stockholders’ equity in etaoce with ASC 81%)erivatives and HedgingAt December 31, 2011, the intrinsic
value of the warrant was $222 thousand.
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6. 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 agencies in twseate transactions. The Varney Agency, Inc. ofg@anMaine purchased the assets of nine
NBIG offices in Anson, Auburn, Augusta, Bethel, eimore Falls, Scarborough, South Paris, Thomastdrrarner, Maine. The NBIG offic

in Berwick, Maine, which operates under the nam8mge#nce & Matthews, was acquired by Bradley Spo#tyiously a member of NBIG’s
senior management team. The sale gain, net of iacares, combined with the elimination of custofigrand non-compete intangibles
increased tangible equity by approximately $8.4iaml The following is a summary of the sale trastsms.

(Dollars in thousand

Sale proceed $ 9,72¢
Less:
Customer lists and other intangible assets 7,37¢
Fixed assets, net of accumulated depreciz 157
Severance and other direct exper 661
Pre-tax gain recognize $ 1,52¢

Operations associated with NBIG for the periodsenéed have been classified as discontinued opesati the accompanying consolidated
statements of income. The Company has eliminateédtatcompany transactions in presenting discar@thoperations for each period.
Insurance commissions associated with NBIG weré&$86usand for the six months ended December, 2014f which was recognized in tl
first quarter of the fiscal year ending June 3@ 20Fiscal 2012"). Insurance commissions were $®0sand for the three days ended
December 31, 2010 and $1,221 and $2,661 thousanke®9 and 181 days ended December 28, 201@&atdsgly. Intangible and fixed ass:
associated with discontinued operations totaledamately $7.4 million and $160 thousand, respetyi, at June 30, 2011. In connection
with the transaction, the Company repaid borrowiagsociated with NBIG totaling $2.1 million.

NBIG had previously sold customer lists and cerfeiad assets of its agency offices in Jackman,nd&o Worldwide Risk Management, It
on December 22, 2010; in Rangeley, Maine to Mo&drurbish Insurance Agency on January 31, 2010;iamdexico, Maine to UIG, Inc. on
December 31, 2009.
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7. Earnings Per Share (EPS

EPS is computed by dividing net income allocatedaimmon shareholders by the weighted average consimmes outstanding. The following
table shows the weighted average number of shatetaading for the periods indicated. Shares idsuaative to stock options granted have
been reflected as an increase in the shares oditstansed to calculate diluted EPS, after applyirggtreasury stock method. The number of
shares outstanding for basic and diluted EPS septed as follows:

Successor Compatr Predecessor Compa
Three months end
Six months ended  Three days ended 89 days ended 181 days ended
December 31, 201 December 31, 20: December 31, 20. | December 28, 20:  December 28, 20:
(Dollars in thousands, except share and (Dollars in thousands, except share and
per share dat¢ per share dat¢
Net income (loss) from continuing operatic $ 41¢  $ (17¢) $ 11,841 | $ 78 % 1,667
Preferred stock dividenc (53 (10€) 0 (51) (104)
Accretion of preferred stoc (45) (90) 0 (8) (15)
Net income (loss) from continuir
operations available to common
shareholder $ 32C $ 372 % 11,841 | $ 724 % 1,54¢
Undistributed earnings (loss) of continuing opemagi
allocated to participating securiti 1 (1) (44) 0 0
Net income from continuing operatio
allocated to common sharehold $ 31¢ $ (37) $ 11,797 | $ 724 $ 1,54¢
Net income (loss) from discontinued operati
available to common sharehold: $ (O 1,12 $ ®)| % 53 $ 12¢
Undistributed earnings (loss) of discontint
operations allocated to participating securi 0 4 0 0 0
Net income (loss) from discontinued
operations allocated to common
shareholder $ 0 % 1,11¢ $ 6)| $ 53 §$ 12¢
Weighted average shares used in calculation ot basi
earnings per sha 3,494,49: 3,494,49: 3,492,49: 2,331,33. 2,330,19
Incremental shares from assumed exerc
of dilutive securities 17,49¢ 0 96,25¢ 27,31t 24,18¢
Weighted average shares used in calculi
of diluted earnings per sha 3,511,99. 3,494,49: 3,588, 75! 2,358,64 2,354,38!
Earnings per common sha
Income (loss) from continuing operatic $ 0.0¢ $ 0.1 $ 33t | $ 031 $ 0.67
Income from discontinued operatic 0.0C 0.32 0.0C 0.0z 0.0t
Earnings per common she $ 0.0¢ $ 021 $ 3.3t | $ 03 $ 0.72
Diluted earnings per common sha
Income (loss) from continuing operatic $ 0.0¢ % (0.11) % 32¢ | % 031 % 0.6¢€
Income from discontinued operatic 0.0C 0.32 0.0C 0.0z 0.0t
Diluted earnings per common shi $ 0.0¢ $ 021 $ 3.2¢ | $ 03 $ 0.71

756,049 stock options were anti-dilutive and exelliffom the calculation of dilutive earnings pearghfor the three and six months ended
December 31, 2011. 67,958 shares issuable up@xtheise of the warrant issued to the Treasury astiedilutive during the six months
ended December 31, 2011 due to the Company’siossdontinuing operations.
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8. Fair Value Measurements

Fair value is a market-based measure consideradtfre perspective of a market participant rathantan entity-specific measure. Therefore,
even when market assumptions are not readily dlajlthe Company’s own assumptions are set toatete®se that market participants would
use in pricing the asset or liability at the measwent date. If there has been a significant deereathe volume and level of activity for the
asset or liability, regardless of the valuatiorhtgque(s) used, the objective of a fair value mesgent remains the same. Fair value is the
that would be received to sell an asset or patdattsfer a liability in an orderly transaction (& not a forced liquidation or distressed sale)
between market participants at the measurementudaler current market conditions. The Company psess and inputs that are current as of
the measurement date, including in periods of matlgbocation. In periods of market dislocatiorg thhservability of prices and inputs may be
reduced for many instruments. This condition caiddse an instrument to be reclassified from onel ievanother.

ASC 820 defines fair value and establishes a faiter hierarchy that prioritizes the inputs to véiluatechniques used to measure fair value.
The hierarchy gives the highest priority to unat§jdsquoted prices in active markets for identicalets or liabilities (Level 1 measurements)
and the lowest priority to unobservable inputs @le8’measurements). The three levels of the fairevhierarchy under ASC 820 are described
below:

Level 1 — Inputs are quoted prices (unadjusteaytive markets for identical assets or liabilitieat the reporting entity has the ability to
access at the measurement date.

Level 2 — Valuations based on quoted prices in etarthat are not active or for which all significarputs are observable, either directly
or indirectly.

Level 3 — Prices or valuations that require ingh&g are both significant to the fair value measwst and unobservable.

To the extent that valuation is based on modeisprts that are less observable or unobservalileeimarket, the determination of fair value
requires more judgment. Accordingly, the degrepidment exercised by the Company in determinimrgviglue is greatest for instruments
categorized in Level 3. A financial instrumentével within the fair value hierarchy is basedtlom lowest level of any input that is significao
the fair value measurement.

Valuation technique — There have been no changes in the valuatibmitaees used during the current period.

Cash and cash equivalentsThe fair value of cash, due from banks, intebestring deposits and Federal Home Loan Bank (“FHIds&rnigh
deposits approximates their relative book valusghase financial instruments have short maturities

Available-for-sale securities- Where quoted prices are available in an activiketasecurities are classified within Level 1 lo€ tvaluation
hierarchy. Examples of such instruments includdiplyttraded common and preferred stocks. If qugigdes are not available, then fair val
are estimated by using pricing modelse(, matrix pricing) and market interest rates andlitr@ssumptions or quoted prices of securities with
similar characteristics and are classified withevel 2 of the valuation hierarchy. Examples of smslruments include government agency
government sponsored agency mortgbhgeked securities, as well as certain preferredrausd preferred stocks. Level 3 securities areistes
for which significant unobservable inputs are nét.

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— Fair values are estimated for portfolios of loarithwimilar financial characteristics. The fair walof performing loans is calculated
discounting scheduled cash flows through the eséichanaturity using estimated market discount rdtasreflect the credit and interest rate
risk inherent in the loan. The estimates of majuaie based on the Company’s historical experignitterepayments for each loan
classification, modified, as required, by an esterf the effect of current economic conditionsdieg conditions and the effects of estimated
prepayments.

Valuations of impaired loans are determined byeeimg collateral values or through discounted dash analyses using a rate commensurate
with the risk associated with the estimated casivgl Assumptions regarding credit risk, cash fland discount rates are developed using
available market information and historical infortina.

Loans helefor-sale— The fair value of loans held-for-sale is estirddtased on bid quotations received from loan dealer

Interest receivabl— The fair value of this financial instrument apprmxsites the book value as this financial instrumestdshort maturity. It
the Companys policy to stop accruing interest on loans pastladimore than ninety days. Therefore, this finanaistrument has been adjus
for estimated credit loss.

Repossessed collater- The fair values of other real estate owned ahdraepossessed collateral are estimated basedappoaised values
less estimated costs to sell. Certain inputs usegpraisals are not always observable, and thereépossessed collateral may be categorized
as Level 3 within the fair value hierarchy. Wheputs used in appraisals are observable, they assified as Level 2.
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Derivative financial instrument- The valuation of the Company’s interest rate saapd caps are determined using widely acceptegtieh
techniques including discounted cash flow analysethe expected cash flows of derivatives. Thesdyaas reflect the contractual terms of the
derivatives, including the period to maturity, arge observable market-based inputs, includingésteate curves and implied volatilities. The
Company incorporates credit valuation adjustmemtgopropriately reflect both its own nonperformarisk and the respective counterparty’s
nonperformance risk in the fair value measureméntadjusting the fair value of its derivative catts for the effect of nonperformance risk,
the Company has considered the impact of nettinigaay applicable credit enhancements, such age@lgostings. Although the Company
has determined that the majority of the inputs usedhlue its interest rate derivatives fall withievel 2 of the fair value hierarchy, the credit
valuation adjustments associated with its derieativtilize Level 3 inputs, such as estimates oferurcredit spreads, to evaluate the likelihood
of default by the Company and its counterparties.

The fair value of derivative loan commitments aadvard loan sale agreements are estimated usiranti@pated market price based on
pricing indications provided from syndicate barnkisese commitments and agreements are categorizezl/ak2. The fair value of such
instruments was nominal at each date presented.

Deposits— The fair value of deposits with no stated mayustich as noninterest-bearing demand depositsiggg\INOW accounts and money
market accounts, is equal to the amount payabtieamand. The fair values of time deposits are basdtie discounted value of contractual
cash flows. The discount rate is estimated usiegdkes currently offered for deposits of simikmaining maturities. The fair value estimates
do not include the benefit that results from the-kmst funding provided by the deposit liabiliteempared to the cost of borrowing funds in
the market. If that value were considered, thevfaiue of the Company’s net assets could increase.

Borrowings— The fair value of the Company’s borrowings whle FHLB is estimated by discounting the cash flthweugh maturity or the
next repricing date based on current rates availebthe Company for borrowings with similar maties. The fair value of the Company’s
short-term borrowings, capital lease obligatiotisictured repurchase agreements and other borrevisngstimated by discounting the cash
flows through maturity based on current rates awddl to the Company for borrowings with similar orétes.

Off-Balance Sheet Credit-Related InstrumenEair values for off-balance-sheet, credit-reldtedncial instruments are based on fees currently
charged to enter into similar agreements, takitg atcount the remaining terms of the agreemerntsh@counterparties’ credit standing. The
fair value of such instruments was nominal at edatie presented.

Assets and liabilities measured at fair value oecairring basis are summarized below. There werggroficant transfers between Levels |, 11,
and Il during the periods presented.

Fair Value Measurements at Reporting Date Us
Total Level 1 Level 2 Level 3
(Dollars in thousands

December 31, 201

Assets
Securities availab-for-sale
Debt securities issued by U.S. Government sponsamtatprise: $ 45,92¢ $ 0 $ 45,92¢ $ 0
Mortgage-backed securities issued by government agel 93,55¢ 0 93,55¢ 0
Other asset- interest rate car. 10 0 10 0
Liabilities
Other liabilities- interest rate swa $ 611 $ 0 $ 0 $ 611
Fair Value Measurements at Reporting Date Us
Total Level 1 Level 2 Level 3
(Dollars in thousands
June 30, 201
Assets
Securities availab-for-sale
Debt securities issued by U.S. Government sponssmgatprise: $ 48,731 $ 0 $ 48,731 $ 0
Mortgage-backed securities issued by government age! 99,55¢ 0 99,55¢ 0
Equity securitie: 21¢€ 21¢€ 0 0
Trust preferred securitie 451 451 0 0
Other asset- interest rate car 46 0 46 0
Liabilities
Other liabilities- interest rate swa $ 50¢ $ 0 $ 0 $ 50¢
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The following table shows the change in the falugaof derivative financial instruments measuredagecurring basis using significant

unobservable inputs (Level 3).

