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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 March 31, 2011
Commission File Number: 1-14588

Northeast Bancorp

(Exact name of registrant as specified in its chaer)

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

(207) 786-3245

Registrant’s telephone number, including area code

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

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

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

Large accelerated fill O Accelerated filel O
Non-accelerated file O Smaller Reporting Compar

Indicate by check mark whether the registrantshell company (as defined by Rule 12b-2 of the Brdge Act). YesO No

As of May 11, 2011, the registrant had outstandiy&j. 1,173 shares of voting common stock, $1.00/akre per share, and 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 (Unaudite

NORTHEAST BANCORP AND SUBSIDIARY
CONSOLIDATED BALANCE SHEETS
(Dollars in thousands)

Assets
Cash and due from ban
Shor-term investment
Total cash and cash equivale
Available-for-sale securities, at fair vali
Loans hel-for-sale

Loans receivabl
Residential real esta
Commercial real esta
Constructior
Commercial busines
Consume
Total loans, gros
Less allowance for loan loss
Loans, ne
Premises and equipment, |
Acquired assets, n
Accrued interest receivab
Federal Home Loan Bank stock, at c
Federal Reserve Bank stock, at ¢
Intangible asset
Bank owned life insuranc
Other asset
Total asset

Successor

Predecessor

Company (1 Company (2
March 31, 201 June 30, 201
(Unaudited) (Audited)
$ 3,28¢ $ 7,01¢
106,47: 13,41¢
109,75! 20,43t
127,22 164,18t

8,37¢ 14,25«
143,17. 155,61:
117,56: 121,17¢
2,941 5,62¢
25,49( 30,21«
23,89 69,78:
313,05¢ 382,30¢
14 5,80¢
313,04. 376,50:
8,07¢ 7,991
758 1,292
1,37¢ 2,081
4,88¢ 4,88¢
597 597
13,34« 11,37:
13,66 13,28¢
6,26¢ 5,714

$ 607,37 $ 622,60°
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NORTHEAST BANCORP AND SUBSIDIARY
CONSOLIDATED BALANCE SHEETS
(Dollars in thousands)

(Continued)
Successor Predecessor
Company (1 Company (2
March 31, 201 June 30, 201
(Unaudited) (Audited)
Liabilities and Stockholde’ Equity
Liabilities:
Deposits
Demanc $  45,25¢ $ 35,26¢
Savings and interest checki 90,37¢ 89,024
Money marke 52,22¢ 55,55¢
Brokered time deposi 4,93¢ 4,88:
Certificates of depos 208,57: 199,46¢
Total deposit: 401,36¢ 384,19
Federal Home Loan Bank advan: 43,97« 50,50(
Structured repurchase agreeme 68,43¢ 65,00(
Shor-term borrowings 13,22¢ 46,16¢
Junior subordinated debentures issued to affiliaiests 7,92 16,49¢
Capital lease obligatic 2,11« 2,231
Other borrowing 2,13¢ 2,63(
Other liabilities 3,317 4,47¢
Total liabilities 542,48! 571,70:
Commitments and contingent liabiliti
Stockholder equity
Preferred stock, $1.00 par value, 1,000,000 starttwrized; 4,227 shares issued and outstanding at
March 31, 2011 and June 30, 2010, liquidation pegfee of $1,000 per she 4 4
Voting common stock, at stated value, 13,500,0@D1#)000,000 shares authorized at March 31,
2011 and June 30, 2010, respectively; 3,310,1728128B,832 shares issued and outstanding ¢
March 31, 2011 and June 30, 2010, respecti 3,31( 2,32¢
Non-voting common stock, at stated value, 1,5008800 shares authorized at March 31, 2011 and
June 30, 2010, respectively; 195,351 and 0 shaseed and outstanding at March 31, 2011 and
June 30, 2010, respective 19t —
Warrants 40€ 13z
Additional paic-in capital 49,53t 6,761
Unearned restricted stock awz (172 —
Retained earning 11,57¢ 37,33¢
Accumulated other comprehensive inca 32 4,34¢
Total stockholder equity 64,88¢ 50,90¢
Total liabilities and stockholde’ equity $ 607,37: $ 622,60

See accompanying notes to unaudited consolidataddial statements

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

December 29, 201(

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

December 29, 201(
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NORTHEAST BANCORP AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF INCOME
(Unaudited)

(Dollars in thousands, except share and per stweg d

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

Interest expenst
Deposits
Federal Home Loan Bank advan:
Structured repurchase agreeme
Shor-term borrowings
Junior subordinated debentures issued to affiliiests
Obligation under capital lease agreem
Other borrowings
Total interest expens
Net interest and dividend income before provisimnléan losse
Provision for loan losse

Net interest and dividend income after provisionléan losse:

Successor Company (

Three
Months 93 Days
Ended Ended
March 31 March 31
2011 2011
$ 5,64¢ $ 5,84¢
832 872
71 75
7 7
12 13
33 34
6,60 6,84¢
774 81¢€
284 29¢
24¢ 272
60 67
174 18C
26 28
35 35
1,60z 1,697
5,00z 5,14¢
49 49
4,952 5,10(

Predecessor Company |

Three Nine
Months Months

181 Days Ended Ended
Ended March 31 March 31

Dec. 28,

2010 2010 2010
$11,21C $5,96C $18,03¢
2,85¢ 1,73: 5,171
231 121 35€
26 19 46
18 9 27
39 2 10
14,37¢ 7,844 23,64«
2,79¢€ 1,682 5,507
91¢& 457 1,33¢
1,392 692 2,172
37€ 16& 48¢€
34C 182 587
55 28 88
75 43 15€
5,952 3,24¢ 10,33:
8,42¢ 4,59t  13,31:
912 62€ 1,50¢
7,514 3,967 11,80¢
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NORTHEAST BANCORP AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF INCOME
(Unaudited) (Continued)

(Dollars in thousands, except share and per stweg d

Successor Company (

Three
Months 93 Days
Ended Ended
March 31, March 31,
2011 2011
Noninterest income
Fees for other services to custorr 31C 322
Net securities gains (losse 47 47
Gain on sales of loar 29t 344
Investment commissior 70¢ 734
Insurance commissior 1,45¢ 1,49¢
BOLI income 12¢€ 131
Bargain purchase ga 29¢€ 15,21¢
Other income 14€ 15€
Total noninterest incorr 3,38¢ 18,44t
Noninterest expens
Salaries and employee bene 4,82¢ 4,991
Occupancy and equipment expe 90:s 93C
Professional fee 37¢ 387
Data processing fe¢ 32¢ 337
Intangible assets amortizati 43¢ 444
Merger expens 132 3,182
Other 1,33i 1,45t
Total noninterest expen: 8,33¢ 11,72¢
Income before income tax (benefit) expe 3 11,82(
Income tax (benefit) expen (159 (171)
Net income $ 15¢ $ 11,99:
Net income available to common stockholc $ 58 $ 11,89:
Weightec-average shares outstand
Basic 3,492,49! 3,492,49
Diluted 3,559,87. 3,560,27i
Earnings per common sha
Basic $ 00z $ 3.3¢
Diluted $ 0.0z $ 3.3¢

See accompanying notes to unaudited consolidataddial statements

Predecessor Company |

Three Nine
181 Days Months Months
Ended Ended Ended
Dec. 28, March 31, March 31,
2010 2010 2010
69¢ 35C 1,11¢
17 (63) (20)
1,861 141 70¢
1,17¢ 467 1,45¢
2,661 1,741 4,70¢
25C 12¢& 37¢€
33C 292 51C
6,997 3,05¢ 8,85(
6,67( 3,46¢ 10,39:
1,55¢ 907 2,56¢€
527 211 797
61¢€ 30C 927
344 177 54¢
94 157 157
2,13¢ 1,051 3,052
11,94 6,272 18,44(
2,564 74¢ 2,21¢
76€ 217 54z
$ 1,79¢ $ 531 $ 1,67¢
$ 1,67 $ 47C $ 1,49
2,330,19 2,322,33. 2,321,722
2,354,38! 2,342,15. 2,331,222
$ 07z % 0.2C $ 0.6¢
$ 071 % 0.2C $ 0.6

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

December 29, 201!

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

December 29, 201(



Table of Contents

NORTHEAST BANCORP AND SUBSIDIARY

Consolidated Statements of Changes in Stockhol&@nsity

Periods Ended March 31, 2011, December 28, 2010/&mdch 31, 2010
(Unaudited)

(Dollars in thousands)

Accumulated

Preferred Stoc Common Stocl Additional  Unearne Other
Restricter Comprehensiv
Paid-in Retained
Shares  Amouni Shares Amount  Warrant: Capital Stock Earnings Income Total
Predecessor Company |
Balance at June 30, 20 4227 $ 4 232133 $2,3217 $ 13z $6,70¢ $ — $36,69¢ $ 1,451 $47,31¢
Net income for nine montt
ended March 31, 201 — — — — — — — 1,67¢ — 1,67¢
Other comprehensive income
net of tax:

Net unrealized loss ¢

purchased interest rate ca

and sway — — — — — — — — (125) (125)
Net unrealized gain ¢

investments available for

sale, net of reclassification

adjustmen — — — — — — — — 2,00¢ 2,00¢

Total comprehensive incon — — — — — — — — — 3,551

Dividends on preferred stox — — — — — — — (159 — (159
Dividends on common stock

$0.27 per shar — — — — — — — (62€) — (62€)
Stock options exercise — — 1,00C 1 — 7 — — — 8
Accretion of preferred stoc — — — — — 20 — (20) — —
Amortization of issuance cost

of preferred stoc — — — — — 4 — (4) — —

Balance at March 31, 20: 4227 $ 4 232233 $2,32: $ 13 $6,74C $ — $37,56¢ $ 3,332 $50,09¢

Predecessor Company |
Balance at June 30, 20 4227 $ 4 232383 $2,32¢ $ 13 $6,761 $ — $37,33¢ $ 4,34¢  $50,90¢
Net income for 181 days end

December 28, 201 — — — — — — — 1,79¢ — 1,79¢
Other comprehensive income

net of tax:
Net unrealized loss ¢

purchased interest rate caps

and sway — — — — — — — — (27) (27
Net unrealized gain ¢

investments available for

sale, net of reclassification

adjustmen — — — — — — — — (1,867) (1869)
Total comprehensive ot — — — — — — — — — (99
Dividends on preferred stot — — — — — — — (10€) — (10€)
Dividends on common stock

$0.18 per shar — — — — — — — (419 — (419
Stock options exercise — — 7,50( 8 — 54 — — — 62
Accretion of preferred stoc — — — — — 13 — (13) — —
Amortization of issuance cos!

of preferred stoc — — — — — 3 — (3) — —
Balance at December 28,2C 4,227 $ 4 2331,33, $2,33: $ 132 $6,831 $ — $38,59: $ 2,45€¢  $50,34¢

7
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NORTHEAST BANCORP AND SUBSIDIARY

Consolidated Statements of Changes in Stockhol&@nsity

Periods Ended March 31, 2011, December 28, 2010/mndh 31, 2010

(Dollars in thousands)
(Continued)

Preferred Stoc Common Stocl Additional Unearnel Other
Restricter Comprehensiv
Paid-in Retained
Shares  Amount Shares Amount  Warrant: Capital Stock Earnings Income Total

Successor Company (
Balance at December 29, 2C 4,22 4 233133 $2,33: $ 31 $34,12¢ $ — $ — % —  $36,771
Net income for 93 days end

March 31, 201: — — — — — — — 11,99: — 11,99:
Other comprehensive income

net of tax:
Net unrealized loss ¢

purchased interest rate ca

and sway — — — — — — — — 66 66
Net unrealized gain ¢

investments available for

sale, net of reclassification

adjustmen — — — — — — — — (39 (39
Total comprehensive incon — — — — — — — — — 12,02:
Acquisition accounting

adjustmen
Purchase accounting

adjustmen — — — — 93 (443) — — — (350
Restricted stock awa — — 13,02¢ 13 — 16¢ (181) — — —
Voting common stock issue — — 965,81! 96& — 12,48¢ — — — 13,45¢
Non-voting common stock

issued — — 195,35: 19t — 2,52¢ — — — 2,721
Dividends on preferred stot — — — — — — — (53 — (53
Dividends on common stock at

$0.09 per shar — — — — — — — (319 — (319
Amortization of preferred stoc — — — — — 45 — (45) — —
Stock award earne — — — — — 9 — — 9
SAR Option activity — — — — — 52€ — — — 52€
Options expens — — — — — 96 — — — 96
Balance at March 31, 20: 4227 $ 4 3,505,52. $3,50t $ 40€ $49,53t $ (172) $11,57¢ $ 32 $64,88¢

(1) “Successor Company” means Northeast Bancorptamsdibsidiary after the closing of the mergetvi#HB Formation on LLC on

December 29, 201!

(2) *“Predecessor Company” means Northeast Bancutfita subsidiary before the closing of the mergiéh FHB Formation LLC on

December 29, 201!
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NORTHEAST BANCORP AND SUBSIDIARY
Consolidated Statements of Cash Flows
(Unaudited)

(Dollars in thousands)

Cash flows from operating activitie
Net income
Adjustments to reconcile net income to net caskigea by
(used in) operating activitie
Provision for loan losse
Provision for REC
Provision made for deferred compensa
Write-down of availabl-for-sale securitie
Write-down of nol-marketable securitie
Amortization of intangible asse
BOLI income, ne
Depreciation of premises and equipm
Net securities gain
Net (gain) loss on sale of acquired as
Net (gain) disposal, wri-down and sale of fixed asst
Net (gain) loss on sale of insurance busit
Net change in loans hefor-sale
Net amortization (accretion) of securit
Bargain purchase ga
Change in other assets and liabiliti
Interest receivabl
Prepayment FDIC assessm
Decrease in prepayment FDIC assessr
Other assets and liabiliti¢
Net cash (used in) provided by operating activi
Cash flows from investing activitie
Proceeds from the sales of availi-for-sale securitie
Purchases of availal-for-sale securitie
Proceeds from maturities and principal payments on
available-for-sale securitie
Loan originations and principal collections, |
Proceed from sale of portfolio loa
Purchases of premises and equipn
Proceeds from sales of premises and equip
Proceeds from sales of acquired as
Proceeds from sale of insurance busine
Investment in low income tax cre:

Net cash provided by (used in) investing activi

Successor Company

93 days ended
March 31, 201:

$ 11,99:

48
56
57

444
(131)

281
(47)
1)
4)

(525)
301
(15,21¢)

58¢
15¢

(702)
(2,709

64,58t
(51,029

10,70¢
10,95t
36,82

(462)
16
184

71,78¢

Predecessor Company |

181 days end¢

Dec. 28, 201(

$ 1,79¢

91z
115
10t

344
(250)
52(
(17)
(16)

(104)
6,401
90

121

12C

(831)
9,30¢

172
(19,00:)

26,80
14,44(

(490
36
48%
154

22,60(

Nine months ende

March 31, 201(

$ 1,67¢

1,722

14¢
102
99
54¢
(376)
817
20
21¢
117
(235)
(13¢)
(23

53

(2,499
15¢
894

3,30C

1,31z
(59,18¢)

38,46:
2,98¢

(64%)
43
41¢
534

(1,03))
(17,106
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NORTHEAST BANCORP AND SUBSIDIARY
Consolidated Statements of Cash Flows
(Unaudited) (Continued)

(Dollars in thousands)

Cash flows from financing activitie
Net increase (decrease) in depa
Advances from the Federal Home Loan B.
Repayment of advances from the Federal Home Loak
Net repayments on Federal Home Loan Bank over@gighance
Net (decrease) increase in sl-term borrowings
Dividends paic
Issuance of common sto
Purchase of interest rate ct
Repayment on debt from insurance agencies acquis
Repayment on capital lease obligat
Net cash (used in) provided by financing activi

Net increase (decrease) in cash and cash equis

Cash and cash equivalents, beginning of pe

Cash and cash equivalents, end of pe

Supplemental schedule of cash flow informati
Interest paic
Income taxes pai
Supplemental schedule of noncash investing andding activities
Transfer from loans to acquired ass
Transfer from acquired assets to lo
Change in valuation allowance for unrealized loggas) on
available-for-sale securities, net of ti
Net change in deferred taxes for unrealized logsaias) on
available-for-sale securitie

Successor Company

93 days ended
March 31, 201

24,12:
(8,000)

(49,817
(367)
16,17¢

39

(17,926

51,15

58,50

$ 109,75!

$ 2,971
28

$ 27

(3,366)

1,73¢

Predecessor Company |

181 days ende

Dec. 28, 201(
(9,580)

16,87¢
(525)
62

(49¢)

(77)

6,25¢
38,16
20,43t

$ 58,59¢

$ 5,781
84¢€

$ 34¢
56

(1,890)

974

Nine months ende

March 31, 201(

(5,022
12,50(
(2,000)
(81E)
7,02(
(785)
8

(325)
(634)
(110

9,83

(3,969

13,02:

$ 10,55(
34C

$ 2,03¢
45

1,881

(1,039

Additional supplemental information as a resultref merger on December 29, 2010 is disclosed ie BptMerger Transactionjh the Note

to Unaudited Consolidated Financial Statements.

See accompanying notes to unaudited consolidataddial statements

(1) “Successor Company” means Northeast Bancorptamsdibsidiary after the closing of the mergetvi#HB Formation on LLC on

December 29, 201!

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

December 29, 201!