Three Months Ended

Successor Compar December 31, 201

Six Months Ended
December 31, 201

Three Days Ended
December 31, 201

(Dollars in thousands

Beginning balanc $ 66¢ $ 503 $ 577

Unrealized gain (loss 58 (10€)

Ending balanci $ 611 $ 611 $ 577

89 Days Ended 181 Days Ended
Predecessor Compa December 28, 201 December 28, 201
(Dollars in thousands

Beginning balanc $ 65E $ 41z

Unrealized gain (loss (239) 3

Ending balanci $ 41€ $ 41€
Assets measured at fair value on a nonrecurrinig lbas summarized below. There were no signifitamsfers between Levels I, 11, and IlI
during the periods presented.

Total Level 1 Level 2 Level 3

December 31, 201
Impaired loan:
Repossessed collate

June 30, 2011
Impaired loan:
Repossessed collate
Premises

(Dollars in thousands

The following table presents the estimated faiugadf the Company’s financial instruments.

Financial asset:

Cash and cash equivalel

Available-for-sale securitie

Regulatory stock (FHLB and Federal Rese!
Loans held for sal

Loans, ne

Accrued interest receivab

Other asset- interest rate car

Financial liabilities:

Deposits (with no stated maturit

Time depositt

FHLB advance:

Structured repurchase agreeme

Other borrowing:

Shor-term borrowings

Capital lease obligatio

Junior subordinated debentures issued to affilitiests
Other liabilities— interest rate sway

23

$ 53¢ $ 0 $ 0 $ 53¢
59z 0 0 593
Total Level 1 Level 2 Level 3
(Dollars in thousands
$ 1,42¢ $ 0 $ 0 $ 1,42¢
69C 0 0 69C
361 0 0 361
December 31, 201 June 30, 201
Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value
(Dollars in thousands
$ 58,36: $ 58,36: $ 83,93 $ 83,93
139,48( 139,48( 148,96 148,96:
5,76( 5,76( 5,76( 5,76(
8,18¢ 8,18¢ 5,17¢ 5,20¢
346,32: 357,46: 309,47¢ 316,36
1,761 1,761 1,244 1,244
1C 10 46 46
174,39: 174,39: 186,71« 186,71«
226,63: 226,63¢ 214,40 216,76°
43,684 46,08¢ 43,92: 45,46¢
67,08¢ 68,36 68,00¢ 69,36¢
0 0 2,22¢ 2,28(
1,744 1,744 2,51¢ 2,51¢
1,99¢ 2,28¢ 2,07t 2,30¢
8,02¢ 8,272 7,951 7,97¢
611 611 50z 503
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9. Derivatives and Hedging Activities

The Company has stand alone derivative financ&tuments in the form of interest rate caps thevddheir value from a fee paid and are
adjusted to fair value based on index and strike, end a swap agreement that derives its value fine underlying interest rate. These
transactions involve both credit and market ridke Tiotional amounts are amounts on which calculafipayments and the value of the
derivative are based. Notional amounts do not sgpriedirect credit exposures. Direct credit exp@ssitimited to the net difference between
the calculated amounts to be received and paahyif Such differences, which represent the famealf the derivative instruments, are
reflected on the Company’s balance sheet as demvassets and derivative liabilities.

The Company is exposed to credit-related losséseirrvent of nonperformance by the counterpanti¢sdse agreements. The Company
controls the credit risk of its financial contratitsough 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-alie-counter contracts. Negotiated over-the-cautiéeivative contracts are generally
entered into between two counterparties that natposipecific agreement terms, including the undeglinstrument, amount, exercise prices
and maturity.

Risk Management Polici— Hedging Instruments

The Company evaluates the effectiveness of entértogany derivative instrument agreement by meéaguhe 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 debtsasice of funds for use in the Company’s lending iamestment activities and other
general business purposes. These debt obligatipose the Company to variability in interest paytmeatue to changes in interest rates. If
interest rates increase, interest expense incre@sesersely, if interest rates decrease, intengsénse decreases. Management believes it is
prudent to limit the variability of a portion ofkiinterest payments and, therefore, generally reedgmrtion of its variable-rate interest
payments. To meet this objective, management ehiete interest rate caps whereby the Company veseiariable interest payments above a
specified interest rate and swap agreements wheheb@ompany receives variable interest rate paysreerd makes fixed interest rate
payments during the contract period.

The Company purchased two interest rate caps 26 #&usand, which expire on September 30, 201d .sWap agreement provides for the
Company to receive payments at a variable rateméted by a specified index (three month LIBOREkthange for making payments at a
fixed rate.

Information pertaining to outstanding interest rea@s and swap agreements used to hedge varisbldetat is as follows.

Interest Interest
Rate Cap Rate Swa

(Dollars in thousands

December 31, 201:

Notional amoun $ 6,00( $10,00(
Weighted average pay re 4.6%
Weighted average receive ri 2.05%
Strike rate based on three month LIB! 2.51%
Weighted average maturity in ye: 2.7¢ 3.17
Unrealized los! $ 72 $ 29€
Interest Interest
Rate Cap Rate Swa

(Dollars in thousands

June 30, 2011

Notional amoun $ 6,00( $10,00(
Weighted average pay re 4.6%
Weighted average receive ri 2.2%
Strike rate based on three month LIB 2.51%

Weighted average maturity in ye: 3.2t 3.67
Unrealized los! $ 45 $ 137

During the three and six months ended Decembe2(@®l1, no interest rate cap or swap agreementsteeménated prior to maturity. Changes

in the fair value of interest rate caps and swasigthated as hedging instruments of the variakifityash flows associated with long-term debt
are reported in other comprehensive income. Thesriats subsequently are reclassified into intexegénse as a yield adjustment in the same
period in which the related interest on the longrtelebt affects earnings. Risk management resuithé three and six months ended
December 31, 2011 related to the balance sheetrigedfjlong-term debt indicates that the hedge=vi®0% effective and that there was no
component of the derivative instruments’ gain aslavhich was excluded from the assessment of heffiertiveness. No amounts were
reclassified to interest expense during the Fi204aPR or 2011 periods presented as a result of heéffectiveness.
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The following sets forth the fair values and looatdf derivatives designated as hedging instruments

December 31, 201
(Dollars in thousands

Asset Derivative: Balance Sheet Locatic Fair Value
Interest rate car Other asset $ 10
Liability Derivatives Balance Sheet Locatic Fair Value
Interest rate swa Other liabilities $ 611
June 30, 201
(Dollars in thousands
Asset Derivative: Balance Sheet Locatic Fair Value
Interest rate caf Other asset $ 46
Liability Derivatives Balance Sheet Locatic Fair Value
Interest rate swa Other liabilities $ 502

Derivative contracts involve the risk of dealingtwilerivative counterparties and their ability teehcontractual terms. Institutional
counterparties must have an investment grade aaiig and be approved by the Company’s Boardigdiors. The Company'’s credit
exposure on interest rate swaps is limited to gtepositive fair value and accrued interest obalaps with each counterparty.

The Company currently holds derivative instrumehg contain credit-risk related contingent feasutteat are in a net liability position, which
require the Company to assign collateral. Colldtemguired to be maintained at dealer banks byOtwapany is monitored and adjusted as
necessary. At December 31, 2011, the Company r&dtotaling $800 thousand in a margin account thighdealer bank associated with its

interest rate swap.

10. Other Comprehensive Income (Loss

The components of other comprehensive income (kresas follows:

Successor Compar

Unrealized holding (losses) gains on avail-for-sale
securities
Less: Realized gains on availe-for-sale securitie

Unrealized (losses) gains on availefor-sale securities, n

Unrealized gains (losses) on cash flow hec
Total other comprehensive (loss) inco

Unrealized holding gains on availa-for-sale securitie
Less: Realized gains on availe-for-sale securitie

Unrealized gains on availal-for-sale securities, n
Unrealized gains on cash flow hedq

Total other comprehensive incor

Three Months Ended December 31, 2 Six Months Ended December 31, 2(
Pre-tax Tax Expens After-tax Pre-tax Tax Expens After-tax
Amount (Benefit) Amount Amount (Benefit) Amount

(Dollars in thousands (Dollars in thousands

$ (279 % 93 $ (18¢) $ 1,36 $ 468 $ 90C

432 147 28€ 38C 12¢ 251
(706) (240) (466) 08¢ 334 64¢
34 11 23 (186) (63) (129)

$ (6729 $ (229 $ (449 $ 797 $ 271 $ 52€

Three Days Ended December 31, 2!
Pre-tax Tax Expens After-tax
Amount (Benefit) Amount

(Dollars in thousands

$ 28t $ 97 $ 18¢€

0 0 0
28t 97 18¢€
0 0 0

$ 28t $ 97 $ 18€

Predecessor Compa

Unrealized holding losses on availe-for-sale securitie
Less: Realized gains on availe-for-sale securitie

Unrealized losses on availa-for-sale securities, ni
Unrealized gains (losses) on cash flow hec

Total other comprehensive (loss) inco

89 Days Ended December 28, 2( 181 Days Ended December 28, 2(
Pre-tax Tax Expens After-tax Pre-tax Tax Expens After-tax
Amount (Benefit) Amount Amount (Benefit) Amount

(Dollars in thousands (Dollars in thousands

$(2,509 $ (851) $(1,65) $(2,806 $ (954 $ (1,852
5 2 3 17 6

11
(2,509) (853 (1,655 (2,829 (960) (1,869
28€ 97 18¢ (16) (6) (10)

$(2,222) $  (75€) $(1.,466) $(2,839) $  (966) $(1,879
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Accumulated other comprehensive income (loss) ispresed of the following components:

December 31, 20: June 30, 201

(Dollars in thousands
Unrealized gain (loss) on availa-for-sale securitie $ 822 $ (160
Tax effect (279) 54
Net-of-tax amoun 543 (10¢)
Unrealized loss on cash flow hed (36€) (182)
Tax effect 12t 62
Net-of-tax amoun (243) (120)
Accumulated other comprehensive income (I $ 30C $ (220

11. Troubled Asset Relief Capital Purchase Progran

On December 12, 2008, in connection with the Comizguarticipation in the federal government’s TriadAsset Relief Program (“TARP”)
Capital Purchase Program, the Company issued 4}22¢s of Fixed Rate Cumulative Perpetual Prefe&tedk, Series A, liquidation
preference $1,000 per share (the “Series A Prefé&teck”), and a warrant to purchase 67,958 shafrtee Company’s common stock for an
purchase price of $634 thousand (the “TARP Warjawtthe U.S. Department of the Treasury (the “Steg”).

The Series A Preferred Stock qualifies as Tierditahand pays cumulative dividends at a rate offoannum until December 12, 2013.
Thereafter, the dividend rate will increase to 986 gnnum. On and after December 12, 2013, the Coynpay, at its option, redeem shares of
Series A Preferred Stock, in whole or in part,rgt ime and from time to time, for cash at a perstamount equal to the sum of the liquide
preference per share plus any accrued and unpadkedds. The Series A Preferred Stock may be reddem whole or in part, at any time and
from time to time, at the option of the Companyhjsat to consultation with the Company’s primargideal banking regulator, provided that
any partial redemption must be for at least 25%efissue price of the Series A Preferred Stocly. #edemption of a share of Series A
Preferred Stock would be at one hundred percef@@®f its issue price, plus any accrued and ungwidends and the Series A Preferred
Stock may be redeemed without regard to whethe€trapany has replaced such funds from any otherspar to any waiting period.

The TARP Warrant is exercisable at $9.33 per sheaay time on or before December 12, 2018. Thebrurof shares of the Company’s
common stock issuable upon exercise of the TARPr&daand the exercise price per share will be aelfLi§ specific events occur. Treasury
has agreed not to exercise voting power with redgpeany shares of common stock issued upon exeofithe TARP Warrant. Neither the
Series A Preferred Stock nor the TARP Warrant beéllsubject to any contractual restrictions on feemexcept that Treasury may not transfer
a portion of the Warrant with respect to, or exsgdhe TARP Warrant for, more than one-half ofghares of common stock underlying the
TARP Warrant prior to the date on which the Comphag received aggregate gross proceeds of nahi@ss$4.2 million from one or more
qualified equity offerings.

12. Recent Accounting Pronouncement

In April 2011, the Financial Accounting StandardsaBd (“FASB”) issued Accounting Standards Updat8(A No. 2011-02Receivables
(Topic 310): A Creditors Determination of WhetheRastructuring is a Troubled Debt Restructurifgr public entities, this update provides
guidance and clarification to help creditors inedetining whether a creditor has granted a concessid whether a debtor is experiencing
financial difficulties for purposes of determiniaghether a restructuring constitutes a troubled detttucturing. The amendments in this up
are effective for the first interim or annual pefioeginning on or after June 15, 2011 and shoulappéied retrospectively to the beginning of
the annual period of adoption. The adoption of thiglance did not have a material impact on thesglisated financial statements.
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In April 2011, the FASB issued ASU No. 2011-03ansfers and Servicing (Topic 860): ReconsideratbEffective Control for Repurchase
AgreementsThe main provisions in this amendment remove froenassessment of effective control (1) the criterequiring the transferor to
have the ability to repurchase or redeem the fiighassets on substantially the agreed terms, ievére event of default by the transferee, and
(2) the collateral maintenance implementation gudgerelated to that criterion. Eliminating the sfamor’s ability criterion and related
implementation guidance from an entgydssessment of effective control should improeeatttounting for repos and other similar transast
The guidance in this update is effective for thstfinterim or annual period beginning on or afdecember 15, 2011 and should be applied
prospectively to transactions or modifications xiEgng transactions that occur on or after thedff/e date. Early adoption is not permitted.
The Company does not anticipate that the adopfidmi® guidance will have a material impact on toasolidated financial statements.

In May 2011, the FASB issued ASU No. 2011-B4ijr Value Measurement (Topic 820): Amendmentsctieéve Common Fair Value
Measurement and Disclosure Requirements in U.S.FG# IFRSsThe amendments in this update are a result of tirk by the FASB and
the International Accounting Standards Board toetlgy common requirements for measuring fair vahu far disclosing information about
fair value measurements in accordance with GAAPIatetnational Financial Reporting Standards (“IFR$he amendments change the
wording used to describe many of the requirements.§. GAAP for measuring fair value and for disthg information about fair value
measurements. For many of the requirements, théBFf®s not intend for these amendments to resaltcimange in the application of the
requirements of Topic 820. The amendments are aippked prospectively. The amendments are effeaiwing interim and annual periods
beginning after December 15, 2011. Early applicaisonot permitted. The Company does not anticigeethe adoption of this guidance will
have a material impact on the consolidated findrstéiements.

In June 2011, the FASB issued ASU No. 2011@&nprehensive Income (Topic 220): Presentationash@rehensive Incom&ASU 2011-
05") . The objective of this update is to improve the camapility, consistency, and transparency of finaheporting and to increase the
prominence of items reported in other comprehenisieeme. The amendments in this update requireathabn-owner changes in
stockholders’ equity be presented either in aslsiogntinuous statement of comprehensive income two separate but consecutive
statements. The amendments are to be applied ptosgde. The amendments are effective during imegind annual periods beginning after
December 15, 2011. Early adoption is permitted. Thmpany does not anticipate that the adoptiohisfguidance will have a material impi
on the consolidated financial statements.

In December 2011, the FASB issued ASU No. 2011BRlance Sheet (Topic 210): Disclosures about GffgeAssets and LiabilitieSASU
2011-11"). The update requires entities to disciof@mation about offsetting and related arrangetmief financial instruments and derivative
instruments. The amendments require enhanced siisel® by requiring improved information about ficiahinstruments and derivative
instruments that are either (i) offset in accor@awdh current literature or (2) subject to an eoéable master netting arrangement or similar
agreement, irrespective of whether they are offsatcordance with current literature. ASU 2011isl éffective for fiscal years, and interim
periods within those years, beginning on or aféeruary 1, 2013. The Company does not anticipateatieaadoption of this guidance will hav
material impact on the consolidated financial stegmts.

In December 2011, the FASB issued ASU No. 2011€prehensive Income (Topic 220): Deferral of tffedive Date for Amendments to
the Presentation of Reclassifications of Items @utccumulated Other Comprehensive Income in AdeuyiStandards Update No. 2011-05.
The amendments in this update defer those chang®&SW 2011-05 that relate to the presentation dfssifications out of accumulated other
comprehensive income on the components of net ircmd other comprehensive income for all periodsqmted. All other requirements in
ASU 2011-05 are not affected by this update. Theraiments are effective during interim and annugabge beginning after December 15,
2011. The Company does not anticipate that thetaopf this guidance will have a material impanttbe consolidated financial statements.

Item 2. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations

The following discussion should be read in conjiorctvith the consolidated financial statementsesa@tnd tables included in Northeast
Bancorp’s Annual Report on Form 10-K for the fisgaér ended June 30, 2011, filed with the Secsrdigd Exchange Commission.

A Note about Forward Looking Statements

This report contains certain “forward-looking statnts” within the meaning of Section 27A of the @é@&es Act of 1933, as amended and
Section 21E of the Securities Exchange Act of 1834amended, such as statements relating to @unciizl condition, prospective results of
operations, future performance or expectationsigylabjectives, prospects, loan loss allowancesinqg simulation of changes in interest
rates, capital spending and finance sources, arghue sources. These statements relate to expastancerning
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matters that are not historical facts. Accordinghatements that are based on management’s pogjscstimates, assumptions, and judgments
constitute forward-looking statements. These fodalabking statements, which are based on variosisraptions (some of which are beyond
the Company'’s control), may be identified by refex@to a future period or periods, or by the ustard-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 oejs to shareholders, and in other communicatioadenby or with the Company’s approval.

Such forwardeooking statements reflect our current views angeexations based largely on information currentigilable to our manageme
and on our current expectations, assumptions, péstisnates, judgments, and projections about osiness and our industry, and they involve
inherent risks and uncertainties. Although the Canypbelieves that these forward-looking statemargdased on reasonable estimates and
assumptions, they are not guarantees of futurepeaince and are subject to known and unknown rigksgrtainties, contingencies, and other
factors. Accordingly, the Company cannot give yay assurance that our expectations will, in factus or that our estimates or assumptions
will be correct. The Company cautions you that alctesults could differ materially from those exgsed or implied by such forward-looking
statements as a result of, among other factorgigesain interest rates; competitive pressures fsthar financial institutions; the effects of a
continuing deterioration in general economic cdnd# on a national basis or in the local marketshich the Company operates, including
changes which adversely affect borrowers’ abilitgérvice and repay our loans; changes in loaruttefand charge-off rates; changes in the
value of securities and other assets, adequa®aoflbss reserves, or deposit levels necessitamtimgased borrowing to fund loans and
investments; increasing government regulation, siscthe Dodd-Frank Wall Street Reform and ConsuPnetection Act of 2010; the risk that
intangibles recorded in the Company’s financialesteents will become impaired; changes in assumgptised in making such forward-looking
statements; and the other risks and uncertaing&sled in the Company’s Annual Report on Form 1fKthe fiscal year ended June 30, 2011
and other filings submitted to the Securities ardrange Commission. These forward-looking statesgméak only as of the date of this
report and the Company does not undertake anyatldigto update or revise any of these forward-loglstatements to reflect events or
circumstances occurring after the date of this megoto reflect the occurrence of unanticipatedrds.

Financial Statement Presentation

On December 29, 2010, the merger of the CompanyattiFormation LLC, a Delaware limited liability ogany (“FHB”), was
consummated. As a result of the merger, the surgigbmpany received a capital contribution of $I6ilion (in addition to the approximate
$13.1 million in cash consideration paid to forretrckholders), and the former members of FHB ctilely acquired approximately 60% of
our outstanding common stock. The Company hasegfitie acquisition method of accounting, as desdrib ASC 805Business
Combinationg“ASC 805”) to the merger, which represents an &ition by FHB of Northeast, with Northeast as sueviving company (the
“Successor Company”). In the application of ASC 80%his transaction, the following was considered:

Identify the Accounting Acquire. FHB was identified as the accounting acquirerBFhich was incorporated on March 9, 2009, acguae
controlling financial interest of approximately 6@%fthe Successor Company’s total outstanding gadimd hon-voting common stock in
exchange for contributed capital and cash condidera

In the evaluation and identification of FHB as #ueounting acquirer, it was concluded that FHB sasbstantive entity involved in significi
pre-merger activities, including the following: saig capital; incurring debt; incurring operatingpenses; leasing office space; hiring staff to
develop the surviving company’s business planjmitg professional services firms; and identifyexgguisition targets and negotiating
potential transactions, including the merger.

Determine the Acquisition Da: December 29, 2010, the closing date of the mewgas the date that FHB gained control of the comedbi
entity.

Recognize assets acquired and liabilities assu: Because neither Northeast Bancorp, the Predac€ssopany (the acquired company), nor
FHB (the accounting acquirer) exist as separatéesnafter the merger, a new basis of accountirfgiavalue for the Successor Company’s
assets and liabilities was established in the dateed financial statements. At the acquisitiotegd#he Successor Company recognized the
identifiable assets acquired and the liabilitiesuased based on their then fair values in accordaitbeASC Topic 820Fair Value
Measuremer(“ASC 820") . The Successor Company recognized a bargain purgadseas the difference between the total purcphdase and
the net assets acquired.
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As a result of application of the acquisition mettod accounting to the Successor Company’s balaheet, the Successor Companfyhancial
statements from the periods prior to the transadte are not directly comparable to the finarstalements for periods subsequent to the
transaction date. To make this distinction, the @any has labeled balances and results of operaiitmsto the transaction date as
“Predecessor Company” and balances and resuligevations for periods subsequent to the transadada as “Successor Company.” The lack
of comparability arises from the assets and liabslihaving new accounting bases as a result ofdewy them at their fair values as of the
transaction date rather than at historical cosisba® denote this lack of comparability, a healack line has been placed between the
Successor Company and Predecessor Company colartites Consolidated Financial Statements and itatbles in the notes to the statements
and in this discussion.

As a result of the sale of the Company’s insuragency business in the first quarter of Fiscal 28i@ discontinuation of further significant
business activities in the insurance agency segritenCompany has classified the results of itarersce agency division as discontinued
operations in the Company’s consolidated finarstialements and discussion herein.

Critical Accounting Policies

Critical accounting policies are those that invadignificant judgments and assessments by manadearehwhich could potentially result in
materially different results under different asstions and conditions. Northeast considers the falig to be its critical accounting policies:

Allowance for Loan Losses

The allowance for loan losses is established ae#oare estimated to have occurred through a ovier loan losses charged to earnings.
Loan losses are charged against the allowance ma@agement believes the uncollectibility of a Ibatance is confirmed. Subsequent
recoveries, if any, are credited to the allowance.

The allowance for loan losses is evaluated peralgibased upon management'’s review of availalftarination, including, but not limited to,
the quality of the loan portfolio, certain econornanditions, the value of the underlying collatexatl the level of nonperforming and criticized
loans. Management relies on its loan quality regietg experience and evaluation of economic candit among other factors, in determining
the amount of provision required for the allowafmeloan losses. Determining the allowance for lt@ses inherently involves a high degree
of subjectivity and requires the Company to makaificant estimates of current credit risks andifattrends, all of which may undergo
material changes.

The general component of the allowance for loasdess based on historical loss experience adjdstepialitative factors stratified by the
following loan segments: residential real estatel(iding home equity loans), commercial real estaaenmercial business, and consumer.
Management uses a rolling average of historicaldedased on a time frame appropriate to captleeard loss data for each loan segment.
This historical loss factor is adjusted for thddaling qualitative factors: levels/trends in delimapcies and substandard loans; trends in vol
and terms of loans; effects of changes in riskcsigle and underwriting standards and other chaimglending policies, procedures and
practices; experience/ability/depth of lending nmgarmaent and staff; and national and regional econdrands and conditions. For a further
discussion of the allowance for loan losses, pleafe to “Asset Quality” below.

The allocated component of the allowance for lamsés relates to loans that are classified as feghdimpairment is measured on a loan-by-
loan basis for commercial business and commere#lastate loans by either the present value cfagd future cash flows discounted at the
loan’s effective interest rate or the fair valuelwé collateral if the loan is collateral dependéumt allowance is established when the discounted
cash flows (or collateral value) of the impairedrids lower that the carrying value of that loaarde groups of smaller balance homogeneous
loans are collectively evaluated for impairmentcéwingly, the Company generally does not spedifigdentify or measure individual
consumer and residential real estate loans foriimgat or disclosure, unless such loans are indaldigt significant (such as originated or
purchased multi-family residential real estate@nmercial loans secured by residential real estatejibject to a troubled debt restructuring
agreement.

For all segments except the purchased loan sega&dn is considered impaired when, based on ruiméormation and events, it is probable
that the Company will be unable to collect the siched payments of principal or interest when duseding to the contractual terms of the
loan agreement. Loans that experience insignifipagtnent delays and payment shortfalls generadlynat classified as impaired. Managen
determines the significance of payment delays ayingnt shortfalls on a case-by-case basis, taktagconsideration all of the circumstances
surrounding the loan and the borrower, includireyléngth of the delay, the reasons for the delsybbrrower’s prior payment record, and the
amount of the shortfall in relation to the prindipad interest owed. For the purchased loan segrado&n is considered impaired when, based
on current information and events, it is probahkt the Company will be unable to realize cash $las estimated at acquisition. Loan
impairment of purchased loans is measured baséueaecrease in expected cash flows from thosmatsd at acquisition, excluding changes
due to interest rate indices. Factors consideremidryagement in determining impairment include payrsgtus, collateral value, and the
probability of the collecting scheduled principabanterest payments when due.
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Purchased Loans

The Company considers its accounting policy rel&gourchased loans significant. There is inhetericertainty in the process of estimating
amount and timing of expected cash flows becaussetkstimates depend on factors outside of the @wytgcontrol, such as borrower
behavior or external economic conditions, and fleeeerequires the Company’s management to exejiggment with respect to the amount
and timing of cash flows. To the extent that expdatash flows are overestimated, the Company ntgréze provisions for loan losses in
future periods. If expected cash flows are undemeded, interest income recognized in current gErimay have been understated, while
interest income in future periods may be recordedtagher rate.

Loans purchased by the Company are accounted fmrASC 310-30Receivables — Loans and Debt Securities Acquiréd Deteriorated
Credit Quality(“ASC 310-30"). The Company has elected to accdamnall purchased loans under ASC 310-30, includirgse with

insignificant or no credit deterioration. At acqtia, the effective interest rate is determineddzhon the discount rate that equates the presen
value of the Company’s estimate of cash flows whh purchase price of the loan. Prepayments argerarally assumed in determining a
purchased loan’s effective interest rate and incaoweetion.