10
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NORTHEAST BANCORP AND SUBSIDIARY
Notes to Unaudited Consolidated Financial Statemesat
March 31, 2011

1. Basis of Presentatior

The accompanying unaudited condensed and consalidaterim financial statements include the accoofitNortheast Bancorp (“Northeast”
or the “Company”) and its wholly owned subsididigrtheast Bank (the “Bank”). These financial sta¢ets have been prepared in
accordance with accounting principles generallyepted in the United States of America (“GAARS) interim financial information and wii
the instructions to Form 10-Q and Article 10 of Rlagion S-X. Accordingly, they do not include aflthe information and notes required by
GAAP for complete financial statements. In the aminof management, the accompanying consolidatehéiial statements contain all
adjustments (consisting principally of normal retg accruals) considered necessary for a fairgmtagion of the Company’s financial
position at March 31, 2011, the results of operetifor the three-month and 93-day period ended Maig 2010, the 181-day period ended
December 28, 2010 and the three- and nine-montbgseended March 31, 2010, the changes in stockmsléquity for the 93-day period
ended March 31, 2011, the 181-day period endedrbeee28, 2010 and the nine-month period ended Mat¢l2010, and the cash flows for
the 93-day period ended March 31, 2011, the 181pdaipd ended December 28, 2010 and the nine-nueribd ended March 31, 2010.
Operating results for the nine-month period endeddil 31, 2011 are not necessarily indicative ofréselts that may be expected for the
fiscal year ending June 30, 2011. For further imfation, refer to the audited consolidated finansiatements and notes thereto for the fiscal
year ended June 30, 2010 included in the Con’s Annual Report on Form 10-K.

2. Merger Transaction

On December 29, 2010, the merger of the CompanyatiziFormation LLC (“FHB”) was consummated. FHRtig entity through which a
group of independent accredited investors (theé#tors”) purchased 937,933 shares of the Companystanding common stock and
1,161,166 shares of newly-issued voting and nomgatommon stock, at a price equal to $13.93 parestAs a result of this transaction,
$16.2 million of new capital was contributed to thempany, and the Investors collectively own apjnately 60% of the outstanding
common shares of the Company. We have appliedctigisition method of accounting, as described incAmting Standards Codification
(“ASC™) 805, “ Business Combination’to this transaction, which represents an acqaisiby FHB of Northeast, with Northeast as the
surviving company.

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

the periods prior to the transaction date are imettly comparable to the financial statementspferiods subsequent to the transaction dat
make this distinction, we have labeled balancesrasults of operations prior to the transactiore@est “Predecessor Company” and balances
and results of operations for periods subsequettietiransaction date as “Successor Company.” ddledf comparability arises from the
assets and liabilities having new accounting basesresult of recording them at their fair valag®f the transaction date rather than at
historical cost basis. To denote this lack of corapdity, the Company has placed a heavy black tieveen the Successor Company and
Predecessor Company columns in the ConsolidateahEial Statements and in the tables in the notdsetstatements and in this discussion.
In addition, the lack of comparability means tlreg periods being reported in the fiscal year endinge 30, 2011 in the statements and tables
are not the same periods as reported for the figzal ended June 30, 2010.

Under the acquisition method of accounting, the Gany assets acquired and liabilities assumed aoeded at their respective fair values as
of the transaction date. In connection with thegeerthe consideration paid, and the assets actaié liabilities assumed recorded at fair
value on the date of acquisition, are summarizatierfollowing tables:

(Dollars in Thousand
Consideration Paid:

FHB investors’ purchase of 937,933 existing Norttehares,

at $13.93 per Surviving Company sh $ 13,06¢
Existing Northeast shareholders’ retention of shame

Surviving Company, 1,393,399 shares at $13.93 lpae 19,41(
Total consideration pait $ 32,47¢

11
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(Dollars in Thousand
Net Assets Acquired:

Assets:
Cash and shc-term investment $ 58,59¢
Securities available for sa 153,31!
Loans 369,49¢
Premises and equipme 7,90t
Bank-owned life insuranc 13,53¢
Core deposit intangibl 5,92¢
Other identifiable intangible 7,86t
Other asset 14,40¢
$ 631,05(
Liabilities and Preferred Equit
Deposits $ 378,52:
Overnight borrowing: 63,04
Term borrowings 125,40¢
Junior subordinated debentures issued to affiliaiests 7,88¢
Other liabilities 4,40
Preferred stoc 4,09¢
$ 583,35¢
Total identifiable net asse $ 47,69
Consideration pai $ 32,47¢
Bargain purchase gain recorded in incc $ 15,21¢

In this transaction, the estimated fair valueshef€ompany’s net assets were greater than thegmeqgirice. This resulted in a bargain
purchase gain of $15.2 million in the 93-day perodied March 31, 2011. The transaction resultedgain principally because intangible
asset fair values were identified totaling $13.7iam, while the purchase price paid by the Investwas based on the Company’s tangible
book value as of September 30, 2009. Direct casiscated with the merger were expensed by the @oyngs incurred. Through March 31,
2011, those expenses—principally legal, accourgimjinvestment banking fees—amounted to $3.9 mijlté which $3.3 million was incurred
in the nine-month period ended March 31, 2011.

The fair value of the loan portfolio was $369.5lioil, and included $4.6 million of loans with evide of deterioration in credit quality since
origination for which it is probable, as of thertsaction date, that the Company will be unabledttect all contractually required payments
receivable. In accordance with ASC 310-30 thisltedun a non-accretable difference of $1.9 milliamich is defined as the loan’s
contractually required payments in excess of thewarhof its cash flows expected to be collectede Tompany considered factors such as
payment history, collateral values, and accrualistaehen determining whether there was evidencketdrioration of a loas’credit quality a
the transaction date. The Company’s previouslybéisteed allowance for loan losses was not carriedidird in the determination of loan fair
value.

The core deposit intangible asset recognized aptre transaction is being amortized over itinested useful life of 9.7 years. Existing
goodwill totaling $4.1 million, recorded in conjuf@n with previous insurance agency acquisitionss wliminated when determining the fair
value of net assets. Other insurance agency idigfintangibles, principally the value of agemeygtomer lists, were appraised by an
insurance valuation specialist.

The fair value of savings and transaction accowats assumed to approximate their carrying valumeesihese deposits have no stated
maturity and are payable upon demand. The fairegabf certificates of deposit and term borrowingsendetermined by discounting their
contractual cash flows at current market rates.

Commitments in Connection with Regulatory Approvalof the Merger

The merger required the approval of the Maine BuiedfaFinancial Institutions (the “Bureau”) and tBeard of Governors of the Federal
Reserve System (the “Federal Reserve”). Those aplsrgontain certain commitments by the Compargiutting the following:

» The Federal Reserve requires that Northeast (ihtaiai a leverage ratio (Tier 1) of at least 10%,nfiaintain a total risk-based
capital ratio of at least 15%, (iii) limit purchakkans to 40% of total loans, (iv) fund 100%
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loans with core deposits, (v) hold commercial essthte loans (including owner-occupied commereial estate) to within 300%
of total riskbased capital, and (vi) amend the articles of ipomtion to address certain technical concernstiieaFederal Reser
had relating to the convertibility and transferpibf nor-voting common stock

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

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

3. Loans

The Company’s loan portfolio includes residentesdlrestate, commercial real estate, constructmmpeercial and consumer segments.
Residential real estate loans include one- to family owner-occupied, second mortgages and edjuigg of credit.

Consumer loans include personal and indirect Ié@nautos, boats and recreational vehicles. Loaasrhanagement has the intent and at
to hold for the foreseeable future or until magudt pay-off generally are reported at their outdiag unpaid principal balances adjusted for
chargeeffs, the allowance for loan losses, and any detefees or costs on originated loans. Interestiecis accrued on the unpaid princi
balance. Loan origination fees, net of certainaiarigination costs, are deferred and recognizeginaadjustment of the related loan yield
using the interest method.

The accrual of interest on all loans is discontthaethe time the loan is 90 days past due unhessredit is well secured and in process of
collection. Past due status is based on the cdnadterms of the loan. In all cases, loans arequlan nonaccrual if collection of principal or
interest is considered doubtful. All interest aextiput not collected for loans that are placedamancrual is reversed against interest income.
The interest on these is accounted for on a casb bacost recovery method, until qualifying feturn to accrual. Loans are returned to
accrual status when all the principal and inteaesbunts contractually due are brought current ahdd payments are reasonably assured.

Allowance for Loan Losses

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

The allowance for loan losses is evaluated on alaedpasis by management. This evaluation is infiBreubjective as it requires estimates
that are susceptible to significant revision aserinformation becomes available. The allowance istsisf general, allocated and unallocated
components, as further described below.

General Component

The general component of the allowance for loagdess based on historical loss experience adjfistafualitative factors stratified by the
following loan segments: residential real estabenmercial real estate, construction, commercial@rgumer. Management uses a rolling
average of historical losses based on a time figpeopriate to capture the relevant loss datadoh éoan segment. This historical loss factor
is adjusted for the following qualitative factoksvels/trends in delinquencies; trends in volumeé &@mms of loans; effects of changes in risk
selection and underwriting standards and othergdsim lending policies, procedures and practieggerience/ability/depth of lending
management and staff; and national and local ecanwends and conditions. There were no changéseiiCompany’s policies or
methodology pertaining to the general componeti®fallowance for loan losses in the fiscal yealimmn June 30, 2011.

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

Residential real estate- The Company generally does not originate loarls a/loan-to-value ratio greater than 80 percedtdoes not
originate subprime loans. All loans in this segnemet collateralized by owner-occupied residengal estate and repayment is dependent on
the credit quality of the individual borrower. Theerall health of the economy, including unemploytmates and housing prices, will have
effect on the credit quality in this segment.

13



Table of Contents

Commercial real estate- Loans in this segment are primarily income-praaggiproperties located in Maine and New HampsHike
underlying cash flows generated by the propertiag be adversely impacted by a downturn in the etynas evidenced by increased
vacancy rates, which in turn, will have an effegttbe credit quality in this segment. Managememiok rent rolls annually and monitors the
cash flows of these loans.

Construction loans—Loans in this segment primarily include speculateal estate development loans for which paymeti¢isrzed from th
sale of the property. Credit risk is affected bgtamverruns, time to sell at an adequate price naaudket conditions.

Commercial loans— Loans in this segment are made to businessearargénerally secured by assets of the businepsyRent is expected
from the cash flows of the business. A weakened@uty, and resultant decreased consumer spendilidpawe an effect on the credit qua
in this segment.

Consumer loans- Loans in this segment are secured by autos, breateational vehicles and deposits with the Bankl, are also unsecured.
Repayment is dependent on the credit quality ofriividual borrower.

Allocated Component

The allocated component relates to loans thatlassified as impaired. Impairment is measured maa-by-loan basis for commercial,
commercial real estate and construction loans thyeethe present value of expected future cashsfldiscounted at the loan’s effective
interest rate or the fair value of the collatefdhée loan is collateral dependent. An allowancesigblished when the discounted cash flows or
collateral value of the impaired loan is lower thha carrying value of that loan. Large groupsroflier balance homogeneous loans are
collectively evaluated for impairment. Accordingtiie Company does not separately identify individlamsumer and residential real estate
loans for impairment disclosures, unless such leaesubject to a troubled debt restructuring agess.

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

The Company periodically may agree to modify thetactual terms of the loans. When a loan is medifind a concession is made to a
borrower experiencing financial difficultly, the whfication is considered a troubled debt restruou(“TDR”"). All TDRs are initially
classified as impaired.

Unallocated Component

An unallocated component is maintained to coveettamnties that could affect management’s estiroa@obable losses. The unallocated
component of the allowance reflects the margimygirecision inherent in the underlying assumpticsesdun the methodologies for estimat
allocated and general reserves in the loan paotfoli

The following is a summary of the composition cdhs at the dates indicated:

Successor Predecessor
Company Company
March 31, 201 June 30, 201
(Dollars in thousands
Residential real estat
One- to four-family $ 92,62 $ 102,58:-
Second mortgage 25,29¢ 27,31¢
Equity lines of credi 25,24¢ 25,71
Commercial 117,56: 121,17¢
Constructior 2,941 5,52t
Total mortgage loans on real est 263,67! 282,31
Commercial loan 25,49( 30,21«
Consumer installment loai 23,89! 69,78:
Total loans 313,05¢ 382,30¢
Less: Allowance for loan loss: 14 5,80¢
Loans, ne $ 313,04: $ 376,50
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The following table sets forth activity in the Coamy’s allowance for loan losses for the periodsciaigd:

Successt
Predecessor
Company Company
Nine
93 Days 181 Days Months
Ended Ended Ended
March 31 December 2¢ March 31
2011 2010 2010
(Dollars in thousands
Balance at beginning of peric $ 5,98( $ 5806 $5,76¢
Add provision charged to operatio 49 917 1,72
Recoveries on loans previously charged 20 121 13€
6,04¢ 6,83¢ 7,62:
Less: Loans charged ¢ 55 85¢ 1,70C
Less: Allowance for loan losses eliminated in adeoce with
acquisition method of accountit 5,98( — —
Balance at end of peric $ 14 $ 5980 $5,92¢
Further information pertaining to the allowance lfzan losses at March 31, 2011 follows:
Commercia
Residential
Real Estatt Real Estatt Constructiol Commercia Consume Unallocates
(Dollars in thousands
Loans deemed to be impaired as of March 31, : $ 48 $ 17917 $ — $ 93: $ — $ —
Loans not deemed to be impaired as of March 311 $143,12: $115,77: $ 2,941 $ 24557 $23891 $ —
The following is a summary of past due and nonsadoans at March 31, 2011:
Past Du
90 Non-
30-59 60-89 Days or Total Total Accrual
Days Days More Past Du Current Loans

(Dollars in thousands

Residential Real Estat

Residential or- to four-family $ 73z $ 93% $1,131 $2,79¢ $ 89,83: $1,31¢
Second mortgage — — 151 151 25,14¢ 15C
Equity lines of credi — 47 — 47 25,19¢ 38
Commercial real esta 957 — 69¢ 1,65¢ 115,91¢ 3,511
Constructior — — 121 121 2,82( 121
Commercial 42 1 44% 48¢€ 25,00¢ 62¢
Consume 952 28¢ 55€ 1,79i 22,09 55E
Total $2,68: $1,27C $3,101 $7,05¢ $306,01: $6,31¢
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The following table provides additional information impaired loans at March 31, 2011:

Unpaid
Recorded Principal
Investment Balance (1 Allowance

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

Residential on- to four-family $ 48 $ 48 $ —
Commercial real esta 1,791 1,791 —
Commercial 932 93:< —

Total 2,772 2,772 —
Impaired loans with a valuation allowan:
Residential real estat

Residential on- to foul-family — — —
Commercial real esta — — —
Commercial — — —

Total — — —
Total impaired loan $ 2,77 $ 2,772 $ —

(1) Impaired loans are presented net of the fdirevadjustments of $1.79 million resulting from #plication of the acquisition method of
accounting in connection with the merger on Decem8¢ 2010

The following is a summary of information pertaigito impaired loans at March 31, 2011:

Successc
Predecessor
Company Company
93 Days 181 Days Nine month
Ended Ended
March 31 December 2¢ Ended
March 31,
2011 2010 2010
(Dollars in thousands
Average investment in impaired loal
Residential or- to four-family $ 12 $ 33C $ 244
Commercial real esta 1,71¢ 3,36¢ 5,37¢
Commercial 97¢ 1,73¢ 2,722
Total average investment in impaired lo $ 2,708 $ 543 $ 8,34C
Interest income recognized on impaired loz
Residential or- to four-family $ 1 $ 2 $ 3
Commercial real esta 30 76 22C
Commercial 16 20 86
Total interest income recognized on impaired Ic $ 47 $ 98 $  30¢
Interest income recognized on a cash b
on impaired loans
Residential on- to four-family $ 1 $ 2 $ 3
Commercial real esta 30 76 22C
Commercial 16 20 86
Total interest income recognized a cash basis gaiied loans $ 47 $ 98 $ 30¢

No additional funds were committed to be advancezbnnection with impaired loar

Credit Quality Information

The Company utilizes an eight point internal loating system for commercial real estate, conswacind commercial loans as follows:
Loans rated 1 — 4: Loans in these categories argidered “pass” rated loans with low to averade ris

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



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

Loans rated 7: Loans in this category are consitf&teubtful.” Loans classified as doubtful havetalk weaknesses inherent in those
classified substandard with the added charactetisiit the weaknesses make collection or liquidatidull, on the basis of current existing
facts, highly questionable and improbable.
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Loans rated 8: Loans in this category are consildoss” and of such little value that their contéance as loans is not warranted.

On an annual basis, or more often if needed, trepgaoy formally reviews the ratings on all commdrmal estate, construction and
commercial loans. Semi-annually, the Company ergjagéndependent third-party to review a signiftqaortion of loans within these
segments. Management uses the results of thessusesis part of its annual review process.

The following table presents the Company’s loansisly rating at March 31, 2011.

Commercia
Real Estat( Constructiol Commercia
(Dollars in thousands

Loans rated -5 $105,37. $ 2,941 $ 22,21
Loans rated | 12,19( — 3,27¢
Loans rated — — —
Loans rated ! — — —

$117,56: $ 2,941 $ 25,49(

4.  Junior Subordinated Debentures Issued to Affiliteed Trust

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

The following table summarizes the Junior Suborigiddebentures and the common and trust prefee@mdities issued by each affiliated
trust at March 31, 2011. The Company has the tmhtdeem the Junior Subordinated Debentures aetl@mption price specified in the
associated Indenture, plus accrued but unpaideisitéo the redemption date.