The application of ASC 310-30 limits the yield tmaay be accreted on the purchased loan, “the atdeeyield,” to the excess of the
Company’s estimate, at acquisition, of the expeatetiscounted principal, interest, and other c&shd over the Company’s initial investment
in the loan. The excess of contractually requiraghpents receivable over the cash flows expectée wollected on the loan represents the
purchased loan’s “nonaccretable difference.” Subsetiimprovements in expected cash flows of loaitis monaccretable differences result in
a prospective increase to the loan’s effectivedyietough a reclassification of some, or all, & ttonaccretable difference to accretable yield.
The effect of subsequent declines in expected ftasis of purchased loans are recorded through eifépallocation in the allowance for loan
losses.

Purchased credit impaired (“PCI”) loans are definedhose loans acquired with evidence of detar@raf credit quality since origination and
for which it is probable, at acquisition, that fhechaser will be unable to collect all contradiwedquired payments receivable. The Company
does not characterize purchased loans with nosggriificant credit impairment as PCI loans.

Business Combination Accounting

The application of the acquisition method of acdognfor a business combination, in accordance WHBC 805 Business Combinations
requires the use of significant estimates and apsans in the determination of the fair value ofets acquired and liabilities assumed in order
to properly allocate purchase price considerafide Company considers accounting policies relaidtidse fair value measurements to be
critical because they are important to the portrafghe Company’s financial condition and res@itdhsequent to the Merger, and they require
subjective and complex judgment as a result ohthexl to make estimates about the effects of mdttatsre inherently uncertain. The
Company’s estimates of the fair values of assaddiabilities acquired are based upon assumptietisved to be reasonable, and when
appropriate, include assistance from independémt-garty appraisal firms.

Loans acquired were recorded at fair value in ataroece with the fair value methodology prescribeASC 820. The fair value estimates
associated with acquired loans include estimatasetto expected prepayments and the amount iamiragtiof undiscounted expected princiy
interest and other cash flows. The fair value adjests recorded at December 29, 2010 in conneutittnloans acquired through the Merger
follows:

Fair Value
Predecessor Compz Adjustment, ne Successor Compa

(Dollars in thousands

Mortgage loans
Residentia $ 99,88¢ $ (37 $ 99,85!
Commercial 118,60: (1,549 117,05¢
Constructior 9,311 (18¢) 9,12:
Home Equity 52,30¢ (500 51,80¢
280,10¢ (2,279 277,83t
Other loans
Commercial busines 27,52¢ (1,815 25,71«
Consume 59,64% (1,455 58,19:
Total $ 367,28! $ (5549 $ 361,74:

Loans acquired by the Company through the Mergarithve experienced a deterioration in credit tyufddm origination for which it is
probable that the acquirer will be unable to callktcontractually required payments receivabieluding both principal and interest are

30



Table of Contents

accounted for under ASC 310-30. In the assessnfi@nédit quality deterioration, the Company muskemaumerous assumptions,
interpretations and judgments using internal airdparty credit quality information to determinédn@ther it is probable that the Company will
be able to collect all contractually required paptseThis is a point in time assessment and inltlgrenbjective due to the nature of the
available information and judgment involved. Thédwing table presents a summary of loans acquinesligh the Merger with specific
evidence of credit deterioration.

Residential Real Est¢
Commercial Real Estate
and Consume and Commercial Busine Total
(Dollars in thousands

Contractually required payments

receivable $ 4,14¢ $ 4,971 $9,12¢
Nonaccretable differenc (1,287 (1,8979) (3,179
Cash flows expected to be collec 2,86¢ 3,08¢ 5,95(
Accretable yielc (958) (344) (1,309
Fair value of PCI loans acquir: $ 1,90¢ $ 2,74( $ 4,64¢

This discussion has highlighted those accountirigips that management considers to be criticalyéheer all accounting policies are
important, and therefore the reader is encourameeMiew each of the policies included in the Compg&annual consolidated financial
statements on Form 10-K.

Description of Operations and Business Strategy

Northeast Bancorp is the holding company for Nagtéank, a Mair-chartered bank organized in 1872 and headquartersglviston,

Maine. The Company gathers retail deposits thratggbanking offices in Maine and, beginning in thied quarter of fiscal year 2012, over the
Internet through its online affinity deposit prograableBanking; originates loans through its ComityuBanking Division; and purchases
performing commercial real estate loans throughdtsn Acquisition and Servicing Group. Northeastmapes its Community Banking

Division, with ten full-service branches, threeéstment centers and four loan production officesnfits headquarters in Lewiston, Maine.
Northeast operates ableBanking and the Loan Adarisand Servicing Group from its offices in Bostdfassachusett

At December 31, 2011, the Company had total as$&i594.6 million; total loans, including loans tébr sale, of $355.2 million; total
deposits of $401.0 million and total stockholdexguity of $65.9 million. The Company’s originatehs are primarily secured residential and
commercial real estate loans, consumer loans, coeamhbusiness loans and, to a much lesser extenstruction loans to consumers and
businesses in the Community Banking Division’s neaikrea. The Company’s purchased loans are pringgiforming commercial real estate
loans. During the sixaonth period ending December 31, 2011, the Companghased loans for an aggregate price of $51liomiPurchase
loans produced a yield of 15.8%, including acceéetanterest income associated with unscheduledpagoffs during the six months ended
December 31, 2011.

The Company will launch in the third quarter ot&$2012, in the Boston area, the pilot of its malaffinity deposit program. Operating as
AbleBanking, a division of Northeast Bank, the @itff deposit program is a savings platform desigtoegive customers the ability to generate
payments to benefit the non-profit organizationhafir choice. The Company anticipates making Ablé@ag available to the public at large in
the fourth quarter of fiscal year 2012.

Recent Histon

On December 29, 2010, the Company completed a mestteFHB Formation LLC, a Delaware limited liaiyl company acquired shares of
our voting and non-voting common stock. In conr@ttiith the transaction, Northeast committed toRbderal Reserve and the Maine Bureau
of Financial Institutions, to, among other thinffsmaintain a Tier 1 leverage ratio of at leas¥d @ii) maintain a total riskased capital ratio

at least 15%, (iii) limit purchased loans to 40%aiél loans, (iv) fund 100% of our loans with caleposits, and (v) hold commercial real es
loans (including owner-occupied commercial reahigtto within 300% of total risk-based capitalr parposes of the commitment, core
deposits are defined as non-maturity deposits anebmokered insured time deposits. At Decembef811, the Company had $388.1 million
in core deposits, and capacity to hold a total2#f1$7 million in commercial real estate loans. Twmpany is currently in compliance with all
commitments to the Federal Reserve and the MaimeaBuof Financial Institutions.

On August 31, 2011, the customer lists and ced#inr assets of the Compasyhsurance agency subsidiary, Northeast Bank &mser Groug
Inc. (“NBIG”) were sold in two transactions to tWaine-based insurance agencies. NBIG's insuranea@goffice in Berwick was sold to a
former senior manager of NBIG and will operate urtie name Spence & Matthews. The agency offic&oumthern, Western and Central
Maine were sold to the Varney Agency, Inc. of Banglaine. The aggregate sale price of these asset$@.7 million, which after expenses
and taxes had the effect of increasing the Comsatayigible equity by approximately $8.4 million,&2.40 per share. Principally as a result of
this transaction, the Compamytangible book value increased to $16.16 per shtaldecember 31, 2011 from $13.58 per share at30n2011
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Overview

Net income for the three and six months ended Dbee3il, 2011 was $418 thousand and $947 thousasykctively. Net income available
common shareholders for the three and six montleceBecember 31, 2011 was $320 thousand, or $@:08ilpted share, and $751 thouse
or $0.21 per diluted share, respectively. The Camjsanet income for the six month periods included income from discontinued operations
of $1.1 million.

Resulting principally from growth in the Compangsrchased loan portfolio, the Company’s net intemesrgins improved to 3.53% and
3.31%, for the three and six months ended DeceBibe2011, respectively. Increased net interest mgyrgn addition to nonrecurring items
such as gains on available-for-sale securitiescagain of $203 thousand on the sale of a commeegdlestate loan, were partially offset by
increased noninterest expenses such as salaridsting, and professional fees, related to impletat#gn of the Company’s business strategy.

Including the results of discontinued operatiohs, teturn on average equity was 2.52% and 2.86%hfee and six months ended
December 31, 2011, respectively. Including theltesaf discontinued operations, the return on ayemssets was 0.28% and 0.32% for three
and six months ended December 31, 2011, respectivel

Financial Condition

Overview

Total assets decreased by $1.8 million or 0.3%%&4% million at December 31, 2011, compared tal @$sets of $596.4 million on June 30,
2011. The principal components of the change irbttlance sheet during the six months ended Dece®ih@011 were:

1. A $35.1 million, or 15.0%, decrease in cash iandstments, principally as a result of growthaars during the period. Cash and
securities, net of holdings pledged as collatevabbrrowed funds, represent 17.9% of total assegsiarter-end, a level of balance sheet
liquidity that is intended in part for future puedes of commercial loans. Loan growth of $37.1iomlbr 12.0%, led by growth of $50.8
million in loans purchased by the Company’s Loaméisition and Servicing Group (“LASG”). The Comp&{LASG has purchased
performing loans, principally commercial real estitans, nationwide for its loan portfolio. Suchrghased loans are typically acquired at
a discount from their outstanding principal balamg@oducing yields higher than those typicallyiaebd on the Company’s originated
loans;

2. A $4.2 million, or 3.0%, reduction in borrowathfls, resulting primarily from the $2.1 million spnent of NBIG debt in connection
with the insurance agency transacti

3. An $8.1 million, or 6.2%, decrease in intangiblsets, resulting from the insurance agency trarmaetnd regularly schedul
amortization of the core deposit intangik

Assets
Cash, Short-term Investments and Securities

Cash and short-term investments were $58.4 mii®of December 31, 2011, a decrease of $25.6 milin30.5%, from $83.9 million at
June 30, 2011. This decrease is the net of thereasived on the sale of the insurance agencyidivisf $9.7 million and $35.3 million spent
primarily for purchased loans.

Available-for-sale securities were $139.5 milliaf December 31, 2011, a decrease of $9.5 miltioB,3%, due to principal payments on
mortgage-backed securities, from $149.0 milliom&3une 30, 2011. These principal payments weragily reinvested into purchased loans.

At December 31, 2011, all of the Company’s avaédiolr-sale securities were debt securities issyeegither government agencies or
government-sponsored enterprises. Certain governspensored enterprise bonds were pledged to tter&leHome Loan Bank (“FHLB”) of
Boston as collateral for FHLB advances, structusgairchase agreements, and availability at the FfélcButure borrowings.
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Loan Portfolio

Total loans amounted to $347.1 million as of Decenfi, 2011, an increase of $37.1 million, or 12.6%m $309.9 million as of June 30,
2011. Compared to June 30, 2011, commercial réaflectoans increased $45.2 million, or 38.4%, rsiidl real estate and home equity loans
decreased $1.5 million, or 1.0%, commercial busineans decreased $3.0 million, or 13.6%, and coesloans decreased $7.1 million, or
9.7%. The increase in commercial real estate laassdriven primarily by loans purchased by the Canyfs LASG, offset in part by
amortization and payoffs within the originated coenaial real estate loan portfolio. The decreasesidential real estate loans was driven
principally by continued refinances and runoff ixkefl rate loans, partially offset by LASG loan phases of $3.6 million. The following table
shows the composition of the loan portfolio.

December 31, 201 June 30, 201
Amount Percen Amount Percen
(Dollars in thousands

Originated portfolio
Mortgage loans

Residentia $ 94,55¢ 27.20%  $ 95417 30.7%
Commercial 115,10: 33.16% 117,12 37.7%
Constructior 1,28( 0.37% 2,01t 0.65%
Home equity (1 45,83¢ 13.21% 50,06( 16.15%
256,77" 73.9¢% 264,61¢ 85.3t%

Other loans
Commercial busines 19,21( 5.5% 22,22¢ 7.17%
Consume 19,60: 5.65% 22,43t 7.2%
38,81: 11.19% 44.66( 14.41%
Total originated portfolic 295,58¢ 85.11% 309,27¢ 99.7%

Purchased portfolic
Mortgage loans

Residentia 3,57: 1.02% 0 0.00(%

Commercial 47,89 13.8(% 637 0.21%

Total purchased portfoli 51,47( 14.8%% 637 0.21%

Total loans 347,05¢ 100.0(% 309,91 100.0(%
Allowance for loan losse 737 437
Total loans, ne $346,32: $309,47¢

(1) Home equity loans are included in consumer loarisénCompan’s consolidated balance she:

The Company continues to sell most of its origidditeed-rate residential real estate loans to #wsdary market. The principal balance of
residential real estate loans sold during the threksix months ended December 31, 2011 totaled $8#flion and $63.4 million, respectively,
resulting in net gains of $770 thousand and $1I4amiduring the three and six month periods, resipely. At December 31, 2011,
approximately 60% of total portfolio loans wereiaaie rate, compared to 61% at June 30, 2011.