Balance
Contractue Interes

At Fair

Affiliated Trusts Value Obligation: Rate Maturity Date
(Dollars in thousands
NBN Capital Trust Il $1,71¢ $ 3,09¢ 3.11% March 30, 203
NBN Capital Trust Il 1,71¢€ 3,09z 3.11% March 30, 203
NBN Capital Trust IV 4,49( 10,31( 2.2(% February 23, 20z
Total $7,92:2 $ 16,49¢ 2.5%%

NBN Capital Trust Il and NBN Capital Trust Il payvariable rate based on three month LIBOR plu8%,8and NBN Capital Trust IV pa)

a variable rate based on three month LIBOR plu8%.8Accordingly, the trust preferred securitieshaf trusts currently pay quarterly
distributions at an annual rate of 3.11% for ttaest liquidation amount of $1,000 per preferredusgcfor NBN Capital Trust Il and NBN
Capital Trust Il and an annual rate of 2.20% for stated liquidation amount of $1,000 per pretesecurity for NBN Capital Trust IV. The
Company has fully and unconditionally guaranteédfahe obligations of each trust. The guarantyess the quarterly distributions and
payments on liquidation or redemption of the tpustferred securities, but only to the extent ofdsiheld by the trusts. Based on the current
rates and the impact of the interest rate swapresf¢o below, the annual interest expense onrttst preferred securities is approximately
$676 thousand.

During the twelve months ended June 30, 2010, trapgany purchased two interest rate caps and arsttate swap to hedge the interest
rate risk on notional amounts of $3 million, $3 It and $10 million, respectively, of the Juniaf®rdinated Debentures. Each was a cash
flow hedge to manage the risk to net interest inealoring a period of rising rates.

The notional amount of $3 million for each intereste cap represents the outstanding junior subatelil debt from each trust. The strike rate
is 2.505%. The Company will recognize higher indéexpense on the Junior Subordinated Debenturgkddirst 200 basis points increast
three-month LIBOR. Once three-month LIBOR rate extse2.505% on a quarterly reset date, there widl payment by the counterparty to
the Company at the following quarter end. The ¢iffecdate of the purchased interest rate caps wateBiber 30, 2009 and the caps matt
five years.
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The interest rate swap hedges Junior Subordinagdemures resulting from the issuance of trustepredl stock by our affiliate NBN Capital
Trust IV. The notional amount of $10 million repeess the outstanding Junior Subordinated Debenfroesthis trust. Under the terms of 1
interest rate swap, Northeast pays a fixed rate@#% quarterly for a period of five years from #fective date of February 23, 2010. We
receive quarterly interest payments of three maBOR plus 1.89% over the same term.

See Note 13 for additional information on derivasy

5.  Securities
Securities available-for-sale at amortized costamgloximate fair values at March 31, 2011 and Bh&010 are summarized below:

Successor Compar Predecessor Compa
March 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 $ 27,16¢ $ 27,16t $ 858: $ 8,64¢
Mortgage-backed securitie 99,51 99,377 126,53t 133,86
Municipal bonds — — 11,90¢ 12,007
Collateralized mortgage obligatio — — 7,331 7,42:
Corporate bond — — 994 1,03(
Equity securitie: 197 212 1,044 77€
Trust preferred securitie 401 473 584 441
$127,27 $127,22° $156,97¢ $164,18!

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

Successor Compat Predecessor Compa
March 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 $ 9 $ 10 $ 66 $ —
Mortgage-backed securitie 203 33¢ 7,32 3
Municipal bonds — — 16€ 64

Collateralized mortgage obligatio — — 92 —

Corporate bond — — 36 —
Equity securitie: 16 1 5 273
Trust preferred securitie 84 12 — 14:
$ 31z $ 362 $ 769: $ 482

The following summarizes the Company’s gross uizedllosses and fair values aggregated by investoaagory and length of time that
individual securities have been in a continuoualized loss position, at March 31, 2011 and Jn€G10:

Less than 12 Montt More than 12 Month Total
Unrealize« Unrealizet Unrealizet
Fair Fair Fair
Value Losses Value Losses Value Losses

(Dollars in thousands

March 31, 2011

Debt securities issued by U.S. Governr-sponsored enterpris $19,16¢ $ 10 $ — $ — $19,16¢ $ 10
Mortgagebacked securitie 39,35 33¢ — — 39,56: 33¢
Equity securitie: 1 1 — — 1 1
Trust preferred securitie 74 12 — — 72 12

$58,59¢ $ 36z $ — $ — $58,80: $ 362
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Less than 12 Montt More than 12 Month Total
Unrealizet Unrealize« Unrealize«
Fair Fair Fair
Value Losses Value Losses Value Losses

(Dollars in thousands

June 30, 201(

Mortgage-backed securitie $ 161 $ 3 $ — $ — $ 161 % 3
Municipal bonds 2,60¢ 20 83C 44 3,43¢ 64
Equity securities 19C 10 472 263 663 278
Trust preferred securitie 95 1 33¢ 142 434 142

$3,05¢ $ 34 $ 164 $ 44 $4,69€ $ 48¢

Management of the Company, in addition to consigecurrent trends and economic conditions that affgct the quality of individual
securities within the Company’s investment portdfphlso considers the Company’s ability and interitold such securities to maturity or
recovery of cost. Management does not believe atlyeoCompany’s available-for-sale securities @herthan-temporarily impaired at
March 31, 2011, except as discussed below.

Based on management’s assessment of availablef®sscurities, there has not been another-thapetery decline in market value of
certain trust preferred and equity securities fiernine months ended March 31, 2011. During the mionths ended March 31, 2010, write-
downs of available-for-sale securities was $103isand and are included in other noninterest expertbe consolidated statements of
income.

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

The Company adopted the provisions of ASC 320-1@fe year ended June 30, 2009, which was appliedisting and new debt securities
held by the Company as of April 1, 2009. For thdebt securities for which the fair value of thewsdy is less than its amortized cost, the
Company does not intend to sell such security,awdwuse it is more likely than not that it will et required to sell such security prior to the
recovery of its amortized cost basis less any ttesses, ASC 320-10 requires that the credit carepbof the other-than-temporary
impairment losses be recognized in earnings whaenbncredit component is recognized in other cehlmasive income, net of related taxes.

There were no other-than-temporary impairment kwssesecurities for the nine months ended Marct2611].

The amortized cost and fair values of availablesi@e debt securities at March 31, 2011 and Jun2Q®, by contractual maturity, are
shown below. Actual maturities may differ from c@mutual maturities because borrowers may haveighéto call or prepay obligations with
or without call or prepayment penalties.

March 31, 201: June 30, 201/
Amortized Fair Amortized Fair
Cost Value Cost Value
(Dollars in thousands

Due in one year or le: $ — $ — $ 994 $ 1,03
Due after one year through five ye 27,16¢ 27,16¢ 5,00(C 5,012
Due after five years through ten ye — — 4,75( 4,80¢
Due after ten yeal 401 473 11,32: 11,28:
Mortgage-backed securitie® 99,51 99,37 133,86¢ 141,28«

$127,08( $127,01! $155,93! $163,41:
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6. Advances from the Federal Home Loan Banl

A summary of borrowings from the Federal Home L8amk is as follows:

March 31, 201:

Principal
Amounts
Due

Interest Rate

2.55%- 2.59%
3.99
2.91-3.08
4.26
4.29

June 30, 201/

Maturity Dates For Periods Ended

March 31,

2013
2014
2015
2017
2018

Amounts
At Fair
Value
(Dollars in thousands
$10,24(
5,27
12,79(
10,49:
5,18(
$43,97-
Principal
Amounts
Due
(Dollars in thousand
$ 3,00
5,00(
15,00(
12,50(
10,00(
5,00(
$ 50,50

The Federal Home Loan Bank had the option to @8l @illion of the outstanding advances at MarchZ,1. The options are continuously

callable quarterly until maturity.

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

Interest Rate

4.99%
3.99
2.55-3.9¢
2.91-3.0¢
4.26
4.29

March 31, 201

Maturity Dates
For Periods Ende
June 30

2011
2012
2013
2015
2017
2018

Amounts Principal
At Fair Amounts  Interes Imbedded Amount of
Value Due Rate Cap/Flool Cap/Floor  Strike Ratt Maturity
(Dollars in thousands
$21,03° $20,00C 4.6&% Purchased Cay $40,00( Expirec August 28, 201:
10,42( 10,00C  3.9¢% Sold Floors $20,00( Expirec August 28, 201:
10,51¢ 10,00C 4.1&% Purchased Cay $10,00( Expirec December 13, 201
10,62¢ 10,00C 4.3(% Purchased Cay $10,00C 3.79% July 3, 201z
10,70t 10,00C 4.4%% Purchased Cay $10,00C 3.81% September 23, 201
5,13( 5000 2.86% None March 25, 201«
$68,43:  $65,00(
June 30, 201
Imbedded Amount of
Amount Interest Rat Cap/Flool Cap/Floor Strike Rat¢ Maturity
(Dollars in thousand
$20,00( 4.6&% Purchased Cay $40,00C Expirec August 28, 201!
10,00( 3.98% Sold Floors $20,00C Expirec August 28, 201:
10,00( 4.18% Purchased Cay $10,00C 4.88% December 13, 201
10,00( 4.3(% Purchased Cay $10,00C 3.79% July 3, 201z
10,00( 4.44% Purchased Cay $10,00C 3.81% September 23, 201
5,00( 2.8% None March 25, 201«
$65,00(
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No leveraging strategies were implemented in theafiyear ending June 30, 2011. For the leveragiiagegies implemented in the fiscal y
ended June 30, 2009, the Company pledged mortgegesth securities of $28.2 million, at inceptioncalateral for $25 million borrowed in
three transactions. The transactions maturing 2ly8 and September 2015 of $10 million each haeddéd interest rate caps as
summarized in the table above. The interest rgie ceduced our balance sheet risk to rising inteatss. They cannot be called by the issuer
during the three years ended July 3, 2011 and gldinie four years ended September 23, 2012, regpBctEach agreement can be called
quarterly thereafter. The transaction in March 20@8ich did not have imbedded interest rate cagbors, allowed the Company to extend
its funding at a favorable interest rate. The is$1as no call option unless the Company no longentains regulatory “well-capitalized
status” or is subject to a regulatory cease anstdesler. Interest is paid quarterly. The interases are fixed for the term of the three
agreements.

The Company is subject to margin calls on eacls#etion to maintain the necessary collateral irfoh@ of cash or mortgage-backed
securities during the borrowing term.

Payments would be received on the interest rate wéen three-month LIBOR exceeds the strike ratdemuarterly reset date. The amount
of the payment would be equal to the differencevben the strike rate and thramnth LIBOR multiplied by the notional amount o&tbap ti
be made 90 days after the reset date. The purciraseelst rate caps expire at the end of the ndirpedods noted above.

The collateral pledged for these borrowings coasit-ederal National Mortgage Association, Fedei@he Loan Mortgage Corporation ¢
Government National Mortgage Association issuedtgamge-backed securities with a fair value of $56illon and cash of $17.6 million as
of March 31, 2011.

8. Stock-Based Compensation and Employee Benefi
Stock-Based Compensation

In connection with the transaction with FHB, then@many adopted the Northeast Bancorp 2010 Stoclo@ptid Incentive Plan (the “Plan”),
which provides for awards of stock-based compensatncluding options, stock appreciation righestricted stock and other equity-based
incentive awards. The maximum number of authoraeates of stock that may be issued under the plahd,054 shares. The Company’s
previous stock option plans were terminated ortrduesaction date, and 10,500 outstanding vesteédngpinder those plans were exchanged
for options to acquire shares of surviving compaommon stock, with terms that are substantiallyiidal to the existing options.

On December 29, 2010, the Company granted an avfdr8,026 shares of restricted stock to a seniecetive in the Company’s Northeast
Community Banking Division (“NCBD”). The holder tiiis award participates fully in the rewards ofcétewnership of the Company,
including voting rights and dividend rights. Thiward has been determined to have a fair value ®9Blper share, based on the average
at which the Company’s common stock traded on #ie df grant. Forty percent of the award will vestDecember 29, 2012, and the
remainder will vest in three equal annual instalisecommencing on December 29, 2013.

On December 29, 2010, the Company awarded optiopsrchase 594,039 shares of the Company’s cominok §om the Plan to certain
officers of the Company and/or the Bank. 259,21theke options vest ratably over a fiwgar period, and have been determined to have
value of $3.85 per share. 21,601 options vest ataker a threerear period, and have been determined to have adie of $3.85 per shai
10,801 options vest ratably over a four-year peraodl have been determined to have a fair val$3 &5 per share. 64,803 options vest
ratably over years three through five, and have lukxtermined to have a fair value of $3.85 peresh237,616 of these options are
performance-based, and have been divided into theaehes, each of which will vest if certain gtatlive conditions are satisfied and the
Company’s stock price exceeds a specified hurdée or a period of 50 of the previous 75 consesutiading days. The performance-based
options have been determined to have a fair vafl®2 @3 per share. The strike price for all awasdb13.93 per share, based on the average
price at which the Company’s common stock tradetherdate of grant. All have a contractual lifel8fyears from the date of grant, and are
subject to recoupment if (i) the Board determirneg gross negligence, intentional misconduct ardriay the awardee caused or was a
significant contributing factor to a materially age restatement of the Company’s financial statésrend (ii) the vesting of an award was
calculated or contingent upon the achievementraffcial or operating results that were affectethieyrestatement and the vesting would
have been less had the financial statements besscto
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The Company assumed a liability in the amount &800 from FHB for the estimated cost of stockrapation rights (“SARs”) with
respect to 162,010 shares, awarded on Decemb&029,to two individuals who had been actively imaal with FHB from its inception in
February 2009. 81,004 of the SARs were subjecettaim time-based restrictions on exercisabilibe (tTime-Based SARs”), and 81,006 of
the SARs were subject to certain performance-besstdctions on exercisability (the “PerformancesBad SARs”). Following the amendment
of the Company’s articles of incorporation on Magd) 2011, the Compensation Committee of the Compated to accelerate the
exercisability of the Time-Based SARs. The Time-&hSARs became immediately exercisable and wereisgd on March 24, 2011. In
connection with the exercise of the Time-Based SAlRs Company issued options to purchase 81,004sloéthe Company’s non-voting
common stock with an exercise price of $14.52 pares The option shares will become exercisabfivénequal annual installments
commencing on December 29, 2010. In addition, the@any entered into certain Amended and RestatddrReance-Based Appreciation
Rights Agreements, pursuant to which the Perforrmadased SARs will become automatically exercis@dhel shall be exercised) for $0.59
per share in the event that relevant performanessittolds are satisfied. In connection with the Adezhand Restated Performance-Based
Appreciation Rights Agreements, the Company issptibns to purchase 81,006 shares of the Compawayisvoting common stock with an
exercise price of $14.52 per share. The optionksbetome exercisable upon the satisfaction of regarformance conditions. The net effect
of the exercise of the Time-Based SARs and thewgimtof the Amended and Restated Performance-Bappteciation Rights Agreements,
together with the option issuance, on operatinglte$or the quarter ended March 31, 2011 was $@B8sand, included in merger expense.

At March 31, 2011, none of the restricted stockiavpor Performance-Based SAR awards granted oember 29, 2010 were exercisable.

Employee Benefits:

In connection with the merger, the Company entérexlone-year employment agreements with four sesdecutives in the NCBD. In
addition, three senior executives in the NCBD reegiretention payments equal to one year's baseysaggregating $450 thousand, paid in
the quarter ended March 31, 2011.

In connection with the merger, the Company entaredthree-year employment agreements with its fEecutive Officer, Chief
Administrative Officer and Chief Financial Officéfhese provide for a base salary, annual bonuseéstasmined by the Compensation
Committee, participation in Company-wide benefiignams, and also contain noncompetition and nasitatlon restrictions.

Refer to the Note 13 in the Company’s Annual ReparForm 10-K for fiscal year ended June 30, 2@tGurther information about the
Company’s employee benefits.

9. Capital Lease

In fiscal year 2006, the Company recognized a ahlgise obligation for its new headquarters knawithe Southern Gateway building
located at 500 Canal Street, Lewiston, Maine. Tiesgnt value of the lease payments over fifteersy@264 thousand per year for each of
the initial ten years of the lease term and $306sand per year for each of the last five years¢eded 90% of the fair value of the Southern
Gateway building. The Bank’s commercial lending anderwriting, consumer loan underwriting, loarvéeng, deposit operations,
accounting, human resources, risk management,xa@uwlitive administration departments occupy the @pprately 27 thousand square feet
of space.

The future minimum lease payments over the remgitémm of the lease and the outstanding capitakledligations at March 31, 2011 are
follows:

(Dollars in thousands

2011 $ 264
2012 264
2013 264
2014 264
2015 292
2016 and thereaftt 1,32¢
Total minimum lease paymer 2,67¢
Less imputed intere: 562
Capital lease obligatia $2,11¢
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10. Insurance Agency Acquisitions

Northeast Bank Insurance Group, Inc., a subsidi&tiie Bank, acquired one insurance agency inisitalfyear ended June 30, 2009, tt
insurance agencies in the fiscal year ended Jun208® and four insurance agencies in the fiscat gaded June 30, 2007. Each acquisition
was made as a purchase of assets for cash and,avithtthe exception of the Palmer Insurance Agdtealmer”), which was the purchase
of stock for cash and a note, and the Goodrichramse Associates (“Goodrich”), which was a purchasassets for cash. Each agency
operates at the location being used at the tintkeofcquisition except Goodrich, which was relogdteour agency office in Berwick, Maine;
Hartford Insurance Agency (“Hartford”), which wasacated to our agency office in Auburn, Maine; &usell Insurance Agency
(“Russell”), which was relocated to the agencyaafin Anson, Maine.

All acquisitions were accounted for using the pasghnmethod of accounting and resulted in increasgsodwill and customer list and non-
compete intangibles on the consolidated balancetshA# purchase and sale agreements, except tleeagnts relating to the Russell and
Hartford, call for a reduction in the purchase pritiould the stipulated minimum commission revdauels not be attained over periods of
one to three years from the purchase date. Duhagéar ended June 30, 2008, other borrowings aodvgll related to the Southern Maine
Insurance Agency (“Southern Maine”) acquisition ezduced by $98.3 thousand in accordance wittstigalation. The customer list
intangibles and estimated useful lives are basesstimates from a third-party appraiser. The udefes of these intangibles range from
eleven to twenty-four years. Non-compete intangitdeful lives are amortized over a range of tefifteen years.

The debt incurred is payable to the seller of esggncy. Each note bears an interest rate of 6.5@%terms as follows: the Palmer debt is
payable over a term of seven years; the SturtemashHam, Inc. (“Sturtevant”) debt is payable ovéeran of three years; the Southern Maine
debt is payable over a term of four years; andthgsell debt is payable over a term of two yeasstfbrd, Spence & Matthews, and Hyler
payable over a term of seven years. Hartford, Sp&llatthews, Inc. (“Spence & Matthews”), and Hyfgency (“Hyler”) have debt of

$100 thousand, $800 thousand, and $200 thousaspkatvely, which bears no interest and has bemrded at its present value assuming a
discount rate of 6.50%. The Bank guaranteed thérdplayment to each seller.

Northeast Bank Insurance Group, Inc. leases theedffcations for Sturtevant, Southern Maine anteHywhich are operating leases. 1
Bank acquired Palmer’s agency building and landgimuary 2007.

The results of operations of all agencies have beduded in the consolidated financial statemeaitise their acquisition date. There is no
pro-forma disclosure included because the agemuidgdually, and in aggregate, were not considesiggificant acquisitions.

Acquisitions

Purchase pric 2009 2008

(Dollars in thousands
Cash paic $ 71t $ 3,701
Debt incurrec — 2,82¢
Acquisition cost 3 37
Total $ 71€ 6,56:

Allocation of purchase prict

Goodwiill $ 10C 1,54t
Customer list intangibl 48C 3,90¢
Non-compete intangibl 13t 1,10C
Fixed and other asse 3 12
Total $ 71€ $ 6,56
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In conjunction with the application of acquisitiancounting for the recent merger, goodwill previguscorded for insurance agency
acquisitions was eliminated.

Northeast Bank Insurance Group, Inc. acquired $-Anson Insurance Agency, Inc. on September 29, 20064 acquisition was accounted
for using the purchase method and resulted in tmes list intangible asset of $2.1 million whichtieing amortized over twelve years.

The customer list of our Mexico, Maine insuranceragy office was sold to UIG, Inc. on December 312 The customer list and certain
fixed assets of our Rangeley, Maine insurance ggefiice were sold to Morton & Furbish Insuranceehgy on January 31, 2010. Since
these offices were part of the Solon-Anson Insugahgency, Inc. acquired on September 29, 2004ctls®mer list intangibles were
allocated based upon the gross commission revdaudse Mexico and Rangeley offices as a percentdidiee total commission revenue of
the SolonAnson Insurance Agency, Inc. The land and buildingglexico and Rangeley have been listed for sglbltrtheast Bank Insuran
Group, Inc. Impairment expense of $46 thousand®idthousand was recognized for the Mexico and Blagduildings, respectively, in
order to adjust the carrying values to the expestdes price in the fiscal year ended June 30,.2ZD4® Rochester, New Hampshire office \
closed in May, 2010, and servicing of customer ant®from that office was transferred to the BekyMaine office. The customer list,
certain fixed assets and the office lease of tbknian office were sold to World-Wide Risk Manageirier. on December 22, 2010.

The following summarizes entries made to recordstie for the nine months ended March 31, 2011

Jackmar

(Dollars in thousand

Sale price $ 154

Allocated customer list, net of amortizati 44

Fixed assets, net of accumulated depreci: 6

Gain recognize: $ 104

The following summarizes entries made to recordstiles for the year ended June 30, 2010:
Mexico Rangeley
(Dollars in thousands

Sale price $ 27C $ 28C
Allocated customer list, net of amortizati 154 14¢€
Fixed assets, net of accumulated depreci: — 5
Gain recognize: $ 11€ $ 12¢

11. Earnings Per Share (EPS

EPS is computed by dividing net income allocatedaimmon stockholders by the weighted average conshares outstanding. Net income
allocated to common stockholders represents netiedess income allocated to participating seasitsee discussion below). Diluted
earnings per common share is computed by dividiogrne allocated to common stockholders by the wethhverage common shares
outstanding plus amounts representing the dilugffect of stock options outstanding and restrictieatk, if applicable.

On July 1, 2009, the Company adopted new accougtiidance on earnings per share that defines wo/ssiare-based payment awards that
contain nonforfeitable rights to dividends as dptiting securities that are included in computRSS using the two-class method. The two-
class method is an earnings allocation formulagarticipating rights in undistributed earnings. @nthis method, all earnings (distributed
and undistributed) are allocated to participatiagusities and common shares based on their regpeahts to receive dividends.
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Earnings per common share
Net Income
Preferred stock dividenc
Accretion of preferred stoc
Amortization of issuance cos

Net income available to common shareholc
Dividends and undistributed earnings allocatednzested

shares of stock awar:

Net income applicable to common sharehol
Average common shares issued and outstar
Earnings per common share
Diluted earnings per Common share

Net income applicable to common sharehol
Dividends and undistributed earnings allocatednzested

shares of stock awar:

Net income available to common shareholc
Average common shares issued and outstar
Dilutive potential common shar:

Total diluted average common shares issued and

outstanding

Diluted earnings per common share

12. Fair Value Measurements

Successor Compat

Three
Months 93 Days
Ended Ended
Mar. 31, Mar. 31,
2011 2011
$ 15€ $ 11,99
(53 (55)
(44) (44)
@ @
$ 58 $ 11,89
— (44
$ 58 $ 11,847
3,492,49i 3,492,49i
$ 0.0z $ 3.3¢
$ 58 $ 11,89:
— (44)
$ 58 $ 11,84,
3,492,49! 3,492,49!
67,37 67,78(
3,559,87. 3,560,27!
$ 0.0z $ 3.3¢

Predecessor Compa

Three Nine
181 Days Months Months
Ended Ended Ended
Dec. 28, Mar. 31, Mar. 31,
2010 2010 2010
$ 1,79¢ $ 531 $ 1,67¢
(104 (53 (159)
(13) (7) (20)
2 @) &)
$ 1,67 $ 47C $ 1,49:
$ 1,67 $ 47C $ 1,49
2,330,19 2,322,33. 2,321,722
$ 0.7z $ 0.2C $ 0.6<
$ 1,67 $ 47C $ 1,49:
$ 1,67 $ 47C $ 1,49:
2,330,19 2,322,33 2,321,722
24,18¢ 19,82: 7,36¢
2,354,38! 2,342,15. 2,329,09:
$ 0.71 $ 0.2C $ 0.64

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

Level 1 - Valuations for assets and liabilitiedtd in active exchange markets, such as the NeWw Simck Exchange. Level 1 also includes

U.S. Treasury and other U.S. Governmsponsored enterprise securities that are tradetbalers or brokers in active markets. Valuatioe:
obtained from readily available pricing sourcesrf@arket transactions involving identical assetbadnilities.

Level 2 - Valuations for assets and liabilitiedtd in less active dealer or broker markets. Valnatare obtained from third party pricing

services for identical or comparable assets oililis.

Level 3 - Valuations for assets and liabilitiesttaee derived from other methodologies, includipgian pricing models, discounted cash flow

models and similar techniques, are not based okenhaxchange, dealer, or broker traded transactiansl 3 valuations incorporate certain
assumptions and projections in determining theaiue assigned to such assets and liabilities.

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

measurement.
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A description of the valuation methodologies usmdristruments measured at fair value, as welhagieneral classification of such
instruments pursuant to the valuation hierarchgeisforth below. These valuation methodologiessvegplied to all of the Company’s
financial assets and financial liabilities carregdair value at March 31, 2011 and June 30, 2010.

The Company’s exchange traded equity securitieg@amerally classified within level 1 or level 2tbe fair value hierarchy because they are
valued using quoted market prices, broker or depletations, or alternative pricing sources withsenable levels of price transparency.

The Company'’s investment in municipal, corporaté agency bonds and mortgage-backed securitiesableaior-sale is generally classified
within level 2 of the fair value hierarchy. For sigesecurities, we obtain fair value measuremeats fndependent pricing services. The fair
value measurements consider observable data thyaineiade dealer quotes, market spreads, cash fltwedJ.S. Treasury yield curve,
trading levels, market consensus prepayment speetht information and the instrument’s terms andditions.

Level 3 is for positions that are not traded iractnarkets or are subject to transfer restrictisatuations are adjusted to reflect illiquidity
and/or non-transferability, and such adjustmerggy@nerally based on available market evidencthdmbsence of such evidence,
management’s best estimate is used. Subsequaenitiabvaluation, management only changes levelfiis and assumptions when evidence
such as transactions in similar instruments, cotagler pending third-party transactions in the ulyitey investment or comparable entities,
subsequent rounds of financing, recapitalizatioth @her transactions across the capital structfferings in the equity or debt markets, and
changes in financial ratios or cash flows indicales initial valuation needs to be updated.

The Company did not have any significant transéé@ssets or liabilities between Levels 1 and theffair value hierarchy during the nine
months ended March 31, 2011.

The following summarizes assets measured at faleviar the period ended March 31, 2011 and Jun@@00.

Assets Measured At Fair Value On A Recurring Basis

Fair Value Measurements at Reporting Date Us

Quoted Prices in Significant Significant
Active Markets fo Other Unobservabl
Observable
Identical Assets Inputs Inputs
March 31, 2011 Total Level 1 Level 2 Level 3
(Dollars in thousands
Securities availab-for-sale $127,22° $ 68t $126,54: $ —
Other asset- purchased interest rate c¢ 99 — 99 —
Fair Value Measurements at Reporting Date Us
Quoted Prices in Significant Significant
Active Markets fo Other Unobservabl
Observable
Identical Assets Inputs Inputs
June 30, 201( Total Level 1 Level 2 Level 3
(Dollars in thousands
Securities availab-for-sale $164,18t $ 3,713 $160,47: $ —
Other asset- purchased interest rate ce 114 — 114 —

The Company’s impaired loans and acquired asseteported at the fair value of the underlyingateltal if repayment is expected solely
from the collateral. Collateral values are estirdaiging level 2 inputs based upon appraisals ofaimproperties obtained from a third party.
For Level 3 input, collateral values are based anagement’s estimates pending appraisals from plairty valuation services or imminent
sale of collateral.
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Assets Measured At Fair Value On A Nonrecurring Bais

Fair Value Measurements at Reporting Date Us

Significant
Quoted Prices in Other Significant
Active Markets fo Observabl Unobservabl
Identical Assets Inputs Inputs
March 31, 2011 Total Level 1 Level 2 Level 3
(Dollars in thousands
Impaired Loan: $2,772 $ — $ — $ 2,77
Acquired asset 80¢% — — 80¢&
Premises 362 362
Fair Value Measurements at Reporting Date Us
Significant
Quoted Prices in Other Significant
Active Markets fo Observabl Unobservabl
Identical Assets Inputs Inputs
June 30, 201( Total Level 1 Level 2 Level 3
(Dollars in thousands
Impaired Loan: $1,02( $ — $ — $ 1,02
Acquired asset 501 — — 501
Premise: 40z 402

The following tables show the changes in the falugs of impaired loans measured on a nonrecub@sg using significant unobservable
inputs (Level 3) for the nine months ended MarchZ811 and 2010.

2011 2010
(Dollars in thousands
Beginning balance at July $1,02( $1,19¢
Loans transferred in(out) of Level 1,752 (182)
Ending balance at March ! $2,77: $1,014

The following table shows the changes in the falug of acquired assets measured on a nonrectagig using significant unobservable
inputs (Level 3) for the nine months ended MarchZim 1.

2011

(Dollars in thousand
Beginning balance at July $ 501
Loans transferred in Level 304
Ending balance at March ! $ 80¢

The following table shows the changes in fair vadfipremises measured on a nonrecurring basis sgjngficant unobservable inputs (Level
3) for the nine months ended March 31, 2011.

2011

(Dollars in thousand
Beginning balance at July $ 402
Premises transferred out Leve (40
Ending balance at March ! $ 362

Liabilities Measured At Fair Value On A Recurring Basis

Fair Value Measurements at Reporting Date Us

Significant
Quoted Prices in Other Significant
Active Markets fo Observabl Unobservabl
Identical Assets Inputs Inputs
March 31, 2011 Total Level 1 Level 2 Level 3
(Dollars in thousands
Derivative financial instrumen $321 $ — $ — $ 321
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Fair Value Measurements at Reporting Date Us

Significant
Quoted Prices in Other Significant
Active Markets fo Observabl Unobservabl
Identical Assets Inputs Inputs
June 30, 201( Total Level 1 Level 2 Level 3
(Dollars in thousands
Derivative financial instrumen $413 $ — $ — $ 413

The following table shows the change in the falugaof derivative financial instruments measuredaaecurring basis using significant
unobservable inputs (Level 3) for the nine montidesl March 31, 2011.

2011

(Dollars in thousand
Beginning balance at July $ 413
Transferred out of Level (92
Ending balance at March ! $ 321

The Company’s derivative financial instruments geaerally classified within level 3 of the fair ual hierarchy. For these financial
instruments, the Company obtains fair value measents from independent pricing services. The falo® measurements utilize a
discounted cash flow model that incorporates amdiders observable data that may include publicailable third party market quotes, in
developing the curve utilized for discounting figwash flows.

Fair value estimates, methods and assumptions aretgorth below for the Company’s significant finandal instruments.

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

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

Federal Home Loan Bank and Federal Reserve & The carrying value of Federal Home Loan Banklstnod Federal Reserve stock
approximates fair value based on redemption prongsof the Federal Home Loan Bank and the FederséiRe.

Loans and Loans he-for-sale- Fair values are estimated for portfolios of loaith similar financial characteristics. The faalue of
performing loans is calculated by discounting sciedi cash flows through the estimated maturity gigistimated market discount rates that
reflect the credit and interest rate risk inherarihe loan. The estimates of maturity are basetherCompany’s historical experience with
repayments for each loan classification, modifeesirequired, by an estimate of the effect of cureennomic conditions, lending conditions
and the effects of estimated prepayments.

Fair value for significant nonperforming loans &sbd on estimated cash flows and is discounted asiate commensurate with the risk
associated with the estimated cash flows. Assumgtiegarding credit risk, cash flows and discoates are developed using available
market information and historical information.

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

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

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

Derivative financial instrument: Fair value for interest rate caps and interest savap agreements are based upon the amountsec:ti
settle the contracts.
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Deposits- The fair value of deposits with no stated mayusuch as noninterest-bearing demand depositsigga\ NOW accounts and money
market accounts, is equal to the amount payabtieamand. The fair values of time deposits are basetie discounted value of contractual
cash flows.

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

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

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

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

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

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

Fair value estimates are based on existing on #rioltance sheet financial instruments without attémgpb estimate the value of anticipa
future business and the value of assets and tiabilihat are not considered financial instrumedtler significant assets and liabilities that
are not considered financial instruments inclugedéferred tax asset, premises and equipment tartgible assets, including the customer
base. In addition, the tax ramifications relatethirealization of the unrealized gains and loss@shave a significant effect on fair value
estimates and have not been considered in aneadtimates.

The following table presents the estimated faiugadf the Company'’s significant financial instrurteeat March 31, 2011 and June 30, 2010:

March 31, 201: June 30, 201
Carrying Estimated Fair Carrying Estimated
Value Value Value Fair Value

(Dollars in Thousands
Financial assett

Cash and cash equivalel $109,75! $109,75! $20,43¢ $ 20,43t
Available-for-sale securitie 127,22 127,22 164,18t 164,18t
Federal Home Loan Bank and Federal Reserve ! 5,48¢ 5,48¢ 5,48¢ 5,48¢
Loans hel-for-sale 8,37¢ 8,37¢ 14,25¢ 14,28¢
Loans, ne 313,04 312,68 376,50 387,00¢
Accrued interest receivab 1,37¢ 1,37¢ 2,081 2,081
Other asset- purchased interest rate ce 99 99 114 114
Financial liabilities:
Deposits (with no stated maturit 187,85¢ 187,85¢ 179,84t 179,84t
Time deposit: 213,50! 214,50! 204,35: 209,75t
Federal Home Loan Bank advan 43,97¢ 43,97« 50,50( 53,901
Structured repurchase agreeme 68,43 68,43¢ 65,00( 70,897
Other borrowing 2,13¢ 2,13¢ 2,63( 2,801
Shor-term borrowings 13,22¢ 13,22¢ 46,16¢ 46,16¢
Capital lease obligatic 2,11« 2,114 2,231 2,481
Junior subordinated debentures issued to affilitriests 7,922 7,992 16,49¢ 6,76~
Other liabilities— interest rate sway 321 321 41% 41%
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13. Derivatives

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

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

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

Risk Management Polici— Hedging Instruments

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

Interest Rate Risk Managem« Cash Flow Hedging Instruments

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

At March 31, 2011, the information pertaining tdsianding interest rate caps and swap agreemesidstasiedge variable rate debt is as
follows:

Interest Rate Ca Interest Rate Swi
Notional amount (Dollars in thousanc $ 6,00( $ 10,00(
Weighted average pay re 4.6%
Weighted average receive ri 2.2(%
Strike rate based on 3 month LIB( 2.505%
Weighted average maturity in ye: 3.5C 3.92
Unrealized gain 5 95

The Company purchased two interest rate caps 28,880, which expire September 30, 2014. The swagement provided for the
Company to receive payments at a variable ratemdeted by a specified index (three month LIBOREkthange for making payments at a
fixed rate.