Classification of Assets

Loans are classified as non-performing when 90 gags due, unless a loan is weleured and in process of collection. Loans lems 80 day
past due, for which collection of principal or irdet is considered doubtful, also may be desigrasetbn-performing. In both situations,
accrual of interest ceases. The Company typicadlintains such loans as non-performing until theeesve borrowers have demonstrated a
sustained period of payment performance.

Other nonperforming assets include other real estaned (“OREQ”) and other personal property seculoans repossessed by the Company.
The real estate and personal property collateratdomercial and consumer loans is written dowitstestimated realizable value upon
repossession. Revenues and expenses are recognibecberiod when received or incurred on othat estate and in substance foreclosures.
Gains and losses on disposition are recognizedrimterest income.
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The following table shows the composition of thar@any’s non-performing loans and repossessed emlat the dates indicated. The net
decrease in nonperforming loans was principallyréseilt of the sale of a nonperforming commer@ahl during the period, offset by increases
in nonperforming residential mortgage loans andmencial business loans. The increase in residemiiaigage loans was principally the
result of several additions during the period fota$1.9 million. The increase in commercial bus®ans was principally due to three
nonperforming loan relationships added during teqal. There were no non-performing loans in thenBany’s purchased loan portfolio at
December 31, 2011 or June 30, 2011.

December 31, 20: June 30, 201
(Dollars in thousands

Originated portfolio
Mortgage loans

Residentia $ 3,26¢ $ 2,19
Commercial 1,99¢ 3,601
Constructior 0 121
Home equity 182 20t
5,44¢ 6,122

Other loans
Commercial busines 1,11¢ 55¢
Consume 32¢ 527
1,44¢ 1,08¢
Total originated portfolic 6,892 7,20¢

Purchased portfolic
Mortgage loans

Residentia 0 0

Commercial 0 0

Total purchased portfoli 0 0

Total nonperforming loar 6,892 7,20¢

Repossessed collate 837 69C

Total nor-performing assel $ 7,72¢ $ 7,89¢
Ratio of nonperforming loans to total log 1.9% 2.32%
Ratio of nonperforming assets to total as 1.3(% 1.32%

At December 31, 2011 and June 30, 2011, the Comipadiy2.3 million and $3.1 million, respectively nmnperforming loans that were
paying in accordance with their contractual terMenperforming loans are returned to accrual stétperiod of satisfactory repayment
performance has been met and doubt no longer existsunding the ultimate collectability of all aomds contractually due. Generally, the
Company considers six months of regular repaymesttisfactory performance. Loans modified in altted debt restructuring (“TDR”) are
initially classified as nonperforming until satistary repayment performance has occurred unddp#res restructured terms. Included in
nonperforming loans at December 31, 2011 and JOn2@.1 were loans modified in a TDR totaling $868usand and $859 thousand,
respectively, that were paying in accordance withirtmodified terms.

Commercial real estate and commercial business laemnperiodically evaluated under an eight-poght rating system. These ratings are
guidelines in assessing the risk of a particulanlalf'he Company had commercial real estate and esomhbusiness loans totaling $5.7
million and $10.1 million at December 31, 2011 dade 30, 2011, respectively, classified as subatanat lower under our risk rating system.
This decrease was primarily due to loan payoffenprovements in the standing of commercial borr@ygeviously experiencing weaknesses
in the underlying businesses.

The Company’s loans 30 days or more past due ascamtage of total loans was 2.29% at Decembe2@®l1, and 2.41% at June 30, 2011.
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Allowance for Loan Losse

The Company'’s allowance for loan losses was $78ushnd as of December 31, 2011, which represeritesrase of $300 thousand from
$437 thousand as of June 30, 2011. In connectitinthve application of the acquisition method of@atting for the Merger on December 29,
2010, the allowance for loan losses was reduceénm when the loan portfolio was marked to its tbement fair value. Since that date, the
Company has provided for an allowance for loandess new loans are originated or in the eventtiedit exposure in the pre-Merger loan
portfolio exceeds the exposure estimated whervédires were determined.

The allowance for loan losses represents managé&nestimate of credit risk in the loan portfolichi$ evaluation process is subject to
numerous estimates and judgments. The frequendgfatilt, risk ratings, and the loss recovery reaespng other things, are considered in
making this evaluation, as are the size and diyeasiindividual large credits. Changes in thesgnestes 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 andreomial real estate loans representing signifigatividual credit exposures are evaluated
based upon the borrower’s overall financial colditiresources, and payment record, the prospacssigport from any financially responsible
guarantors and, if appropriate, the realizableealiuany collateral. The allowance for loan losssbuted to these loans is established thre

a process that includes estimates of historicalpaopbcted default rates and loss severities, ialaisk ratings and geographic, industry and
other environmental factors. Management also censidverall portfolio indicators, including trenidsinternally risk-rated loans, classified
loans, nonaccrual loans and historical and projeckarge-offs and a review of industry, geograimid portfolio concentrations, including
current developments. In addition, management densithe current business strategy and credit pspagcluding credit limit setting and
compliance, credit approvals, loan underwritingecia and loan workout procedures.

Within the allowance for loan losses, amounts pex#ied for larger-balance commercial business@rdmercial real estate loans that have
been individually determined to be impaired. Thgsecific reserves consider all available evidenctiding, as appropriate, the present value
of the expected future cash flows discounted atalr’s contractual effective rate and the failueadf collateral. Each portfolio of smaller
balance, residential real estate and consumer isarmdlectively evaluated for impairment. The atimce for loan losses for these loans is
established pursuant to a process that includéarisizl delinquency and credit loss experienceetiogr with analyses that reflect current trends
and conditions. Management also considers ovesatfgdio indicators, including historical creditdses, delinquent, non-performing and
classified loans, trends in volumes, terms of lpansevaluation of overall credit quality and tmedit process, including lending policies and
procedures and economic factors. During the sixtheoended December 31, 2011, the Company hasgroficantly changed its approach in
the determination of the allowance for loan los3égere have been no significant changes in thengsons or estimation techniques as
compared to prior periods in determining the adeyud the allowance for loan losses.

Loans purchased by the Company are accounted émrSC 310-30. The Company has elected to acdouatl purchased loans under ASC
310-30, including those with insignificant or no credéterioration. At acquisition, the effective irgst rate is determined based on the disc
rate that equates the present value of the Compasyimate of cash flows with the purchase prichefoan.

This application of ASC 310-30 limits the yield thmay be accreted on the purchased loan, or “theetable yield,” to the excess of the
Company’s estimate, at acquisition, of the expeatediscounted principal, interest, and other c&shd over the Company’s initial investment
in the loan. The excess of contractually requiraghpents receivable over the cash flows expectée wollected on the loan represents the
purchased loan’s “nonaccretable difference.” Subsegimprovements in expected cash flows of loaitis monaccretable differences result in
a prospective increase to the loans’ effectivedyietough a reclassification of some, or all, & ttonaccretable difference to accretable yield.
The effect of subsequent declines in expected ftasis of purchased loans are recorded through eifépallocation in the allowance for loan
losses.
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The following table allocates the allowance formldasses by loan category and shows the percdoan$ in each category to total loans at the
dates indicated below. The allowance for loan Issd®cated to each category is not indicativeutdife losses and does not restrict the use of
the allowance to absorb losses in other categories.

December 31, 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

Originated portfolio
Mortgage loans

Residentia $ 83 $ 94,55¢ 2728 $ 26 $ 95,417 30.7%
Commercial 147 115,10: 33.1€6% 147 117,12 37.7%
Constructior 1 1,28( 0.37% 0 2,01¢ 0.65%
Home equity 41 45,83¢ 13.21% 8 50,06( 16.15%
272 256,77 73.98% 181 264,61¢ 85.38%
Other loans
Commercial busines 231 19,21( 5.5% 23€ 22,22¢ 7.17%
Consume 234 19,60¢ 5.65% 18 22,43¢ 7.2%
465 38,81F 11.1% 25€ 44 ,66( 14.41%
Total originated portfolic 737 295,58¢ 85.1% 437 309,27¢ 99.7%

Purchased portfolic
Mortgage loans

Residentia 0 3,57¢ 1.0%% 0 0 0.0(%
Commercial 0 47,89 13.8(% 0 637 0.21%
Total purchased portfoli 0 51,47( 14.82% 0 637 0.21%
Total $ 737 $347,05¢ 100.0(% $ 437 $309,910 100.00%
The following table details ratios related to tievaance for loan losses and nonperforming loans.
Ratios: December 31, 20: June 30, 201
Allowance for loan losses to n-performing loans &
end of perioc 10.69% 6.0€%
Allowance for loan losses to total loans at engeriod 0.21% 0.14%

While management believes that it uses the bestrirdtion available to make its determinations wétbpect to the allowance, there can be no
assurance that the Company will not have to ineréarovision for loan losses in the future asslt of changing economic conditions,
adverse markets for real estate or other factors.

Other Assets

The cash surrender value of the Company’s bank-dwfeeinsurance (“BOLI”") assets increased $253u8and, or 1.8%, to $14.0 million at
December 31, 2011, compared to $13.8 million aeRM 2011. BOLI assets are invested in the geaeralunt of three insurance companies
and in separate accounts of a fourth insurance aoynA general account polig/tash surrender value is supported by the geassats of th
insurance company. A separate account policy’s sagiender value is supported by assets segrefyatadhe general assets of the insurance
company. Standard and Poor’s rated these compatiies better at December 31, 2011. Interest eamingt of mortality costs, increase the
cash surrender value. These interest earningsageglton interest rates reset each year, and gesstdominimum guaranteed rates. These
increases in cash surrender value are recognizetthém income and are not subject to income teBesowing on or surrendering a policy m
subject the Company to income tax expense on tiredse in cash surrender value. For these reasansgement considers BOLI an illiquid
asset. BOLI represented 19.9% of the Company’s istabased capital at December 31, 2011.
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Intangible assets totaled $5.0 million and $13.lioni at December 31, 2011 and June 30, 2011, oéispedy. The $8.1 million reduction was
the result of the sale of $7.4 million of intangiladssets (principally customer lists) in connectigth the insurance agency transaction in the
first quarter of Fiscal 2012, as well as core dépotangible asset amortization.

Deposits, Borrowed Funds, Capital Resources andulidtity
Deposits

The Company'’s principal source of funding is itsecdeposit accounts. At December 31, 2011, maturity accounts and certificates of dep
with balances less than $250 thousand represe6t8&6%of total deposits.

Total deposits of $401.0 million as of DecemberZ111 decreased by $94 thousand, from $401.1 midi®of June 30, 2011. The decrease
was the result of decreases in non-maturity acsowfiset in part by growth in certificates of dsjtoThe reduction in nomaturity accounts i
due principally to the Company’s decision to ek trust business in the first quarter of Fiscdl28nd discontinuation of the Company’s
sweep account product.

December 31, 201 June 30, 201
Amount % of Tota Amount % of Tota
(Dollars in thousands

Deposit type
Demand deposit $ 43,68: 10.8%% $ 48,21t 12.02%
NOW account: 54,58( 13.61% 55,45¢ 13.8%%
Regular and other savin 32,77¢ 8.171% 34,34¢ 8.5¢%
Money market deposi 43,35 10.81% 48,69¢ 12.1%%

Total nor-certificate account 174,39: 43.48% 186,71 46.5%%
Term certificates less than $250 thous 213,71 53.3(% 186,07" 46.3%
Term certificates of $250 thousand or more 12,92: 3.22% 28,32¢ 7.12%

Total certificate accoun 226,63: 56.52% 214,40 53.45%

Total deposit: $401,02: 100.0(% $401,11¢ 100.0(%

(1) Term certificates in this category represent threetuit account balance, exclusive of fair value sitents associated with the Merc

Borrowed Fund:

Advances from the FHLB were $43.7 million and $48i@ion at December 31, 2011 and June 30, 20Xheetively. At December 31, 2011,
the Company had pledged U.S. government agencynanidjagebacked securities with an aggregate fair valuel8f& million as collateral fc
FHLB advances. In addition to U.S. government agema mortgage-backed securities, pledges of nesadeeal estate loans, certain
commercial real estate loans and certain FHLB depfyse of liens or pledges were required to se¢tiiLB advances.

Structured repurchase agreements were $67.1 miho$68.0 million at December 31, 2011 and Jun@@D1, respectively. The Company
had pledged cash and mortgdgeked securities with a fair value of $72.2 miilas collateral for those borrowings at Decembe2811. On
of the six structured repurchase agreements hasdael purchased interest rate caps to reducesthornet interest income in periods of
rising interest rates.

Short-term borrowings, consisting of sweep accqumése $1.7 million as of December 31, 2011, aelse of $771 thousand, or 30.6%, from
$2.5 million as of June 30, 2011. The decreasténbuatable to the discontinuation of the sweepoaet product. At December 31, 2011, sweep
accounts were secured by letters of credit issyettido FHLB totaling $2.0 million.

Liquidity
The following table is a summary of the liquidityet Company had the ability to access as of DeceBthe2011, in addition to traditional retail
deposit products. The following table excludes $58illion of cash and due from banks and shertn investments defined as cash equival

(Dollars in thousand

Unencumbered investment securil $ 48,13t
FHLB (1) 45,00¢
Federal Reserve (. 58C
Brokered time deposits (. 141,86¢

Total unused borrowing capac $ 235,58

(1) Unused advance capacity subject to eligible andifagaeacollateral
(2) Discount window Borrowe-in-Custody; unused credit line subject to the pledgedirect auto loan
(3) Subject to internal policy limitation of 25% of &btasset:
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Retail deposits and other core deposit sourceaditgy deposit listing services are used by the Gomgo manage its overall liquidity positic
While the Company currently does not seek wholefsaiding such as FHLB advances and brokered depdisé ability to raise them remains
an important part of our liquidity contingency ptéimg. While we closely monitor and forecast ouuldity position, it is affected by asset
growth, deposit withdrawals and other contractdgdiigations and commitments. The accuracy of ouedast assumptions may increase or
decrease our overall available liquidity. To uglithe FHLB advance capacity, the purchase of aitiadal $160 thousand in FHLB stock
would be required. At December 31, 2011, the Comea $235.6 million of immediately accessible idity, defined as cash that could be
raised within seven days through collateralizeddwsings, brokered deposits or security sales. pbgtion represented 39.6% of total assets.
The relatively high level of short-term liquidityndghe balance sheet as of December 31, 2011 efleetCompany’s intention to increase
purchases of commercial loans by the LASG in ther term.

Management believes that there are adequate fusdimges to meet its liquidity needs for the foeadde future. Primary funding sources are
the repayment of principal and interest on loams renewal of time deposits, the potential growtthe deposit base, and the credit availability
from the FHLB and the Federal Reserve’s Borrowe€Gustody program. Management does not believetileaterms and conditions that will
be present at the renewal of these funding sowviesignificantly impact the Compang’operations, due to its management of the madsirit

its assets and liabilities.

Capital

The following table summarizes the outstandinggusiubordinated debentures as of December 31, ZBil4 debt represents qualifying Tier 1
capital for the Company, up to a maximum of 25%otdl Tier 1 capital. At December 31, 2011, theyiag amounts of the junior
subordinated notes, net of the Company’s $496 #rmisvestment in the affiliated trusts, qualifeiTier 1 capital. The following table sets
forth certain information related to the Comparjyisior subordinated debentures.

Contractue

Carrying Principal
Amount Interest
Affiliated Trusts Amount Due Rate Maturity Date
(Dollars in thousands
NBN Capital Trust II $1,73¢ $ 3,09¢ 3.3&% March 30, 203:
NBN Capital Trust llI 1,73¢ 3,09: 3.38% March 30, 203«
NBN Capital Trust IV 4,561 10,31( 2.3% February 23, 203
Total $8,02¢ $16,49¢ 2.7¢%

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, purchasegoire any shares of our common stock or otheityor capital securities, other than in
connection with benefit plans consistent with gasttice and certain other circumstances spedifi¢ide purchase agreement entered into by
Treasury and the Company.

Total stockholders’ equity was $65.9 million andb$Bmillion at December 31, 2011 and June 30, 2f4shectively. The change reflects net
income for the period, dividends paid on common jamederred stock during each of the first two geestand the change in the net unrealized
gain on securities during the period. Book valueqestanding share was $17.58 at December 31, 204 $17.33 at June 30, 2011. Tier 1
capital to total average assets of the Companyld&6% as of December 31, 2011 and 10.35% at Jur2031.

The Federal Deposit Insurance Corporation ImproverAet of 1991 (“FDICIA”) contains various provisions intended to capitaliweDeposi
Insurance Fund and also affects a number of remyla¢forms that impact all insured depositoryitngions, regardless of the insurance fun
which they participate. Among other things, FDIG}fants the Federal Reserve broader regulatory atytto take prompt corrective action
against insured institutions that do not meet thoagetal requirements, including placing undercjied institutions into conservatorship or
receivership. FDICIA also grants the Federal Reséroader regulatory authority to take correctiggom against insured institutions that are
otherwise operating in an unsafe and unsound manner

FDICIA defines specific capital categories basednorinstitution’s capital ratios. To be considefadequately capitalized” or better,
regulations require a minimum Tier 1 capital eqoal.0% of adjusted total average assets, Tiesktlvased capital of 4.0% and a total risk-
based capital standard of 8.0%. The prompt cokreetction regulations define specific capital catégs based on an institutiantapital ratios
The capital categories, in declining order are twepitalized,” “adequately capitalized,” “underd@afized,” “significantly undercapitalized,”
and “critically undercapitalized.” Further, the Baand the Company are subject to capital commitserith the Federal Reserve and the
Maine Bureau of Financial Institutions that requirgher minimum capital ratios, as discussed ineNbin the Notes to Unaudited Consolid:
Financial Statements. As of December 31, 2011nbst recent notification from the Federal Reseategorized the Bank as well capitalized.
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The Company’s and the Bank’s regulatory capitabsaare set forth below.

Minimum
To Be Well
Minimum Capitalized Under
Capital Prompt Correction
Actual Requirement: Action Provisions
Amount Ratio Amount Ratic Amount Ratio
(Dollars in thousands
December 31 2011
Total capital to risk weighted asse
Company >
$70,56: 19.28% $29,27: 8.(% $ NA N/A
Bank > >

75,687 20.619% 29,377 8.C% 36,72. 10.(%

Tier 1 capital to risk weighted asse

Company >
69,828 19.0& 14,63t 4.0% N/A  N/A
Bank > >

71,087 19.30% 14,68t 4.0% 22,03 6.0%

Tier 1 capital to average asse

Company >
69,82t 11.8€%  23,54¢ 4.C% N/A N/A
Bank > >

71,087 12.19 23,33¢ 4.0% 29,17  5.0%
June 30, 2011

Total capital to risk weighted asse

Company >
$61,86( 18.9% $26,06: 8.0% $ NA N/A
Bank > >

66,95¢ 20.49% 26,21¢ 8.C% 32,77 10.(%

Tier 1 capital to risk weighted asse

Company >
61,42¢ 18.8¢% 13,03( 4.0% N/A  N/A
Bank > >

62,84. 19.19  13,10¢ 4.0% 19,66.  6.0%

Tier 1 capital to average asse

Company >
61,42 10.3% 23,73t 4.0% N/A  N/A
Bank > >

62,84. 10.69% 23,520 4.0% 29,40:  5.%

Off-balance Sheet Arrangements and Aggregate Contteal Obligations

The Company is a party to financial instrument$witf-balance sheet risk in the normal course cfitess to meet the financing needs of its
customers. These financial instruments include citments to extend credit, unused lines of credit standby letters of credit. These
instruments involve, to varying degrees, elemehtsexdit and interest-rate risk in excess of theants recognized in the condensed
consolidated balance sheet. The contract or ndtamaunts of these instruments reflect the extéttte@ Company’s involvement in particular
classes of financial instruments.

The Company’s exposure to credit loss in the esénbnperformance by the counterparty to the fimgrnnstrument for commitments to
extend credit, unused lines of credit and standtigrs of credit is represented by the contracoaunt of those instruments. To control the
credit risk associated with entering into committseand issuing letters of credit, the Company tisesame credit quality, collateral policies
and monitoring controls in making commitments agtteks of credit as it does with its lending attds. The Company evaluates each
customer’s creditworthiness on a case-by-case .bEs&samount of collateral obtained, if deemed ssary by the Company upon extension of
credit, is based on management’s credit evaluation.

Commitments to extend credit are agreements toteadcustomer as long as there is no violatioanyf condition established in the contract.
Commitments generally have fixed expiration datestber termination clauses and may require paymkatfee. Since many of the
commitments are expected to expire without beirggvdrupon, the total committed amounts do not nec#gsepresent future cash
requirements.
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Standby letters of credit are conditional commitisessued by the Company to guarantee the perfarenaha customer to a third party. The
credit risk involved in issuing letters of creditéssentially the same as that involved in extenidians to customers.

Unused lines of credit and commitments to exterdlictypically result in loans with a market intsteate.

A summary of the amounts of the Company’s contedatbligations (amounts shown do not reflect failue adjustments) and other
commitments with off-balance sheet risk at Decen®ier2011, follows.

Less Thai
After 5
Contractual obligation Total 1 Year 1-3 Years 4-5 Years Years
(Dollars in thousands
FHLB advance! $ 42500 $ 0 $27,50C $10,00C $ 5,00(
Structured repurchase agreeme 65,00( 40,00( 15,00( 10,00( 0
Junior subordinated debentu 16,49¢ 0 6,18¢ 10,31( 0
Capital lease obligatio 1,994 16¢ 362 462 1,002
Total lon¢-term debt 125,99( 40,16¢ 49,04¢ 30,77 6,002
Operating lease obligations ( 1,56t 71€ 43€ 26€ 147
Total contractual obligatior $127,55! $40,88: $49,48¢ $31,03¢ $ 6,14¢
Less Thal
After 5
Commitments with otbalance sheet ris Total 1 Year 1-3 Years 4-5 Years Years
(Dollars in thousands

Commitments to extend credit (2)( $ 5597 $5597 $ 0 3 0 3 0
Commitments related to loans held for sale 4,95¢ 4,95¢ 0 0 0
Unused lines of credit (4)(* 41,37 20,16( 4,83¢ 2,96: 13,41(
Standby letters of credit (! 612 611 1 0 0
Total commitments with o-balance sheet ris $ 52,53t $31,32¢ $ 4,84( $ 2,96! $13,41(

(1) Represents an c-balance sheet obligatio

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

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

(4) Loan commitments and unused lines of credit for m@mtial and construction loans expire or are sulijerenewal in twelve months
less.

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

(6) Standby letters of credit generally expire in tveetaonths

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

The Company has written options limited to thosedential real estate loans designated for salleersecondary market and subject to a rate
lock. These rate-locked loan commitments are ugettdding activities, not as a hedge. The faiugadf the outstanding written options at
December 31, 2011 was nominal.

Results of Operation— Continuing Operations
General

Successor Company

As discussed earlier, the results of operationghfetthree and six months ended December 31, 2@lrioa directly comparable to the prior y
periods due to the application of acquisition aetimg in connection with the Merger on DecemberZ®,0. Nonetheless, the discussion that
follows will compare, to the extent appropriate arséful, results for the two quarters. While ingti@ecome and interest expense in the
successor period have been significantly affecieerger-related fair value adjustments, and aeeefore difficult to compare to the
predecessor period, most nimterest income and expense items were not affdntddir value adjustments, and are therefore moreparable

For the three and six months ended December 31, 2048 Company earned net income from continuireyatpns of $418 thousand and a net
loss from continuing operations of $176 thousagedpectively. The year-to-date loss from continwpgrations is principally the result of
increased expenses associated with implementinGdhgpany’s post-Merger new business strategies:& ABd the online affinity deposit
program. During the second quarter of Fiscal 2812 Company increased average purchased loan vatuapproximately $31.0 million, and
earned a yield of 16.1% on this portfolio, whicmtiuted to an improved net interest margin andriomed earnings from continuing
operations during the three month period ended Dbee 31, 2011.
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For the three days ended December 31, 2010, thgp@umyrearned net income from continuing operatidri&l@.8 million, primarily the result
of a bargain purchase gain of $14.9 million recdroheconnection with the Merger.

Predecessor Compal

For the 89 and 181 days ended December 28, 204 @ dmpany earned net income from continuing opmratdf $782 thousand and $1,667
thousand, respectively. Financial highlights far 89 and 181 days ended December 28, 2010 inclymied on sales of fixed rate residential
mortgages of $919 thousand and $1.9 million, respalg, investment commission income of $625 thawkand $1.2 million, respectively, a
net interest income of $4.1 million and $8.5 millisespectively.

Net Interest Income
Successor Company

Net interest income for the three and six monttdedrDecember 31, 2011 includes amortization ancetion of the fair value adjustments
certain interest-bearing assets and liabilitiegmed in connection with the Merger on December22d0. This amortization and accretion is
responsible, in part, for the change in yields emsts of funds when contrasting current periodltesuith those of the prior year periods.

Rate and volume variance analyses allocate thegehiarinterest income and expense between theopdtiat is due to change in the rate
earned or paid for specific categories of asseddiahilities and the portion that is due to changethe average balance between the two
periods. However, the successor and predecessodpeare not directly comparable due to the sigaift effect of acquisition accounting
adjustments and subsequent accretion and amartizeftisuch adjustments, and therefore no rate/velaniance analysis has been provided
herein.

Net interest income for the three and six montldedrDecember 31, 2011 was $4.9 and $9.2 milli@peetively. Interest income during t
three months ended December 31, 2011 was positiffedgted by the increased balances and effeattegdst rate associated with the
Company’s purchased loan portfolio. During the éh@ed six months ended December 31, 2011, the GorigphASG purchased loans total
$40.2 million and $51.7 million, respectively, witinpaid principal balances of $47.2 million and #63illion, respectively. The Company
generally acquires loans at a significant discdror the loan’s unpaid principal balance, oftenimivrise to an effective yield substantially
higher than the Company'’s originated loan portfolibis was demonstrated in the Company’s quartde@mbecember 31, 2011, in which
purchased loans yielded 16.05%, as compared telé of 5.93% earned on originated loans. The falhgwsummarizes interest income and
related yields recognized on the Company'’s purahésmn and originated loan portfolios for the theee six months ended December 31,
2011.