During the three months ended March 31, 2011, teyést rate cap or swap agreements were termipatadto maturity. At March 31, 2011,
the unrealized loss relating to interest rate @apsswaps was recorded in derivative liabilities in
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accordance with ASC 815 Derivatives and Hedging OvervievChanges in the fair value of interest rate capd swaps designated as
hedging instruments of the variability of cash floassociated with long-term debt are reportedtirrotomprehensive income. These
amounts subsequently are reclassified into intengstnse as a yield adjustment in the same pariadhich the related interest on the long-
term debt affects earnings. None of the other celmamsive income was reclassified into interest es@auring the three months ended
March 31, 2011.

Risk management results for the three months eWtdgdh 31, 2011 related to the balance sheet hedtditang-term debt indicates that the
hedges were 100% effective and that there was mpaopent of the derivative instruments’ gain or lagsch was excluded from the
assessment of hedge effectiveness.

As of March 31, 2011, none of the losses reporeaathier comprehensive income related to the inteads caps and swap agreements are
expected to be reclassified into interest expeaseyaeld adjustment of the hedged borrowings duttre three-months ended June 30, 2011.

March 31, 201: Asset Derivative:
Derivatives designated as hedging instruments uA8€r 815:
Balance Sheet Locatic Fair Value
(Dollars in thousands
Interest Rate Caf Other Asset: $ 99
Interest Rate Sway Other Liabilities 321
June 30, 201 Asset Derivative:
Derivatives designated as hedging instruments uA8€r 815:
Balance Sheet Locatic Fair Value
(Dollars in thousands
Interest Rate Contrac Other Asset: $ 114
Interest Rate Sway Other Liabilities 41%

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

14. Recent Accounting Pronouncements

In January 2010, the Financial Accounting StandBaisrd (“FASB”) issued ASU 2010-06,Itproving Disclosures about Fair Value
Measurement.” The ASU requires disclosing the amounts of digant transfers in and out of Level 1 and 2 of e value hierarchy and
describing the reasons for the transfers. TheaBsces became effective for reporting periods begmafter December 15, 2009. The
Company adopted ASU 2010-06 as of January 1, 20dditionally, disclosures of the gross purchaseks issuances and settlements
activity in the Level 3 of the fair value measurergierarchy will be required for fiscal years bayng after December 15, 2010.

The Company did not have any significant transéémsssets or liabilities between Levels 1 and theffair value hierarchy during the nine
months ended March 31, 2011.

In March 2010, the FASB issued ASU 2010-15cbpe Exception Related to Embedded Credit Deviesiti The ASU clarifies that certain
embedded derivatives, such as those containedtairtsecuritizations, CDOs and structured notesukl be considered embedded credit
derivatives subject to potential bifurcation angarate fair value accounting. The ASU allows anydbieial interest issued by a securitizat
vehicle to be accounted for under the fair valugoopat transition. At transition, the Company n&gct to reclassify various debt securities
(on an instrument-by-instrument basis) from heldr@turity or available-for-sale to trading. The neues are effective July 1, 2010. This
ASU did not have a significant impact on the Comypafinancial condition and results of operations.

In April 2010, the FASB issued ASU 2010-18ffect of a Loan Modification When the Loan is Rafra Pool that is accounted for as a
Single Assef’ As a result of this ASU, modifications of loatieat are accounted for within a pool under Subt8dig-30 do not result in the
removal of those loans from the pool even if thelification of those loans would otherwise be coasid a troubled debt restructuring. An
entity will continue to be required to consider wWer the pool of assets in which the loan is inetlié impaired if expected cash flows for
pool change. The amendments in this ASU are effedtir modifications of loans accounted for witipimols under Subtopic 3189 occurring
in the first interim or annual period ended on fberaJuly 15, 2010. The amendments are to be appliespectively. Early application is
permitted.
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In July 2010, the FASB issued ASU 2010-2@isSclosures about the Credit Quality of Financingcdgivables and the Allowance for Credit
Losses.” This ASU is created to provide financial statermnesers with greater transparency about an est@tjowance for credit losses and
the credit quality of its financing receivablesidASU is intended to provide additional informatim assist financial statement users in
assessing the entity’s credit risk exposures aatuating the adequacy of its allowance for creaisks. The amendments in this ASU are
effective as of the end of a reporting period faefim and annual reporting periods ended on er &tcember 15, 2010. The disclosures
about activity that occurs during a reporting péréme effective for interim and annual reportingiges beginning on or after December 15,
2010.

In December 2010, the FASB issued ASU 2010-28td&ngibles - Goodwill and Othet This ASU is to addresses when to perform step 2
the goodwill impairment test for reporting unitsthvzero or negative carrying amounts. For publiities, the amendments in this ASU are
effective for fiscal years, and interim periods ibeing after December 15, 2010.

In December 2010, the FASB issued ASU 2010-Distlosure of Supplementary Pro Forma InformationBusiness CombinationsThis
ASU addresses diversity in practice about the pmegation of the pro forma revenue and earningsalisre requirements for business
combinations. This ASU is effective prospectivedy business combinations for which the acquisitiate is on or after the beginning of the
first annual reporting period beginning on or afiecember 15, 2010.

In April 2011, the FASB issued ASU 2011-02, “A Citeds Determination of Whether a Restructuringl$roubled Debt Restructuring.”
This ASU provides additional guidance or clarifioatto help creditors determine whether a restmireguconstitutes a troubled debt
restructuring. For public entities, the amendménthis ASU are effective for the first interim annual period beginning on or after June 15,
2011, and should be applied retrospectively tdo#ginning of the annual period of adoption. Assuleof applying these amendments, an
entity may identify receivables that are newly ¢dased impaired, and should measure impairmenhoset receivables prospectively for the
first interim or annual period beginning on or aflane 15, 2011. Additional disclosures are algoired under this ASU. The Company is
currently evaluating the impact of this ASU. ThelAB expected to cause more loan modificationsetalassified as TDRs and the Company
is evaluating its modification programs and praagin light of the new ASU.

In April 2011, the FASB issued ASU 2011-03, “Reddesation of Effective Control for Repurchase Agremts.” The objective of this ASU

is to improve the accounting for repurchase agreésrend other agreements that both entitle angatelia transferor to repurchase or red
financial assets before their maturity. This ASldguribes when an entity may or may not recognga@upon the transfer of financial assets
subject to repurchase agreements. The guidanbésiASU is effective for the first interim or andyeeriod beginning on or after

December 15, 2011. Early adoption is not permitted.

15. Subsequent Event:

Management has evaluated subsequent events thkbaygh1l, 2011, which is the date the financial stapts were available to be issued.
There were no subsequent events that require atBasto, or disclosure in, the consolidated finahsiatements.

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

The following discussion should be read in conjiorctvith the consolidated financial statementses@nd tables included in the Company’s
Annual Report on Form 10-K for the fiscal year ethdane 30, 2010, filed with the Securities and Bxgje Commission.

A Note about Forward Looking Statements

This report contains certain “forward-looking statnts” within the meaning of Section 27A of the @ées Act of 1933, as amended and
Section 21E of the Securities Exchange Act of 1834amended, such as statements relating to @uncia condition, prospective results of
operations, future performance or expectationsigplabjectives, prospects, loan loss allowancewBg simulation of changes in interest
rates, capital spending and finance sources, arethue sources. These statements relate to expectabncerning matters that are not
historical facts. Accordingly, statements thatlsased on management'’s projections, estimates, asisms, and judgments constitute
forward-looking statements. These forward-lookitagements, which are based on various assumpsonse( of which are beyond the
Company’s control), may be identified by referetma future period or periods, or by the use ofveimd-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 oefs to shareholders, and in other communicatioadenby or with the Company’s approval.
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Such forward-looking statements reflect our currgéetvs and expectations based largely on informatiarrently available to our
management, and on our current expectations, asgurspplans, estimates, judgments, and projectinasit our business and our industry,
and they involve inherent risks and uncertaintidthough the Company believes that these forwaokilog statements are based on
reasonable estimates and assumptions, they agriantees of future performance and are subjdéatden and unknown risks,
uncertainties, contingencies, and other factorsofdingly, the Company cannot give you any assuanat our expectations will, in fact,
occur or that our estimates or assumptions wiltdmeect. The Company cautions you that actual tesoluld differ materially from those
expressed or implied by such forward-looking staets as a result of, among other factors, chamgiesarest rates; competitive pressures
from other financial institutions; the effects of@ntinuing deterioration in general economic ctinds on a national basis or in the local
markets in which the Company operates, includirengles which adversely affect borroweability to service and repay our loans; chang
loan defaults and charge-off rates; changes iwahes of securities and other assets, adequa®aaoflbss reserves, or deposit levels
necessitating increased borrowing to fund loansianestments; increasing government regulationh sascthe Dodd-Frank Wall Street
Reform and Consumer Protection Act of 2010; thie thsit intangibles recorded in the Company’s finanstatements will become impaired;
changes in assumptions used in making such forlealdng statements; and the other risks and uniceiga detailed in the Company’s
Annual Report on Form 10-K for the fiscal year ehdane 30, 2010 and other filings submitted toSbeurities and Exchange Commission.
These forward-looking statements speak only akeflate of this report and the Company does natrtake any obligation to update or
revise any of these forward-looking statement®flect events or circumstances occurring aftedtte of this report or to reflect the
occurrence of unanticipated events.

Financial Statement Presentation and Reporting of Bn-GAAP Results of Operations

On December 29, 2010, the merger of the CompanyatiziFormation LLC (“FHB”) was consummated. FHRtg entity through which a
group of independent accredited investors (theé#tors”) purchased 937,933 shares of the Compaunystanding common stock and
1,161,166 shares of newly-issued voting and nomgatommon stock, at a price equal to $13.93 parestAs a result of this transaction,
$16.2 million of new capital was contributed to tbempany, and the Investors collectively own appnately 60% of the outstanding
common shares of the Company. We have appliedctipgisition method of accounting, as described indAmting Standards Codification
(“ASC") 805, “ Business Combinationsto this transaction, which represents an actjaisby FHB of Northeast, with Northeast as the
surviving company.

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

the periods prior to the transaction date are mettly comparable to the financial statementspitiods subsequent to the transaction dat
make this distinction, we have labeled balancesrasults of operations prior to the transactiore et “Predecessor Company” and balances
and results of operations for periods subsequethtetdransaction date as “Successor Company.” dtledf comparability arises from the
assets and liabilities having new accounting basesresult of recording them at their fair valag®f the transaction date rather than at
historical cost basis. To denote this lack of corapdity, a heavy black line has been placed beiwtbe Successor Company and Predecesso
Company columns in the Consolidated Financial States and in the tables in the notes to the statenaad in this discussion. In addition,
the lack of comparability means that the periodadpeeported in the fiscal year ending June 30,12@lhe statements and tables are not the
same periods as reported for the fiscal year edded 30, 2010.

However, in discussing our results of operatiomgtie fiscal year ending June 30, 2011 relativprior periods, we believe it is most usefu
combine the pre-merger and post-merger periodsle/GAAP statements for the third quarter of fispadrs 2011 and 2010 present results of
operations for three month periods, there are mepewable ninenonth periods of fiscal year 2011 and fiscal yeak@® Accordingly, we hav
presented our fiscal year 2011 results below asddgion of the 181-day period for the Predece€mmpany and 93-day period for the
Successor Company. We believe that this presentptmvides the most meaningful information aboutresults of operations. This approi

is not consistent with GAAP, may yield results thet not strictly comparable on a period-to-pebadis, and may not reflect the actual
results we would have achieved.

The following combined income statement presentatiofor the nine months ended March 31, 2011 is non/&AP. For purposes of
comparing our post-merger results to prior periodsthe income statement for the nine months ended Mah 31, 2011 is the
mathematical addition of the Predecessor and Succas Company periods.
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Non-GAAP
GAAP-Based Operating Results Financial
Successor Predecessor Measure:
Company Company Combined
For the Perio
For the Perio Total
Dec. 29, 201 For the nine For the nine
July 1, 2010 months ende months ende
To to
Mar. 31, 201 Dec 28, 201( Mar. 31, 201 Mar. 31, 201
(Dollars in thousands
Interest incomt $ 6,84¢ $ 14,37¢ $ 21,22/ $ 23,64«
Interest expens 1,697 5,952 7,64¢ 10,33:
Net interest incom 5,14¢ 8,42¢ 13,57 13,31:
Provision for loan losse 49 91z 961 1,504
Net interest income after provision for loan los 5,10(C 7,51¢ 12,61 11,80¢
Fees for other services to custorr 323 69¢ 1,021 1,11¢
Net securities gain 47 17 64 (20
Gain on sales of loar 344 1,867 2,211 70¢
Investment commissior 734 1,174 1,90¢ 1,45k
Insurance commissior 1,49t 2,661 4,15¢€ 4,70k
BOLI income 131 25C 381 37¢€
Bargain purchase ga 15,21¢ — 15,21¢ —
Other noninterest incon 15€ 33C 48€ 51C
Total noninterest incomr 18,44¢ 6,997 25,44 8,85(
Salaries and employee bene 4,991 6,67( 11,66 10,39:
Intangible assets amortizati 444 344 78¢€ 54¢
Merger Expens 3,182 94 3,27¢ 157
Other noninterest expen 3,10¢ 4,83¢ 7,94¢ 7,342
Total noninterest expen: 11,72¢ 11,947 23,67 18,44(
Income before income tax exper 11,82( 2,56¢ 14,38 2,21¢
Income tax (benefit) expen a7y 76€ 597 542
Net income $ 11,99: $  1,79¢ $ 13,78 $ 1,67¢
Net income available to common stockholc $ 11,89: $ 1,67 $ 13,56¢ $  1,49¢
Earnings per common sha
Basic $ 3.3¢ $ 0.72 $ 4.97 $ 0.64
Diluted $ 3.3¢ $ 0.71 $ 4,92 $ 0.64
Return on average ass 7.61% 0.57% 2.94% 0.37%
Return on average equi 72.56% 6.94% 32.7¢% 4.54%
Overview

For the quarter ended March 31, 2011, the Compameé net income of $156 thousand and net incoraialle to common shareholders of
$58 thousand or $0.02 per diluted share, comparedrned net income of $531 thousand and net ines@iéable to common shareholder:
$470 thousand or $0.20 per diluted share, for éineesperiod in the fiscal year ended March 31, 2The. principal factors contributing to the
reduction in quarterly net income between the teoqus was an increase in noninterest expensestaffpart by increases in net interest
income and noninterest income and a decrease raivésion for loan losses.

For the nine months ended March 31, 2011, the Cagnparned net income of $13.8 million and net ine@mailable to common
shareholders of $13.6 million, or $4.92 per dilusbdre, results that included a bargain purchaiseo§&15.2 million and merger expense of
$3.3 million. Excluding those items reduces nebme to $1.8 million and net income available to owmn shareholders to $1.6 million, or
$0.59 per diluted share for the nine months endactm31, 2011.
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This compares to net income of $1.8 million andinebme available to common shareholders of $1lifamj or $0.71 per diluted share, for
the nine-months ended March 31, 2010. Similar ¢oggharterly results, earnings for the first ninenths of the fiscal year ending June 30,
2011 included higher net interest income, lowewrsion for loan losses, and higher non-interesbine and operating expenses, when
contrasted against the results for the nine moerided March 31, 2010.

Description of Operations

The Company is a Maine corporation and a bank hgldompany registered with the Board of Governéth® Federal Reserve System
(“Federal Reserve”) under the Bank Holding CompAanyof 1956, as amended. The Federal Reserve igritmary regulator of the
Company, and it supervises and examines our aetivithe Company also is a registered Maine firsmestitution holding company under
Maine law and is subject to regulation and exanomaby the Superintendent of Maine Bureau of FimaHastitutions. We conduct business
from our headquarters in Lewiston, Maine and, aslafch 31, 2011, we had ten banking offices, onarfcial center, three loan production
offices, and ten insurance offices located in westéad south-central Maine and southeastern Newpdhire. In early January, 2011, the
Company opened an office in the Prudential Tow@0, Boylston Street, Boston, Massachusetts, to hines€ompany’s new senior
management team and other business developmentthfarch 31, 2011, we had consolidated asse$66f.4 million and consolidated
stockholders’ equity of $65.0 million.

The Company'’s principal asset is all of the capstatk of Northeast Bank (the “Bank”), a Maine stahartered universal bank. The
Company’s results of operations are primarily dejgern on the results of the operations of the Bahk. Bank’s 10 branch offices are located
in Auburn, Augusta, Bethel, Brunswick, Buckfieldatison, Lewiston, Poland, Portland, and Souths?Maine. The Bank’s financial center
is located in Falmouth, Maine and houses our imrest brokerage division which offers investmenspirance and financial planning
products and services. We operate residentiakbistate loan production offices in Portsmouth, Neawigshire and Bangor, Maine.

The Bank’s wholly-owned subsidiary, Northeast Béméurance Group Inc, is our insurance agency.dteffices are located in Anson,
Auburn, Augusta, Berwick, Bethel, Livermore Fall$fijomaston, Turner, Scarborough, and South ParigjéVi&ight agencies have been
acquired previously: Goodrich Insurance Associatas acquired on May 15, 2009; Hyler Agency of Thetoa, Maine, was acquired on
December 11, 2008; Spence & Matthews, Inc. of Berwilaine, and Rochester, New Hampshire, was aeduin November 30, 2008;
Hartford Insurance Agency of Lewiston, Maine, wagured on August 30, 2008; Russell Agency of MaxjsVaine, was acquired on
June 28, 2008; Southern Maine Insurance Agencyaft®rough, Maine, was acquired on March 30, 280&;tevant and Ham, Inc. of
Livermore, Maine, was acquired on December 1, 2886; Palmer Insurance of Turner, Maine, was acduireNovember 28, 2006.
Following the acquisitions, the Russell Agency wasved to our existing agency office in Anson, Maitiee Hartford Insurance Agency was
moved to our existing agency office in Auburn, Mgiand Goodrich Insurance Associates was movedrtexisting agency office in
Berwick, Maine. We sold the agency located in Jakion December 8, 2010. The customer list of ageffes in Mexico and Rangeley
were sold and closed in December, 2009 and Jan2@iy, respectively.

All of our insurance agencies offer personal angmercial property and casualty insurance prods#e. Note 6 in the Notes to Audited
Consolidated Financial Statements included in aumu@l Report on Form 10-K for the year ended Jun&310 and Note 10 in the Notes to
Unaudited Consolidated Statements included inrégpsrt for more information regarding our insuraagency acquisitions.

Bank Strategy

The principal business of the Bank consists ofating deposits from the general public and applyitose funds to originate or acquire
residential mortgage loans, commercial loans, corialereal estate loans and consumer loans. Th& Balis residential mortgage loans into
the secondary market. The Bank also invests ingagd-backed securities and bonds issued by UnitédsSyovernment sponsored
enterprises. The Bank’s profitability depends priifgaon net interest income, which continues toobie largest source of revenue and is
affected by the level of interest rates, changestarest rates and by changes in the amount amg@sition of interest-earning assets (i.e.,
loans and investments) and interest-bearing li#sli(i.e., customer deposits and borrowed funds).

The Company is also working to develop two new Bhuginess initiatives: a Loan Acquisition and Seing Group, which will seek to
purchase performing commercial loans for portfaliw service commercial loans for third parties, am@nline Deposit Program, intende:
provide a new source of core deposit funding ferBlank.
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Financial Condition

Overview

Total assets declined to $607.4 million at MarchZ111 from $622.6 million as of June 30, 2010eerdase of $15.2 million. This 2.4%
reduction in assets was undertaken, in part, tease the Company’s Tier 1 leverage ratio, whicheiased from 9.57% at the beginning of
the quarter to 10.15% at March 31, 2011. In coriaratith the regulatory approval of the recent neergansaction, the Company is required
to maintain a Tier 1 leverage ratio of 10% or geeatffective June 30, 2011. The decrease in &3tsdts was attributable to decreases of §
million in net loans, $5.9 million in loans heldrfeale and $37.0 million in available for sale s@@s. Offsetting these decreases, in part,
were increases in shdgrm investments of $93.1 million, an increasentamgible assets of $2.0 million as a result af faiue adjustments,
decrease in short term borrowings of $32.9 milleamd an increase stockholders’ equity of $14.0ionillThe reduction in net loans includes
$36.3 million of loan sales from the Company’s iedit consumer and residential real estate portfoliotal deposits increased $17.2 million,
or 4.5%, primarily from the promotion of six, twehand twenty-four month certificates of depositertythe quarter ended March 31, 2011.

Total stockholders’ equity was $64.9 million and®bmillion at March 31, 2011 and June 30, 2016peetively, an increase of $14.0
million, or 27.5%. The change in stockholders’ égiuwias due principally to the merger, which reset€ompany’s common equity accounts
due to the application of the acquisition methodadounting, and provided $16.2 million of new talpfrom the issuance of new shares.

Assets
Short-term Investments

Short-term investments were $106.5 million as of&ieB1, 2011, an increase of $93.1 million, or 698.from $13.4 million at June 30,
2010. This increase was the result of an increasapital as a result of the merger with FHB, améase in deposits, and decreases in
investment securities, net loans and loans helddte.

Securities

Available for sale securities were $127.2 millienad March 31, 2011, a decrease of $37.0 milliorB25%, from $164.2 million as of
June 30, 2010. This decrease was primarily duket@ash flow from amortization of mortgage-backeclsities, and the sale of municipal
bonds, U.S. government agencies and equity seesriti

The investment portfolio as of March 31, 2011 cstesl of mortgage-backed and debt securities idsyédS. government-sponsored
enterprises, and equity securities. Generally, $uethined by the Bank as a result of increasdspposits or decreases in loans, to the extent
not immediately deployed by the Bank, are investeskcurities held in its investment portfolio, whiserves as a source of liquidity for the
Company. The following table shows the amortizest emd fair value of our securities (all of whiale alassified as ‘available for sale the
dates indicated:

March 31, 201: June 30, 201
Amortized Fair Amortized Fair
Cost Value Cost Value

(Dollars in thousands
Securities available for sale

Governmer-sponsored enterprise obligatic $ 27,166 $ 27,168 $ 8,58: $ 8,64¢
Municipal obligations — — 11,90¢ 12,007
Corporate obligation — — 994 1,03(
27,16¢ 27,16t 21,48: 21,68¢

Mortgagebacked securitie 99,51 99,37: 133,86 141,28!
Total debt securitie 126,67¢ 126,54: 155,35! 162,97:
Trust preferred securitie 401 473 584 441
Preferred securitie 197 212 312 258
Equity securitie: — — 732 523
Total equity securitie 59¢ 68E 1,62¢ 1,215
Total available for sale securiti $127,27 $127,22° $156,97! $164,18¢

Restricted equity securities:

Federal Reserve Bank sto $ 597 $ 597 $ 597 $ 597
Federal Home Loan Bank of Boston st 4,88¢ 4,88¢ 4,88¢ 4,88¢
Total restricted equity securiti $ 5,48¢ $ 5,48¢ $ 5,48¢ $ 5,48¢
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The following supplemental table provides informatregarding the issuers of our securities as aoti&1, 2011:

March 31, 201:
Amortized Fair
Cost Value
(Dollars in thousands

Securities available for sale

Federal National Mortgage Associati $ 12,61¢ $ 12,61¢
Federal Home Loan Mortgage Corporat 5,99¢ 5,99¢
Federal Home Loan Bar 6,06( 6,054
Federal Farm Credit Bure: 2,49 2,49
Governmer-sponsored enterprise obligatic 27,16¢ 27,16t
Federal National Mortgage Associati 66,39( 66,26
Government National Mortgage Associat 17,26¢ 17,24*
Federal Home Loan Mortgage Corporat 15,85¢ 15,87(
Mortgage-backed securitie 99,51 99,37
Total debt securitie 126,67 126,54.
Trust preferred securitie 401 473
Preferred stoc 197 212
Total equity securitie 59¢ 68E
Total availabl-for-sale securitie $127,27 $127,22

Our entire securities portfolio was classified aaikable-for-sale at March 31, 2011 and June 3@02@nd carried at fair value on that date.
Changes in market value, net of applicable incamieg, are reported as a separate component ohstdeks’ equity. Gains and losses on
sales of securities are recognized at the timalefissing the specific identification method. Theoatized cost and fair value of available-for-
sale securities at March 31, 2011 were $127.3aniléind $127.2 million, respectively. The differehetween the fair value and the cost
(which reflects fair value adjustments made inapplication of acquisition accounting in connectwith the merger transaction) of the
securities of $50 thousand was primarily attriblédb a decrease in the market value of mortgagkdshsecurities.

Management reviews the portfolio of investment@prongoing basis to determine if there have begrother than temporary declines in
value. Some of the considerations management tat@account in making this determination are maviauations of particular securities
and an economic analysis of the securities’ sustdénmarket values based on the underlying compgmgfitability. Five trust preferred and
three preferred stock securities in the Bank’s tycgécurities portfolio have credit ratings belowr smvestment grade. Each of the trust
preferred and preferred stock securities was stitj@mpairment testing at March 31, 2011. No innpeent expense was recognized for the
three- and nine-month periods ended March 31, 2011.

Loan Portfolio

Total loans, including loans held-for-sale, amodrtte$321.4 million as of March 31, 2011, a decesafs$69.3, or 17.7%, from $390.8

million as of June 30, 2010. Compared to June B002loans held-for-sale decreased $5.9 millio1oR%, residential real estate loans
decreased $12.4 million, or 8.0%, commercial retdte loans decreased $3.6 million, or 3.0%, coroiadoans decreased $4.7 million, or
15.6%, and consumer loans decreased $45.9 mitio®5.8%. Construction loans decreased $2.6 mjllo6.8%. Of the total decrease in
loans, 54% was due to loan sales in the quartexcehtirch 31, 2011, principally indirect consumeris. The remainder of the decrease was
the result of net amortization and payoffs of restthl and commercial loans, plus the $5.9 millieduction in loans held for sale. The
following table shows the composition of the loamtfolio excluding loans held for sale of $8.4 naifi and $14.3 million as of March 31,
2011 and June 30, 2010, respectively.
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March 31, 201: June 30, 201/
Amount Percen Amount Percen:
(Dollars in thousands

Mortgage loans

Residentia $ 92,627 29.5%  $102,20- 26.7%
Commercial 117,56: 37.55% 121,17¢ 31.7(%
Constructior 2,941 0.94% 5,62¢ 1.45%
Home equity 50,54 16.15% 53,40¢ 13.97%
263,67! 84.2:% 282,31 73.85%
Other loans
Commercial 25,49( 8.14% 30,21+ 7.9(%
Consume 23,89: 7.65% 69,78: 18.25%
49,38: 15.71% 99,99¢ 26.15%
Total loans 313,05¢ 100.00% 382,30¢ 100.0%
Other items
Allowance for loan losse (14) (5,80¢)
Total loans, ne $313,04: $376,50:

We currently plan to continue to sell most newligorated residential real estate loans in the seagnmarket. Residential real estate loans
originated for the three and nine months ended Madc 2011 were $26.3 million and $124.9 millioespectively. Loans sold into the
secondary market for the three and nine monthscehtéech 31, 2011 were $27.4 million and $123.3ionil] respectively. Additionally, $5.7
million of residential portfolio loans were soldtime quarter ended March 31, 2011.

Of the total loan portfolio, 60.4% have variabléeiest rates at March 31, 2011 compared to 53.13aret 30, 2010.

Consumer loan balances continue to decline, sirceemminated all consumer indirect lending effexi@ctober 31, 2008 and we sold $30.6
million of indirect auto, boat and RV loans in tipgarter ended March 31, 2011. Our decision tothistline of business was based on its low
profitability and our expectation that an accepdblel of returns was not likely to be attainediture periods. At March 31, 2011 and

June 30, 2010, consumer loans represented 8% &adré8pectively of total loans.

Classification of Assets

Loans are classified as non-performing when 90 gags due, unless a loan is well-secured and ioggoof collection. Loans less than 90
days past due, for which collection of principaimterest is considered doubtful, are also deseghas non-performing. In both situations, we
cease accruing interest. The Bank had non-perfagrioians totaling $6.3 million at March 31, 2011t afa $3.0 million fair value

adjustment, compared to $8.8 million at June 3@020lon-performing loans as a percentage of totaid were 2.0% and 2.3% of total loans,
respectively at March 31, 2011 and June 30, 2008.fdllowing table shows the composition of the Bamon-performing loans at the dates

indicated:

Description: March 31, 201 June 30, 201
(Dollars in thousands
Residential Real Esta $ 1,50z $ 3,007
Commercial Real Esta 3,511 3,701
Construction Loai 121 —
Commercial Loan 62¢ 1,744
Consumer and Oth 55& 394
Total nor-performing $ 6,31¢ $ 8,841
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Of total non-performing loans at March 31, 20115%&illion was current and paying, compared to $8iion at June 30, 2010, a decrease
of $0.7 million, which represents loans that hagerbreturned to full accrual status. The Bank Blpianaintains such loans as non-
performing until the respective borrowers have destrated a sustained period of performance. At M&dg 2011 and June 30, 2010, the
Bank had $1.0 million in loans classified speciamion or substandard that management believes pmiéntially become non-performing
due to delinquencies or marginal cash flows. Thieviong table shows the quarterly trend of the Barn&ans 30 days or more past due as a
percentage of total loans

03/31/11 12/31/1( 9/30/1( 6/30/1( 3/31/1(
2.25% 1.94% 2.74% 2.8%% 3.41%

Allowance for Loan Losse

The Company’s allowance for loan losses was $1ds#od as of March 31, 2011. This amount refle@sfiplication of the acquisition
method of accounting for the merger on DecembeR@®0, and is therefore not comparable to the aime for loan losses of $5.8 million at
June 30, 2010. The allowance for loan losses repted less than 0.19% of total loans at March 8112nd 1.63% immediately prior to the
transaction date and was 1.52% of total loansra 30, 2010. The allowance for loan losses watsaro on the date of the transaction
when the loan portfolio was marked to its then entrfair value. Since that date, the Company iatarg a new allowance, as new loans are
booked or in the event that credit exposure irptteemerger loan portfolio exceeds that estimatednifair values were determined.

The allowance for loan losses represents manag&estimate of this risk in the loan portfolio. Shévaluation process is subject to
numerous estimates and judgments. The frequendgfatilt, risk ratings, and the loss recovery radesyng other things, are considered in
making this evaluation, as are the size and dityeosiindividual large credits. Changes in thestingstes could have a direct impact on the
provision and could result in a change in the adloee. The larger the provision for loan lossesgtieater the negative impact on our net
income. Larger balance, commercial and commeredllestate loans representing significant indiviiduadit exposures are evaluated based
upon the borrower’s overall financial conditionseerces, and payment record, the prospects forosufspm any financially responsible
guarantors and, if appropriate, the realizableealuany collateral. The allowance for loan losstsbuted to these loans is established
through a process that includes estimates of liisticand projected default rates and loss sevsyitidernal risk ratings and geographic,
industry and other environmental factors. Managdrakso considers overall portfolio indicators, undihg trends in internally risk-rated
loans, classified loans, nonaccrual loans and fisticand projected charge-offs and a review otisidy, geographic and portfolio
concentrations, including current developmentsaddition, management considers the current busstesegy and credit process, including
credit limit setting and compliance, credit apptisyfoan underwriting criteria and loan workout pedures. Within the allowance for loan
losses, amounts are specified for larger-balararapercial and commercial real estate loans that baen individually determined to be
impaired. These specific reserves consider allabvia evidence including, as appropriate, the pregalue of the expected future cash flows
discounted at the loan’s contractual effective eaté the fair value of collateral. Each portfolfssmaller balance, residential real estate and
consumer loans is collectively evaluated for impant. The allowance for loan losses for these limpstablished pursuant to a process that
includes historical delinquency and credit lossexignce, together with analyses that reflect catremds and conditions. Management also
considers overall portfolio indicators, includinigtorical credit losses, delinquent, non-performamgl classified loans, trends in volumes,
terms of loans, an evaluation of overall creditlijpand the credit process, including lending pigls and procedures and economic factors.
For the nine months ended March 31, 2011, we hatvehanged our approach in the determination o&tleevance for loan losses. There
have been no material changes in the assumptiogstioration techniques as compared to prior peiindgtermining the adequacy of the
allowance for loan losses. See Note 3 in the Nmtéfnaudited Consolidated Financial Statementsighed in this report for additional
information on the allowance for loan losses.

The following table allocates the allowance fomdasses by loan category and the percent of lmaeach category to total loans at the dates
indicated below. The allowance for loan lossescalled to each category is not indicative of futoeses and does not restrict the use of the
allowance to absorb losses in other categoriesnidrger-related fair value adjustments virtualiynghated the allowance for loan losses as
of March 31, 2011.
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March 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

Mortgage loans on real esta

Residentia $ 4 $ 92,627 29.5% $ 1,211 $102,20: 26.79%
Commercial 4 117,56: 37.55% 1,412 121,17¢ 31.7(%
Constructior — 2,941 0.94% 50 5,562¢ 1.45%
Home equity — 50,54t 16.15% 35& 53,40¢ 13.97%

8 263,67! 84.2% 3,02¢ 282,31: 73.85%

Other loans

Commercial 3 25,49( 8.14% 1,051 30,21+ 7.9(%
Consume 3 23,89: 7.6% 1,462 69,78: 18.25%
Unallocated (1 — — 0.0(% 267 0.0(%

6 49,38: 15.7% 2,78( 99,99¢ 26.15%
Total $ 14  $313,05¢ 100.0% $ 5,80¢ $382,30¢ 100.0(%

(1) The unallocated portion of the allowance farldosses is intended to capture the exposurayijftaat may exist as a result of a number
of qualitative factors that are difficult to qudptivith precision.