Three Months Ended December 31, 2! Six Months Ended December 31, 2(
Average Average Average
Daily Interest Average Daily Interest
Balance Income Yield Balance Income Yield
(Dollars in thousands

Loans- originated $ 309,17 $ 4,62( 5.99% $309,94¢ $ 9,55i 6.12%
Loans- purchaset 31,00: 1,254 16.05% 18,26: 1,454 15.7%%
Total $ 340,17 $ 5,87¢ 6.85% $328,21( $11,01: 6.6€%

The yield on purchased loans was increased by edsitdd loans payoffs during the period, which reslin immediate recognition of the
prepaid loans’ discount in interest income. Théofeing table details the components of the yieldpbanchased loans during the three and six
months ended December 31, 2011. “Accelerated aonfetpresents the amount of a loan’s discounbgeized resulting from an unscheduled
payoff or principal payment.

Three Months Ended December 31, 2 Six Months Ended December 31, 2(
Interest Average Interest Average
Income Yield Income Yield
(Dollars in thousands
Regularly scheduled interest and accre $ 772 9.8&% $ 97z 10.5€6%
Accelerated accretic 482 6.17% 482 5.2%
Total $ 1,254 16.05% $ 1,454 15.7%%

The cost of interest bearing liabilities was 1.3f#foboth the three and six months ended Decemhe2@®11. The cost of time deposits and
borrowings was affected by continued accretioragf¥alue adjustments associated with the Merghighvresulted in average costs
substantially lower than the stated interest rafesich borrowings and time deposits, with the p&oa of the Company’s junior
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subordinated debentures, for which the rate isdrighhe net effect of fair value adjustments, ali agreductions in non-maturity and time
deposit rates paid, account for the overall deer@agunding costs when compared to the Predec€smpany periods discussed below.

The Company'’s interest rate spread for the threesanmonths ended December 31, 2011 was 3.3598 4486, respectively. The Company’s
net interest margin for the three and six monthogisrwas 3.53% and 3.31%, respectively. The folhmngets forth the average balances and
interest income and interest expense for the thinelesix months ended December 31, 2011. The prageeriod related to the Successor
Company has not been presented as the intereshéand expense recognized during the three daysiddeicember 31, 2010 was
insignificant.

Successor Company (

Three Months Ended December 31, 2 Six Months Ended December 31, 2(
Average Average
Average Interest Average Interest
Daily Income/ Yield/ Daily Income/ Yield/
Balance Expense Rate Balance Expense Rate
(Dollars in thousands
Assets:
Interes-earning asset:
Investment securitie $ 139,05 $ 541 1506 $ 143,37. $ 1,18( 1.62%
Loans (2) (3 340,17: 5,87¢ 6.85% 328,21( 11,01: 6.6€%
Regulatory stocl 5,761 21 1.45% 5,761 33 1.14%
Shor-term investments (4 67,45¢ 36 0.21% 72,90: 83 0.22%
Total interes-earning assel 552,43¢ 6,472 4.65% 550,24¢ 12,307 4.48%
Nor-interest earning asse
Cash & due from bank 2,981 2,95(
Bank premises and equipment, 8,924 8,59¢
Other asset 28,941 29,96:
Allowance for loan losse (743 (596
Total nor-interest earning asse 40,10: 40,91¢
Total asset $ 592,54 $ 591,16:

Liabilities & Stockholder Equity:
Interes-bearing liabilities

NOW $ 54806 $ 54 03% $ 5549 $ 12t 0.4%%
Money marke 44,24 42 0.3&%0 45,11« 92 0.4(%
Savings 32,36( 18 0.22% 32,89¢ 44 0.27%
Time 220,67( 722 1.3(% 218,13: 1,414 1.2%
Total interes-bearing deposit 352,08 83€ 0.94% 351,64( 1,67: 0.94%
Shor-term borrowings (5 631 3 1.8%% 88¢€ 8 1.7%
Borrowed funds 113,10( 532 1.8%% 113,42! 1,06< 1.8%
Junior subordinated debentu 8,00¢ 18E 9.1% 7,99( 36¢ 9.1%%
Total interes-bearing liabilities 473,82: 1,55¢€ 1.3(% 473,93¢ 3,11z 1.3(%
Interes-bearing liabilities of discontinued operations 0 57C
Non-interest bearing liabilities
Demand deposits and escrow accol 47,29( 46,524
Other liabilities 5,72% 4,49¢
Total liabilities 526,83¢ 525,53:
Stockholder’ equity 65,70¢ 65,63(
Total liabilities and stockholde’ equity $ 592,54: $ 591,16:
Net interest incom $ 4,91¢ $ 9,19/
Interest rate spree 3.35% 3.14%
Net interest margin (7 3.52% 3.31%

(1) “Successor Compa” means Northeast Bancorp and its subsidiary afeeclibsing of the merger with FHB Formation LLC

December 29, 201!
(2) Non-accruing loans are included in the computationvefage balances, but unpaid interest on nonperf@rtoians has not been incluc

for purposes of determining interest incotl
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(3) Includes loans held for sa

(4) Short term investments include FHLB overnight déisand other intere-bearing deposits

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

(6) The average balance of borrowings associated wsttodtinued operations has been excluded fromeastexpense, interest rate spre
and net interest margi

(7) Netinterest margin is calculated as net interestrine divided by total intere-earning asset:

Predecessor Compal

The net interest margin for the 89 and 181 days@mkcember 28, 2010 was 2.87% and 2.92%, resphctithe yield on earning assets was
4.80% and 4.92%, respectively. The yield on earasggets included higher yielding investment seiegritomparative to market rates in the
current period, as well as higher funding costsinélicated above, the results of the prior periadsnot directly comparable with those of the
current periods as a result of the accretion efaiue adjustments in the current periods. Thiefohg sets forth the average balances and
interest income and interest expense for the 89&8Adlays ended December 28, 2010.

Predecessor Company |

89 days ended December 28, 2! 181 days ended December 28, 2!
Average Average
Average Interest Average Interest
Daily Income/ Yield/ Daily Income/ Yield/
Balance Expenst Rate Balance Expense Rate
Assets:
Interes-earning asset:
Investment securities (. $160,33. $1,47¢ 3.71% $161,89: $ 3,182 3.9€%
Loans (3)(4 381,07t 5,46¢ 5.86% 385,28t 11,21¢( 5.87%
Regulatory stocl 5,48¢ 9 0.67% 5,48¢ 18 0.6€6%
Shor-term investments (£ 49,40 28 0.2:% 39,21: 39 0.2(%
Total interes-earning asset 596,29° 6,97¢ 48(%  591,87¢ 14,44¢ 4.92%
Nor-interest earning asse
Cash & due from bank 3,341 3,34(
Bank premises and equipment, 7,98: 8,00¢
Other asset 32,371 32,62(
Allowance for loan losse (5,919 (5,909
Total nor-interest earning asse 37,79: 38,06¢
Total asset $634,08¢ $629,94:
Liabilities & Stockholder Equity:
Interes-bearing liabilities
NOW $ 55,147 $ 85 0.65% $ 53,78 $ 18: 0.6<%
Money marke 55,64¢ 88 0.65% 55,95¢ 212 0.7¢%
Savings 38,23« 42 0.45% 38,30: 99 0.52%
Time 190,65( 1,05¢ 2.28% 196,31 2,302 2.3t%
Total interes-bearing deposit 339,67t 1,27: 15486 344,35t 2,79¢ 1.6%%
Shor-term borrowings (6 61,36¢ 20t 1.3™% 53,87: 37¢€ 1.41%
Borrowed funds 117,66¢ 1,16 4.05% 117,68t 2,36¢ 4.05%
Junior subordinated debentu 16,49¢ 167 4.15% 16,49¢ 34C 4.1€%
Total interes-bearing liabilities 535,20« 2,80¢ 2.15%% 532,41 5,871 2.2%
Interes-bearing liabilities of discontinued operations 2,351 2,46%
Nor-interest bearing liabilities
Demand deposits and escrow accol 39,25: 37,94:
Other liabilities 5,711 5,57¢
Total liabilities 582,51¢ 578,39.
Stockholder’ equity 51,57: 51,55(
Total liabilities and stockholde’ equity $634,08¢ $629,94.
Net interest incom $4,171 $ 8,67¢
Interest rate spree 2.65% 2.6%
Net interest margin (& 2.81% 2.92%
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(1) “Predecessor Compeg” means Northeast Bancorp and its subsidiary prithiéalosing of the merger with FHB Formation LLE
December 29, 201

(2) Interestincome and yield are stated on a -tax equivalent basis using a 30.84% tax

(3) Non-accruing loans are included in the computationvefage balances, but unpaid interest on nonpenfigritoians has not been incluc
for purposes of determining interest incotl

(4) Includes loans held for sa

(5) Short term investments include FHLB overnight déisand other intere-bearing deposits

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

(7) The average balance of borrowings associated wsttodtinued operations has been excluded fromestesxpense, interest rate spre
and net interest margi

(8) Netinterest margin is calculated as net intergstine divided by total intere-earning asset:

Provision for Loan Losse

Quarterly, the Company determines the amount oélloe/ance for loan losses that is adequate toigedfor losses inherent in the Company’s
loan portfolios, with the provision for loan loss#stermined by the net change in the allowancéofor losses. For loans acquired with
deteriorated credit quality, the provision for Idasses is affected when estimates of future das¥sfare lower than what had previously been
expected (i.e., there are reduced expected cash fio higher net charge-offs than had been preljiagpected, requiring additional provision
for loan losses). See Part I. Item |. “Notes to uttiked Consolidated Financial Statements — Noten@ns, Allowance for Loan losses and
Credit Quality” for further discussion.

Successor Company

The provision for loan losses for the three andsdnths ended December 31, 2011 was $134 and $684and, respectively. The provision
for loan losses for periods subsequent to the Megfkects the impact of adjusting loans to thbart fair values, as well as the elimination of
the allowance for loan losses in accordance withettquisition method of accounting. Subsequerttéderger, the provision for loan losses
has been recorded based on estimates of inhess®tsiin newly originated loans and for incremenatsérves required for pre-Merger loans
based on estimates of deteriorated credit quatisfiderger. For the three and six months ended Dece8the2011, the Company recorded
charge-offs of $107 thousand and $234 thousanpectisely. The increase in the level of the Compaajiowance for loan losses during the
current year period, from 0.14% of total loanswateJ30, 2011 to 0.21% of total loans at Decemlder2811, was primarily the result of loan
growth and historical loss experience subsequethtetdlerger, adjusted for other qualitative andngis@tive factors. For loans purchased by
the LASG subsequent to the Merger, there have beeaductions in the cash flow estimates madeeatithe of loan acquisition. As a result,
no provision has been made for losses relateddio Isans in the periods ended December 31, 2011.

Predecessor Compal

The provision for loan losses for the 89 and 18isdmded December 29, 2010 was $453 thousand drdt8usand, respectively. As
indicated above, the allowance for loan losseseliagnated at the time of Merger. Loans with indara of deteriorated credit quality at the
time of the Merger were recorded at fair value assigned a nonaccretable difference, hence the lewel of overall loan loss provisions
associated with the Successor Company during therdwear periods. See Part . Item |. “Notes tmudited Consolidated Financial
Statements — Note 3: Loans, Allowance for Loandesand Credit Quality” for further discussion.

Noninterest Income
Successor Company

Noninterest income for the three and six monthsdridecember 31, 2011 totaled $2.7 million and $4ilbon, respectively. The increasi
noninterest income, relative to the Predecessorpgaoyis comparable periods, resulted primarily freeaurity gains totaling $433 thousand
and $380 thousand for the three and six monthsceDeeember 31, 2011, respectively, a $203 thougairdon the sale of a commercial loan
during the three months ended December 31, 20Hlinaestment commissions, which totaled $704 thodsmd $1.4 million for the three a
six months ended December 31, 2011, respectivédfgeftling increases in the aforementioned categavi@s a decrease in gains realized on
sales of fixed-rate residential mortgage loansctviaiggregated $770 thousand and $1.4 million, otiiedy, for the periods ended

December 31, 2011. The decrease in loan sales,arechjo the Predecessor Company periods, resuitedpally from lower refinancing
activity in the current periods.

Noninterest income for the three days ended Dece8ihe2010 totaled $15.0 million, of which $14.9lah was a bargain purchase gi
associated with the Merger.
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Predecessor Compal

Noninterest income for the 89 and 181 days endextDber 28, 2010 totaled $2.2 million and $4.2 wnillirespectively. Significant iten
included gains on sales of loans totaling $919 $had and $1.9 million for the 89 days and 181 dsyted December 28, 2010, respectively,
and investment commissions totaling $625 thousaid$d..2 million for the 89 and 181 days ended Ddwam28, 2010, respectively.

Noninterest Expens:
Successor Company

Noninterest expense for the three and six montdedDecember 31, 2011 totaled $6.9 million and $idllion, respectively. The increase
operating expense relative to prior year periodeésresult of making significant investments irplementing the Company’s aforementioned
business strategy. Such investments include inede@siployee headcount in the Company’s LASG, akagets online affinity deposit
program; increased marketing related to the aratieiph launch of its online affinity deposit prograangd increased use of professional services,
such as legal, in association with the developmoéttie aforementioned business lines. Further, imadion associated with the Company’s
core deposit intangible asset, recorded in conjonatith the Merger, was $337 thousand and $678gand for the three and six months er
December 31, 2011, respectively.

Noninterest expense for the three days ended DesreBih 2010 totaled $3.3 million, which was almastirely comprised of $3.0 million i
expenses associated with the Merger.

Predecessor Compal

Noninterest expense for the 89 and 181 days endedrbber 28, 2010 totaled $4.7 million and $9.5iam|lrespectively. With the exception
merger expenses of $23 thousand and $94 thousaimdy dve 89 days and 181 days ended December 28, 28spectively, noninterest
expenses in the prior year periods reflect normatations of the Predecessor Company, and arddhereot directly comparable to the curr
year periods, given the additional business imitiest undertaken by the Successor Comp

Income Taxes
Successor Company

The Company’s income tax expense was $179 thousaride three months ended December 31, 2011 factiek rate of 30.0% for the
period. The Company’s income tax benefit was $224i$and, or approximately 56.0% of pretax incorettfe six months ended

December 31, 2011. Effective rates for the threksix month periods differed from the Company’sigtary rate principally due to tax exempt
life insurance income and affordable housing tadits.

The Company'’s tax benefit of $14 thousand for tire¢ day period ended December 31, 2011 resulbecielly from the non-deductible
nature of merger expenses, as well as the noni@arakure of the Company’s $14.9 million bargaimghase gain recorded during the period.

Predecessor Compal

Income tax expense recorded for the 89 days andldgd ended December 28, 2010 was $ 310 and $688ahd, respectively. The
Company'’s effective tax rate for the 181 days erafe2D.5% differed from statutory rates principadly a result of tax exempt security income
and life insurance income, in addition to affor@abbusing tax credits. These favorable tax item®\partially offset by merger expenses,
which are not deductible for income tax purposes.

Results of Operation— Discontinued Operations

In the first quarter of Fiscal 2012, the Companlg $otangible assets (principally customer listsii @ertain fixed assets of its wholly-owned
subsidiary, Northeast Bank Insurance Group, INdB{G”) to local insurance agencies in two separate tréiosac The Varney Agency, Inc.
Bangor, Maine purchased the assets of nine NBI{geaxfin Anson, Auburn, Augusta, Bethel, Livermogdl$; Scarborough, South Paris,
Thomaston and Turner, Maine. The NBIG office in\Biek, Maine, which now operates under the name of
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Spence & Matthews, was acquired by a member of NB$&nior management team. In connection with dwesaction, the Company also
repaid borrowings associated with NBIG totalingl$@iillion. Customer lists and certain fixed ass#tmdividual NBIG agency offices were
also sold in Fiscal 2011 and 2010.

The Company no longer conducts any significant @ip@ns in the insurance agency business, and trerbhs classified the operating results
of NBIG, and the associated gain on sale of thésidin, as discontinued operations in the consdididihancial statements. See Part I. Iltem I.
“Notes to Unaudited Consolidated Financial StateimerNote 6: “Discontinued Operations” for furtttatails.

Successor Company

Net income from discontinued operations was $1llianifor the six months ended December 31, 20Mictvincludes a pretax gain on sale
NBIG intangibles and certain fixed assets, netqieases, of $1.5 million in the first quarter oé¢al 2012. The Company recorded-tax
income associated with operations of $186 thoustmithg the six months ended December 31, 2011 nhectax expense associated with
discontinued operations for the six months endeceBer 31, 2011 was $592 thousand or approximatespb of pretax income.

Predecessor Compal

For the 89 days and 181 days ended December 28, & Company reported net income from discontimygerations of $53 thousand and
$129 thousand, respectively. Net income from diinaed operations during each period includes &$hOusand gain on sale of customer
lists and fixed assets associated with the NBI&efih Jackman, Maine. Income tax expense assdoieta discontinued operations for the 89
days and 181 days ended December 28, 2010 wa$$28and and $70 thousand respectively, represe3fiddo and 35.2%, respectively, of
pretax income.

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

ltem 4. Controls and Procedures

The Company maintains controls and procedures degitp ensure that information required to be disadl in the reports the Company file:
submits under the Securities Exchange Act of 198Adhange Act”) is recorded, processed, summaraetreported within the time periods
specified in the rules and forms of the Securitied Exchange Commission, and that such informégiaecumulated and communicated to the
Company’s management, including the Chief Execufifficer and Chief Financial Officer (the Companpisncipal executive officer and
principal financial officer, respectively), as appriate to allow for timely decisions regarding ¢ity disclosure. In designing and evaluating
disclosure controls and procedures, managemengmess that any controls and procedures, no miatisrwell designed and operated, can
provide only reasonable assurance of achievingléiseed control objectives, and management is reduo apply its judgment in evaluating
the cost/benefit relationship of possible conteoisl procedures.

The Company’s management, with the participatiothefChief Executive Officer and Chief Financiafi®dr, has evaluated the effectiveness
of its disclosure controls and procedures (as ddfin Rules 13a — 15(e) and 15d — 15(e) under xchdhge Act) as of the end of the period
covered by this Quarterly Report on Form 10-Q.

Based on this evaluation of the Company’s disclesmntrols and procedures, the Chief Executivec®ffand Chief Financial Officer have
concluded that these disclosure controls and proesdvere effective as of December 31, 2011.

There were no changes in the Company’s internaralsrover financial reporting (as defined in Rlika — 15(f) of the Exchange Act) that
occurred during the quarter ended December 31, #dthave materially affected, or is reasonalldglli to materially affect, the Company’s
internal controls over financial reporting.
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PART Il - OTHER INFORMATION

ltem 1. Legal Proceedings
None.

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

Item 2. Unregistered Sales of Equity Securities and Use Bfoceeds

On December 29, 2010, in connection with the clpsihthe Merger, the Company issued an aggregat¢léfl,166 shares of voting and
non-voting common stock at a price equal to $13p®8suant to the Agreement and Plan of Merger ddistarch 30, 2010, by and
between the Company and FHB. The issuance of treslwvas exempt from registration pursuant to S8eet{2) of the Securities Act of
1933, as amended and Regulation D promulgateduhees.

Item 3. Defaults Upon Senior Securitie:
None
ltem 4. Mine Safety Disclosures

Not applicable.

Iltem 5. Other Information
None.

ltem 6. Exhibits

Exhibits
No. Descriptior

311 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 Pursugmtl8 U.S.C. Section 1350, as adopted pursugdettion 906 of the Sarbanes-
Oxley Act of 2002 (Rule 1:-14(b)). **

32.2 Certificate of the Chief Financial Officer Pursuamtl8 U.S.C. Section 1350, as adopted pursugd¢etion 906 of the Sarbai-
Oxley Act of 2002 (Rule 1:-14(b)). **

101 The following materials from Northeast Banc's Quarterly Report on Form -Q for the quarter ended December 31, 2
formatted in XBRL: (i) Consolidated Balance Shest®ecember 31, 2011 and June 30, 2011; (ii) Cateteld Statements of
Income for the three and six months ended DeceBihe2011, the three days ended December 31, 2a6iiGha 89 and 181 days
ended December 28, 2010; (iii) Consolidated Statésnef Changes in Shareholders’ Equity for thensdbnths ended December 31,
2011, the three days ended December 31, 2010hantBtl days ended December 28, 2010; (iv) Condelidatatements of Cash
Flows for the six months ended December 31, 20tlthree days ended December 31, 2010, and thday®lended December 28,
2010; and (v) Notes to Unaudited Consolidated FiirStatements. **

* Filed herewitr

**  Furnished herewit

***  Pyrsuant to Rule 406T of Regulation S-T, theRBrelated information in Exhibit 101 to this Quenlyy Report on Form 10-Q is furnished
and not filed for purposes of Sections 11 and lthefSecurities Act of 1933, as amended, and Se&Boof the Securities Exchange Act
of 1934, as amende
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SIGNATURES

Pursuant to the requirements of the SecuritiesoAt034, the Registrant has duly caused this rdpdse signed on its behalf by the
undersigned thereunto duly authorized.

Date: February 14, 201 NORTHEAST BANCORP

By: /s/ Richard Wayn

Richard Wayne
President and CE!

By: /s/ Claire S. Bean

Claire S. Beal
Chief Financial Office
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NORTHEAST BANCORP
Index to Exhibits

Exhibits
No. Descriptior

311 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 pursua®éetion 906 of the Sarbanes-
Oxley Act of 2002 (Rule 1:-14(b)). **

32.2 Certificate of the Chief Financial Officer pursuantl8 U.S.C. Section 1350, as adopted pursugbéttion 906 of the Sarbanes-
Oxley Act of 2002 (Rule 1:-14(b)). **

101 The following materials from Northeast Banc's Quarterly Report on Form -Q for the quarter ended December 31, 2
formatted in XBRL: (i) Consolidated Balance Shest®ecember 31, 2011 and June 30, 2011; (ii) Cateteld Statements of
Income for the three and six months ended DeceBihe2011, the three days ended December 31, 2a6iiGha 89 and 181 days
ended December 28, 2010; (iii) Consolidated Statésnef Changes in Shareholders’ Equity for thensdbnths ended December 31,
2011, the three days ended December 31, 2010hantBtl days ended December 28, 2010; (iv) Condelidatatements of Cash
Flows for the six months ended December 31, 20tlthree days ended December 31, 2010, and thday®lended December 28,
2010; and (v) Notes to Unaudited Consolidated FifsrStatements. **

* Filed herewitt

**  Furnished herewit

***  Pyrsuant to Rule 406T of Regulation S-T, theRBrelated information in Exhibit 101 to this Quenlyy Report on Form 10-Q is furnished
and not filed for purposes of Sections 11 and lthefSecurities Act of 1933, as amended, and SetBoof the Securities Exchange Act
of 1934, as amende
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Exhibit 31.1 Certification of the Chief Exeative Officer

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

I, Richard Wayne, certify that:
1. | have reviewed this quarterly report on Forn-Q of Northeast Bancor)

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or amgttate a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nigtaisg with respect to the period
covered by this repor

3. Based on my knowledge, the financial statememts,other financial information included in théport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this rep

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

(a) Designed such disclosure controls and proceduresiused such disclosure controls and procedutes tiesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa

(b) Designed such internal control over financegdarting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

(c) Evaluated the effectiveness of the registragisslosure controls and procedures and presenttuisi report our conclusions about
the effectiveness of the disclosure controls andgulures, as of the end of the period coveredibyéport based on such
evaluation; ant

(d) Disclosed in this report any change in the regi’s internal control over financial reporting thatooed during the registre’'s
most recent fiscal quarter (the registrant’s fodikbal quarter in the case of an annual repost) tfas materially affected, or is
reasonably likely to materially affect, the redgist’ s internal control over financial reporting; &

5.  The registrars other certifying officer and | have disclosedsddhon our most recent evaluation of internal @miver financia
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(@) All significant deficiencies and material weakges in the design or operation of internal cbotrer financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpmhcial information; ant

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

February 14, 2012 /s/ Richard Wayn
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. | have reviewed this quarterly report on Forn-Q of Northeast Bancor)

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or amgttate a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nigtaisg with respect to the period
covered by this repor

3. Based on my knowledge, the financial statememts,other financial information included in théport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this rep

4.  The registrant’s other certifying officer andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirg @defined in Exchange Act Rules
13&15(f) and 15-15(f)) for the registrant and hay

(a) Designed such disclosure controls and proceduresiused such disclosure controls and procedutes tiesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa

(b) Designed such internal control over financegdarting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

(c) Evaluated the effectiveness of the registragisslosure controls and procedures and presenttuisi report our conclusions about
the effectiveness of the disclosure controls andgulures, as of the end of the period coveredibyéport based on such
evaluation; ant

(d) Disclosed in this report any change in the regi’s internal control over financial reporting thatooed during the registre’'s
most recent fiscal quarter (the registrant’s fodikbal quarter in the case of an annual repost) tfas materially affected, or is
reasonably likely to materially affect, the redgist’ s internal control over financial reporting; &

5.  The registrars other certifying officer and | have disclosedsddhon our most recent evaluation of internal @miver financia
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(@) All significant deficiencies and material weakges in the design or operation of internal cbotrer financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpmhcial information; ant

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

February 14, 2012 /s/ Claire S. Bea
Claire S. Beal
Chief Financial Office




Exhibit 32.1. Certificate of the Chief Exective Officer

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 Northtedancorp. (the “Company”) on Form 10-Q for the qady period ended December 31,
2011 as filed with the Securities and Exchange Cimsion on the date hereof (the “Report”), |, Rich#ayne, as Chief Executive Officer of
the Company, hereby certify pursuant to 18 U.S350] 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 teeBities Exchange Act of 1934, as
amended; and

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

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

February 14, 201 /s/ Richard Wayn
Richard Wayne
Chief Executive Office




Exhibit 32.2. Certificate of the Chief Finarial Officer

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 Northtedancorp. (the “Company”) on Form 10-Q for the qady period ended December 31,
2011 as filed with the Securities and Exchange Cimsion on the date hereof (the “Report”), |, Cld®an, as Chief Financial Officer of the
Company, hereby certify pursuant to 18 U.S.C. 13880dopted pursuant to 906 of the Sarbanes-OxdepfAR002, 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 fajphgsents, in all material respects, the finanaaldition and results of operations of the
Company for the dates and the periods coveredéRéport.

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

February 14, 201 /s/ Claire S. Bea
Claire S. Bean
Chief Financial Office