The following table details the activity in our@lNance for loan losses:

Three Months Ended Nine Months Ended
March 31, March 31,
2011 2010 2011 2010
(Dollars in thousands

Balance at beginning of perioc $— $5,87: $ 5,80¢ $ 5,764
Charge-offs:

Residential mortgage loal (22) (23 (82 (139

Commercial loan (13 (403) (43¢) (687)

Consumer loan (22) (184 (399 (659

Total charg-offs (55) (610 (919 (1,480

Recoveries:

Residential mortgage loal — — 53 34

Commercial loan 3 2 33 33

Consumer loan 17 31 56 68

Total recoverie: 20 33 142 13t
Net charg-offs (35 (577) (773 (1,345
Provision for loan losse 49 62€ 961 1,50¢
Allowance for loan losses eliminated in accordanith acquisition
method of accountin — — (5,980 —

Balance at end of perioc $ 14 $5,92¢ $ 14 $ 5,92¢
Ratios:
Net charg-offs to average loans outstand 0.01% 0.15% 0.21% 0.34%
Allowance for loan losses to n-performing loans at end of peri 0.22% 60.17% 0.22% 60.17%
Allowance for loan losses to total loans at engeriod 0.0(% 1.5%% 0.0(% 1.55%

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

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

Bank owned life insurance (“BOLI") is invested imetgeneral account of three insurance companiegagparate accounts of a fourth
insurance company. We rely on the creditworthirgssach insurance company for general account Blities, and monitor their
creditworthiness on an ongoing basis. For sepaaeunt BOLI policies, the insurance company hitésunderlying bond and stock
investments in a trust for the Bank. Standard amat’B rated these companies A+ or better at Mafigl2811. Interest earnings, net of
mortality costs, increase cash surrender valuesd heerest earnings are based on interest ratesatleast annually, and are subject to
minimum guaranteed rates. These increases in casinder value are recognized in other income amadat subject to income taxes.
Borrowing on or surrendering the policy may subjbet Bank to income tax expense on the increasash surrender value. For this reason,
management considers BOLI an illiquid asset. BQipresented 21.1% of the Bank’s total risk-basedalegs of March 31, 2011, which is
within our 25% internal policy limit.

In the determination of the asset fair values innextion with the merger, goodwill of $4.1 millieras eliminated. Goodwill recorded prior to
the transaction date resulted from consideratiat ipeexcess of identified tangible and intangiassets in eight insurance agency acquisi
that occurred during the two fiscal years endec By 2009.

Intangible assets increased $2.1 million, or 17.48mf March 31, 2011, as a result of two mergkted fair value adjustments, which
included a $5.9 million identifiable intangible repenting the value of the Company’s core depaaitd,an increase of $963 thousand in the
estimated value of identifiable intangibles for @@empany’s insurance agency, offset in part byetmination of $4.1 million of goodwiill

and amortization of identifiable intangibles totgli$788 thousand in the nine months ended MarcR@Il1. See Note 1 in the Notes to
Audited Consolidated Financial Statements includesur Annual Report on Form 10-K for the year ethdane 30, 2010 for additional
information on intangible assets.

Deposits, Borrowed Funds, Capital Resources and Liquidity
Deposits
The Company’s principal source of funding is itsecdeposit accounts. At March 31, 2011, non-mat@dcounts and insured certificates of

deposit represented 92.8% of total deposits. Aplsapental sources of funds, the Bank typically utseeborrowing capacity at the Federal
Home Loan Bank of Boston (“FHLB") or other term bmwings (principally repurchase agreements).

Total deposits of $401.4 million as of March 31120ncreased, by 4.5% or $17.2 million, from $384s2f June 30, 2010. The increase was
result of growth in certificates of deposit of $&nillion, demand deposits of $10.0 million and NGtounts of $5.6 million, offset in part
decreases in savings and money market accountsgaggrg $7.5 million. Management has promoted figates of deposit over the past th
months. We also exited most short-term borrowirsgeeéps and repurchase accounts) which shifted sppately $5.3 million to demand
deposits as of March 31, 2011.

March 31, 201 % of Tota June 30, 201 % of Tota
(Dollars in thousands
Deposit type
Demand deposil $  45,25¢ 11.28% $ 35,26¢ 9.1¢%
NOW accountt 56,43 14.06% 50,83 13.2%%
Regular and other savin 33,94: 8.4€% 38,19( 9.94%
Money market deposi 52,22¢ 13.01% 55,55¢ 14.46%
Total nor-certificate account 187,85¢ 46.81% 179,84¢ 46.81%
Term certificates less than $250,( 184,42¢ 29.6% 172,98! 24.66%
Term certificates of $250,000 and m 29,07 23.5(% 31,36¢ 28.5%%
Total certificate accoun 213,50! 53.1% 204,35 53.1%
Total deposit: $ 401,36 100.00% $ 384,19° 100.0(%
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Borrowed Fund:

Advances from the FHLB were $44.0 million and $5@lion as of March 31, 2011 and June 30, 2016peetively. At March 31, 2011, we
had pledged U.S. government agency and mortgagesbaecurities of $57.1 million as collateral f¢tLlEBB advances. In addition to U.S.
government agency and mortgage-backed securitedges of residential real estate loans, certainneercial real estate loans and certain
FHLB deposits free of liens or pledges were requicesecure FHLB advances.

Structured repurchase agreements were $68.4 mihor$65.0 million at March 31, 2011 and June 802 respectively. We pledged $73.9
million of mortgage-backed securities and cashodlateral for those borrowings at March 31, 201woTof the six structured repurchase
agreements have imbedded purchased interest ge¢aeaeduce the risk to net interest income imoglsrof rising interest rates.

Short-term borrowings, consisting of securitiesisghder repurchase agreements and other sweepngscaare $13.2 million as of

March 31, 2011, a decrease of $32.9 million, oA%d,.from $46.2 million as of June 30, 2010. Theréase is attributable to the
discontinuation of the sweep account product. Atdfia81, 2011, we had pledged U.S. government agandynortgage-backed securities of
$13.3 million as collateral for repurchase agredamddertain sweep accounts were secured by $7liémif letters of credit issued by the
FHLB.

Liquidity
The following table is a summary of the liquidityetBank had the ability to access as of March 8112in addition to traditional retail
deposit products:

(Dollars in thousand

Brokered time deposi $146,900 Subject to internal policy limitation of 25% of &btasset:
Unused advance capacity subject to eligible andifopch
FHLB 35,400 collateral
Federal Reserve Bank Discount Window Borrower-
Custody 1,300 Unused credit line subject to the pledge of indieado loan:
Total Unused Borrowing Capaci $183,600

The Bank has a line of credit under the FederabResBank Discount Window Borrower-in-Custody piergroffered through the Federal
Reserve Bank Discount Window. Under the terms isf ¢hedit line, the Bank has pledged its indiragbdoans, and the line bears a variable
interest rate equal to the then current federad$uate plus 0.50%. At March 31, 2011 and Jun@B0Q, there was no outstanding balance
under this program. In January, 2011, the Compald/iadirect auto loans totaling $7.1 million, whiceduced its borrowing capacity under
the Federal Reserve Bank Discount Window BorroweGistody to $1.3 million.

Retail deposits, brokered time deposits and FHLBaades are used by the Bank to manage its ovigpaidlity position. While we closely
monitor and forecast our liquidity position, itaffected by asset growth, deposit withdrawals aedting other contractual obligations and
commitments. The accuracy of our forecast assumgtioay increase or decrease our overall availaplallty. To utilize the FHLB advance
borrowing capacity, the purchase of an additiodab$nillion of FHLB stock would be required.

Management believes that there are adequate fusdinges to meet its liquidity needs for the foeadde future. Primary among these
funding sources are the repayment of principaliatetest on loans, the renewal of time deposits pibtential growth in the deposit base, and
the credit availability from the Federal Home Ldzank of Boston and the Federal Reserve Borrowdstiatody program already fully
defined on the previous page. Management doesatie/b that the terms and conditions that will bespnt at the renewal of these funding
sources will significantly impact the Company’s oi@ns, due to its management of the maturitigssaissets and liabilities.

Capital

The following table summarizes the outstandingqusubordinated notes as of March 31, 2011. THi$ ggresents qualifying tier 1 capital
for the Company, up to a maximum of 25% of totat fi capital. At March 31, 2011, 100% of the cargybalance of the junior subordinated
notes qualified as tier 1 capital:

Balance
Contractue Interes

At Fair

Affiliated Trusts Value Obligation: Rate Maturity Date
(Dollars in thousands
NBN Capital Trust Il $1,71¢ $ 3,09¢ 3.11% March 30, 203
NBN Capital Trust Il 1,71¢ 3,09: 3.11% March 30, 203
NBN Capital Trust IV 4,49( 10,31( 2.2(% February 23, 20z
Total $7,922 $ 16,49¢ 2.5%%
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The annual interest expense, including the inteegstswap, on these notes is approximately $60&@6ed on the current interest rates.

The Company paid $325,000 to purchase two inteadstcaps to hedge the risk of rising interestrateer the next five years for junior
subordinated notes related to NBN Capital Trusind NBN Capital Trust Ill. The $6 million notionéhlue of the purchased caps covers the
portion of the outstanding balance not owned byGbmpany. Each junior subordinated note has arstadjle interest rate indexed to three
month LIBOR. The purchased caps’ three month LIBsHike rate was 2.505%.

Please refer to Note 4 of the Notes to UnauditenisGlidated Financial Statements included in thi®refor more information on NBN
Capital Trust Il, NBN Capital Trust Il and NBN Ciggd Trust IV and the related junior subordinatesbtd

Under the terms of the U. S. Department of the Jweds Capital Purchase Program, in which the Comearticipates, 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 gasattice and certain other circumstances spedifi¢gide purchase agreement entered into by
Treasury and the Company. The 2006 Stock Repurdhlase which expired at December 31, 2010, waseamaced.

Total stockholderséquity was $64.9 million and $50.9 million at Marg@h, 2011 and June 30, 2010. The change reflegtsffct of applyin
the acquisition method of accounting, which reset€ompany’s equity accounts in connection withrttegger, the $16.2 million capital
contribution from newly issued voting and non-vgtcommon shares on the transaction date, net inéantlkee ninety three days ended
March 31, 2011 and the change in the net unreafiagdon securities for March 31, 2011. Book vglee outstanding share was $17.25 at
March 31, 2011 and $20.08 at June 30, 2010. Tambibbk value per outstanding share was $13.52 ethvEdl, 2011 and $15.19 at June 30,
2010. Tier 1 capital to total average assets ofCimpany was 10.15% as of March 31, 2011 and 8 &t0%ane 30, 2010.

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

FDICIA defines specific capital categories base@nrinstitution’s capital ratios. To be considefadequately capitalized” or better,
regulations require a minimum Tier 1 capital eqoat.0% of adjusted total average assets, Tiesktbdsed capital of 4.0% and a total risk-
based capital standard of 8.0%. The prompt cokeectction regulations define specific capital catezs based on an institution’s capital
ratios. The capital categories, in declining oraler “well capitalized”, “adequately capitalizedirdercapitalized”, “significantly
undercapitalized”, and “critically undercapitaliZe&urther, the Bank is subject to capital commitrtsewith the Federal Reserve that require
higher minimum capital ratios, as discussed in Nhite the Notes to Unaudited Consolidated Stateméyg of March 31, 2011, the most
recent notification from the Federal Reserve caiegd the Bank as well capitalized.
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At March 31, 2011, the Company’s and Bank’s reguriatapital ratios are as follows:

Minimum
To Be Well
Minimum Capitalized Under
Capital Prompt Correction
Actual Requirement: Action Provisions
Amount Ratio Amount Ratio Amount Ratio
(Dollars in thousands
March 31, 2011:
Total capital to risk weighted asse
Consolidatec $60,97¢ 18.51% $26,35( 8.0(% $32,99¢ 10.0(%
Bank 64,71¢ 19.5%%  26,47¢ 8.0(%  33,09¢ 10.0(%
Tier 1 capital to risk weighted asse
Consolidatec 60,96: 18.51% 13,17 4.0(%  19,79¢ 6.0(%
Bank 60,56 18.3(%  13,23¢ 4.0(%  19,85¢ 6.0(%
Tier 1 capital to average asse
Consolidatec 60,96! 10.15%  24,02: 4.0%  30,02¢ 5.0(%
Bank 60,56 10.2(% 23,74 4.0(% 29,67¢ 5.0(%
June 30, 2010
Total capital to risk weighted asse
Consolidatec $56,48¢ 14.09% $32,07¢ 8.0(% $40,09¢ 10.0(%
Bank 54,27 1358 31,96¢ 8.0(%  39,96( 10.0(%
Tier 1 capital to risk weighted asse
Consolidatec 50,48¢ 12.5% 16,037 4.0(%  24,05¢ 6.0(%
Bank 49,267 12.37%  1598: 4.0(%  23,97¢ 6.0(%
Tier 1 capital to average asse
Consolidatec 50,48¢ 8.4(%  24,02¢ 4.0(%  30,03¢ 5.0(%
Bank 49,26 8.24%  23,93( 4.0(% 29,91 5.0(%

Off-balance Sheet Arrangements and Aggregate Contractual Obligations

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

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

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

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

Unused lines of credit and commitments to exterdittypically result in loans with a market intstreate.
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A summary of the amounts of the Company’s contatbligations (amounts shown do not reflect failue adjustments) and other
commitments with off-balance sheet risk at MarchZ111, follows:

Less Than

Contractual Obligations (Dollars in Thousan Total Year 1-3 Years 4-5 Years A\\(f;earrg
FHLB advance! $42500 $ — $15,00C $12,50C $15,00(

Structured repurchase agreeme 65,00( — 55,00( 10,00¢( —

Junior subordinated not 16,49¢ 16,49¢ — — —
Capital lease obligatic 2,11« 161 34¢ 414 1,19(C

Other borrowing 2,13¢ 52¢ 1,162 444 —
Total lon¢-term debt 128,24 17,18t 71,51 23,35¢ 16,19(
Operating lease obligations ( 2,09t 764 757 371 203
Total contractual obligatior $130,33¢ $17,94¢ $72,26¢ $23,72¢ $16,39!

Less Than After 5

Commitments with otBalance Sheet Risk (Dollars in thousan Total 1 Year 1-3 Years 4-5 Years Years

Commitments to extend credit (2)( $ 6797 $ 6662 $ 12¢ $ — $ —

Commitments related to loans held for sale 3,20t 3,20t — — —
Unused lines of credit (4)(! 46,01¢ 23,63¢ 3,74¢ 4,68¢ 13,95¢

Standby letters of credit (I 1,33t 1,33¢ — —

$57,35( $3483¢ $ 387 $4,68 $13,95¢

(1) Represents an ¢balance sheet obligatio

(2) Represents commitments outstanding for residergélestate, commercial real estate, and comméoaias.

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

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

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

(6) Standby letters of credit generally expire in tveehaonths

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

The Bank has written options limited to those resttl real estate loans designated for sale is¢lcendary market and subject to a rate lock.
These rate-locked loan commitments are used fdinigaactivities, not as a hedge. The fair valuthefoutstanding written options at
March 31, 2011 was negligible.

Results of Operations

The following discussion compares the Company’slte®f operations for the three-month and nine-thgeriods ended March 31, 2011
and 2010. As noted earlier, in discussing our postger results of operations for the three- and-nionth periods ended March 31, 2011
relative to prior periods, we believe it is mostfus to combine the pre-merger and post-mergeogeriwhile GAAP statements for the third
quarter of fiscal year 2011 present results of ajp@ns for the 90-day periods ended March 31, 201d.2010, there are no such comparable
periods for the nine-month periods ended Marci281,1 and 2010. The discussion that follows is basedon-GAAP Combined Income
Statements set forth on page 34, which add Sucac€ssnpany and Predecessor Company results to atisembined results for the nine-
month period ended March 31, 2011.

General

For the quarter ended March 31, 2011, the Compameé net income of $156 thousand and net incoraialle to common shareholders of
$58 thousand, or $0.02 per diluted share, comparedrned net income of $531 thousand and net ia@railable to common shareholders
of $470 thousand, or $0.20 per diluted share,Hersame period in the fiscal year ended June 3@M.Zhe principal factors contributing to
the change in quarterly net income between thepevimds were an increase in net interest incong10¥ thousand or 8.9%, a decrease ir
provision for loan losses of $579 thousand, or @2.2nd an increase in non-interest income of $886gand, or 11.0%, offset in part by an
increase in noninterest expense of $2.1 milliorB20%. These variances include the effect of séwvemsecurring items in the quarter enc
March 31, 2011, as follows:

1. A $296 thousand positive adjustment to the bangarchase gain recorded in connection with treancting for the merger, resulting
from final valuations for the Company’s identifiaihtangible assets for its insurance divisionfixtsd assets and its Series A preferred
stock and related warran
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2. In accordance with the merger agreement, $4&@stind of compensation expense, representing i@igrgyments owed to certain
Community Bank division employee

3. Anetloss on the sale of loans (principally indtreonsumer loans) of $178 thousand;
4. Mergerrelated expenses of $132 thouse

For the nine months ended March 31, 2011, the Cagnparned net income of $13.8 million and net ine@mailable to common
shareholders of $13.6 million, or $4.92 per dilusbdre, results that included a bargain purchaiseo§&15.2 million and merger expense of
$3.3 million. Excluding those items reduces nebine to $1.8 million and net income available to owon shareholders to $1.6 million, or
$0.59 per diluted share, for the nine-month peridds compares to net income of $1.8 million antineome available to common
shareholders of $1.7 million, or $0.71 per dilusbare, for the nine months ended March 31, 201Mifgs for the first nine months of fiscal
year ending June 30, 2011 were impacted by anaseri net interest income of $263 thousand, @62adecrease in the provision for Ic
losses of $543 thousand, or 36.1%, an increaseririmerest income of $1.4 million, or 15.6%, offgeby an increase in noninterest expense
of $2.0 million, or 10.6%. These comparisons exeltik effect of a $15.2 million bargain purchas gacluded in noninterest income, and
$3.3 million of merger expense, included in nonies¢ expense, for the nine month period ended Mat¢i2011.

Returns on average equity (“ROE") were 0.98% and &%, respectively, for three and nine months endacth 31, 2011 compared to
4.32% and 4.54% for the three and nine months Mai¢i2010. Returns on average assets (“ROA”") well@% and 2.94%, respectively, for
three and nine months ended March 31, 2011, comdpar@.35% and 0.37% for the three and nine mokiigash 31, 2010.

Net Interest Incom

Net interest income for the three and nine montited March 31, 2011 includes amortization of thevialue adjustments to inter-bearing
assets and liabilities recorded in connection Withmerger transaction on December 29, 2010. Thartization accounts primarily for the
change in securities and loan yields and time depod borrowed funds rates appearing in the yiatd/tables that follow, comparing current
period results with those of the comparable fi€HI0 periods.

Net interest income for the three months ended Madg 2011 increased to $5.0 million compared t6 $4illion for the same period in 20!
The increase of $407 thousand, or 8.9%, was priynduie to an increase in the net interest marghickvincreased by 31 basis points when
compared to the third quarter of the fiscal yeateehJune 30, 2010. The yield on earning asseteassd by 85 basis points, due in part to a
203-basis point decrease in the average yield curiies, and an earning asset mix more heavilghteid toward lower-yielding short-term
investments, which increased to $58.9 million oarage from $8.8 million in the third quarter of fiscal year ended June 30, 2010.
Offsetting this, higher yielding loans and secastbalances declined by $33.1 million and $23.82anibn average, respectively. The cost of
interest-bearing liabilities decreased by 122 bpsists, largely due to a drop in the average abdeposits, which declined by 106 basis
points and short-term borrowings, which fell byt8bis points on average. Despite the unfavoraldagsin asset mix, net positive accretion
of fair value adjustments resulting from acquisiteccounting in connection with the merger trarisactllowed the interest rate spread to
increase to 3.48% for the quarter ended March 811 2rom 3.11% for the comparable period in thedigear ended June 30, 2010.
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Assets

Interest earnir-assets
Securities (1
Loans (2)(3;
FHLB and Federal Reserve stc
Shor-term investments(4

Total interes-earning asset
Total nor-interest earning asse

Total asset

Liabilities & Net Worth:

Interes-bearing liabilities:
Now
Money marke
Savings
Time
Total deposit:
Shor-term borrowings (5
Borrowed funds
Junior Subordinated Debentul
Total interes- earning liabilities

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

Total liabilities
Stockholder equity
Total liabilities and stockholde’ equity

Net interest incom

Interest rate spree
Net yield on interest earning assets

Three months ended March !

2011 2010
Average Average
Average Q-T-D Yield/ Average Q-T-D Yield/
Balance Inc. Rate Balance Inc. Rate
(Dollars in thousands
$143,48: $ 91C 2.61% $166,70° $1,87: 4.7(%
357,37t 5,64¢ 6.41% 390,50: 5,96( 6.1<%
5,48¢ 12 0.8<% 5,48¢ 9 0.67%
58,68 33 0.23% 8,76( 2 0.09%
565,02° 6,60/ 4.7¢% 571,45t 7,844 5.61%
47,46¢ 41,731
$612,49¢ $613,19:
$5599: $ 79 057 $ 48,18 $ 95 0.8(%
54,04 70 0.52% 43,93( 133 1.22%
35,63¢ 34 0.3% 31,20 53 0.6<%
198,17. 591 1.12% 222,69 1,401 2.55%
343,84! 774 0.91% 346,01: 1,682 1.97%
34,82: 60 0.71% 43,53( 16& 1.5%%
119,28t 594 2.02% 120,45: 1,22( 4.11%
7,902 174 8.92% 16,49¢ 182 4.47%
505,85! 1,60z 1.28% 526,49( 3,24¢ 2.5(%
37,37¢ 33,52¢
4,441 3,40¢
547,67¢ 563,42!
64,81¢ 49,76¢
$612,49¢ $613,19:
$5,002 $4,59¢
3.4&% 3.11%
3.61% 3.3(%

(1) Yields are stated on a fully t-equivalent basis using a 30.84% tax r
(2) Non-accruing loans are included in computation of ayetaalance, but unpaid interest on nonperformiagddas not been included

purposes of determining interest incor
(3) Includes loans he-for-sale.

(4) Short term investments include FHLB overnight déiseand other shc-term investments
(5) Shor-term borrowings include securities sold under repase agreement and sweep accol
(6) The net yield on intere-earning assets is net interest income divided tayf toteres-earning asset:

The changes in net interest income, on a tax ebpuitaasis, are presented in the schedule belowejmdompares the three month periods

ended March 31, 2011 and 2010.

(Dollars in thousands
Investment:

Loans, ne

FHLB & other deposit:

Total interes-earnings asse

Deposits
Securities sold under repurchase agreen

Difference Due tc

Volume Rate Total
$(240 $ (740 $ (980)
(519) 20¢ (311)
24 7 31
(735) (525) (1,260)
(11) (897) (90¢)
(29) (76) (104)



Borrowings (94) (540 (639
Total interes-bearing liabilities (133) (1,519 (1,646
Net interest and dividend incor $(602) $ 98¢ $ 38€
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Rate/volume amounts that are partly attributablete and volume are spread proportionately betwekmme and rate based on the direct
change attributable to rate and volume. Borrowinghe table include junior subordinated notes, BHilorrowings, structured repurchase
agreements, capital lease obligation and otheoldngs. The adjustment to interest income and yaelc fully tax equivalent basis was $33
thousand and $54 thousand for the three monthsddvidech 31, 2011 and 2010, respectively.

Net interest income for the nine months ended M&d;R2011 increased by $263 thousand, or 2.0% 3d6$tillion compared to the sar

period in the fiscal year ended June 30, 2010.iftrease was caused by an increase in earningadgskl3.8 million when compared to the
same period in the fiscal year ended June 30, ZDdBsistent with the quarterly comparison, the ofigarning assets changed with increases
to very low yielding short-term investments whilgler yielding average loans and securities deece®&7.2 million and $6.6 million,
respectively. The yield on earning assets fell ®pasis points, due to a 111-basis point decreaeiaverage yield on securities, a 7 basis
point decrease in the average loan yield, and ageha mix more heavily weighted toward lower-yialgl short-term investments, which
increased to $45.9 million on average from $8.3iomlin the comparable period in the fiscal yeadeshJune 30, 2010. The cost of interest-
bearing liabilities decreased by 69 basis poin&inty due to a drop in the average cost of deposttich declined by 72 basis points and
borrowed funds, which fell by 81 basis points orrage.

Nine months ended March

2011 2010
Average¢ Average
Average Y-T-D Yield/ Average Y-T-D Yield/
Balance Inc. Rate Balance Inc. Rate
(Dollars in thousands
Assets
Interest earnin-assets
Securities (1 $155,76: $ 4,06t 3.5% $162,34! $ 5,57¢ 4.7%
Loans (2)(3 375,95: 17,05t 6.0  393,13¢ 18,03¢ 6.11%
FHLB and Federal Reserve stc 5,48¢ 31 0.75% 5,48¢ 27 0.6€%
Shor-term investments(4 45,93( 73 0.21% 8,312 10 0.1€%
Total interes-earning asse! 583,12¢ 21,22« 4.88%  569,28: 23,644 5.57%
Total nor-interest earning asse 41,16¢ 40,79
Total asset $624,29: $610,07¢

Liabilities & Net Worth:
Interes-bearing liabilities:

Now $ 5454¢ $ 26t 0.65% $ 47,491 $ 27¢ 0.77%
Money marke 55,33 28t 0.6%% 42,09¢ 391 1.28%
Savings 37,41 13t 0.4¢% 26,88¢ 11F 0.57%
Time 196,86 2,92i 1.98%  229,40: 4,72¢ 2.74%
Total deposit: 344,16( 3,61Z 1.4(% 345,87 5,501 2.12%
Shor-term borrowings (5 47,71 442 1.24% 42,23: 48€ 1.55%
Borrowed funds 119,92: 3,07¢ 3.41%  118,52¢ 3,752 4.22%
Junior Subordinated Debentul 13,57¢ 52C 5.1(% 16,49¢ 587 4.7/%
Total interes-earning liabilities 525,37: 7,64¢ 1.9  523,13: 10,33 2.63%
Total nor-interest bearing liabilities
Demand deposits and escrow accol 37,75¢ 34,51
Other liabilities 5,092 3,29¢
Total liabilities 568,22: 560,94
Stockholder equity 56,07( 49,13:
Total liabilities and stockholde’ equity $624,29: $610,07¢
Net interest incom $13,57¢ $13,31:
Interest rate spree 2.9% 2.94%
Net yield on interest earning assets 3.1%% 3.15%
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(1) Yields are stated on a fully t-equivalent basis using a 30.84% tax r

(2) Non-accruing loans are included in computation of ageraalance, but unpaid interest on nonperformiagdcas not been included
purposes of determining interest incor

(3) Includes loans held for sal

(4) Short term investments include FHLB overnight dégsaand other shc-term investments

(5) Shor-term borrowings include securities sold under repase agreement and sweep accol

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

The changes in net interest and dividend income, t@x equivalent basis, are presented in the sidadelow, which compares the
combination of the nine months ended March 31, 201d 2010.

Difference Due tc

Volume Rate Total
(Dollars in thousands
Investments $(229) $(1,30]) $(1,52¢)
Loans, ne (782) (197) (979
FHLB & other deposit: 59 4 63
Total interes-earnings asse (947) (1,499 (2,447
Deposits (27) (1,86¢) (1,895
Securities sold under repurchase agreen 58 (107) 43
Borrowings (48) (697) (745)
Total interes-bearing liabilities (A7) (2,66€) (2,689
Net interest and dividend incor $(930) $1,172 $ 24z

Rate/volume amounts that are partly attributableate and volume are spread proportionately betwekmme and rate based on the direct
change attributable to rate and volume. Borrowinghe table include junior subordinated notes, BHilorrowings, structured repurchase
agreements, capital lease obligation and otheoldngs. The adjustment to interest income and yaela fully tax equivalent basis was $:
thousand and $159 thousand for the nine monthsdelddech 31, 2011 and 2010, respectively.

While the Bank’s balance sheet has traditionallgrbiability-sensitive to changes in market intérases, at present its interest rate profile is
asset-sensitive, which generally means that tHd pie interest-earnings assets reprices more quibkin the cost of interest-bearing
liabilities. The movement to asset-sensitivity other past year is a result of the prolonged pesiddw short-term and intermediate-term
market interest rates. When market rates decliegihbing in late 2008, the Bank’s deposits repricede quickly than did its earning assets,
but have now reached effective floors. The Bankierest-earning assets, which are of longer durdkian its interest-bearing liabilities, have
not yet fully adjusted to the drop in market redes will continue to decline over the near termjoltwill tend to decrease the Bank’s net
interest margin.

As of March 31, 2011 and 2010, 60% and 53%, regpyt of the Bank’s loan portfolio was composedadfustable-rate loans based on the
prime rate index or short-term rate indices sucthane-year U.S. Treasury bill and three monBQR. Interest income on these loans
would increase if short-term interest rates inaeeds increase in short-term interest
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rates would also increase deposit and FHLB adveates, increasing the Company’s interest experfseifipact on future net interest
income from changes in market interest rates weiflehd on, among other things, the Bank’s actuasratr loans and deposits, borrowing
rates paid by the Bank and loan volume.

Provision for Loan Losse

The provision for loan losses for the quarter enddedch 31, 2011 was $49 thousand, a decrease &fthsrisand, or 92%, compared to $628
thousand recorded for the three months ended MarcR010. The provision for loan losses for theemmonths ended March 31, 2011 was
$961 thousand, $543 thousand, or 36.1%, lower ttii@eomparable period in the fiscal year endinge B0y 2010.

We increased the allowance for loan losses pritineganerger transaction date by $174 thousand cadpa its June 30, 2010 balance by
recognizing a provision greater than net charge-&for our internal analysis of the adequacy ofll@vance for loan losses, we considered
the decrease in net loans resulting from the sdlexlirect consumer loans and residential realtedbans during the three and nine months
ended March 31, 2011; the decrease in net chafgdenfthe three and nine months ended March 311 20d 2010; a decrease in loan
delinquency to 2.25% at March 31, 2011 compareti@d% at June 30, 2010 and a decrease in loargdelirty compared to 3.41% at
March 31, 2010; a decrease of $2.5 million in nenfgrming loans at March 31, 2011 compared to B010; and the slight increase in
internally classified and criticized loans at Magh 2011 compared to June 30, 2010.

The allowance for loan losses was reduced to zéendoans were adjusted to their fair value omtleeger date. See “Financial Condition”
above and Note 3 in the Notes to Unaudited ConaatiFinancial Statements included in this regmrafdiscussion of the allowance for I«
losses and the factors affecting the provisiordan losses.

The allowance as a percentage of outstanding ldecri®ased to less than 0.1% at March 31, 2011 qeahpa 1.52% at June 30, 2010
compared to 1.53% at March 31, 2010.

Noninterest Incom

Total noninterest income, excluding a bargain pasehgain of $296 thousand, was $3.1 million forgbharter ended March 31, 2011, flat
compared to the quarter ended March 31, 2010.Heonihe months ended March 31, 2011 and excludiedpargain purchase gain of $15.2
million, non-interest income was $10.2 million, ianrease of $1.4 million or 15.6% over the compkrglior year period.

The quarterly result, when compared to the sameeua fiscal 2010, reflects the following variascof significance: a $110 thousand
increase in securities gains, a $154 thousandaserm gains from sales of residential mortgagedaaiginated for sale into the secondary
market and sales of indirect and residential retdte loans from our portfolio, and a $242 thousantkase in investment commissions,
which were offset in part by a decrease in feesfoer services to customers of $40 thousand, atet®@ease in insurance commission inc
of $283 thousand. Further, the quarter ended Matcl2010 included a gain of $130 thousand frons#ie of an insurance agency customer
list, not repeated in the quarter ended March B112Securities gains were attributable to restmireg our investment securities portfolio to
reduce its duration. The increase in loan salesgedmsisted of a $332 thousand increase resutimg §rowth in our residential lending
capacity, partially offset by a net loss of $178uband realized on the sale of $5.7 million ofdestial real estate loans and $30.6 million of
indirect consumer loans. The reduction in insuraagency revenue was primarily due to a decrea$@ 18 thousand in contingent and gro
bonuses compared to the quarter ended March 30, ZB& decrease in insurance commission revenler titan contingent and growth
bonuses, was 6%, which was attributable primaailthe highly competitive market for commercial pedy and casualty customers.

The increase in the nine month period ended Maigl2311 was due mainly to gains on residential kslas, which increased to $2.2 million
from $708 thousand earned in the prior period nareiase of $1.5 million or 212.3%. Investment brage commission revenue was $1.9
million, an increase of $453 thousand, or 31.1% mamad to $1.5 million for the nine months ended dia81, 2010. Partially offsetting these
increases was a decrease in insurance commisgi®gg® thousand, or 11.7% to $4.2 million for theenmonths ended March 31, 2011. The
decrease in insurance agency commissions, exclaidéengommission revenue of $169 thousand from theidd and Rangeley offices closed
in fiscal 2010, was $142 thousand, or 3.7%. Comrtimignd growth bonuses decreased $238 thousa8é,986.
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Noninterest Expens

Total noninterest expense increased by $2.1 mitliad$8.3 million for the quarter ended March 31120compared to the quarter ended
March 31, 2010. This increase included two non-néog items: merger expense of $132 thousand aedtien payments totaling $450
thousand paid in connection with the merger. Thartgu also included the cost of salaries and psofeal fees associated with the
Company’s two new business lines, the Loan Acqaisiand Servicing Group and Online Deposit Prograhe Company expects to launch
these two new initiatives later in calendar 20htamgible asset amortization also increased s@amifly in the quarter, the result of the
recording of a core deposit intangible asset imeation with the merger.

For the nine months ended March 31, 2011, nonistepgense, excluding non-recurring merger expeh$8.3 million, was $20.4 million,
an increase of $2.1 million, or 11.6% period irtéiyear 2010. This increase includes those daegenses of two new business lines and
retention bonuses noted above, amortization o€tine deposit intangible, collections, advertisiagg insurance expenses.

Income Taxe

The bargain purchase gain and the merger expersessubject to income taxes. Excluding this raerglated activity from the quarter
ended March 31, 2011, results in a pretax lossaaridcome tax benefit. For the nine-month periodeeinMarch 31, 2011 and 2010, the
Company’s effective tax rate was 24.4%, and 221@%pectively.

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

Item 4. Controls and Procedures

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

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

Based on this evaluation of our disclosure contaold procedures, our Chief Executive Officer anteChinancial Officer have concluded
that these disclosure controls and procedures efézetive as of March 31, 2011.

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

There were no significant changes in our interoati®ls over financial reporting (as defined in ®tBa - 15(f) of the Exchange Act) that
occurred during the third quarter of our 2011 fisear that has materially affected, or in othetdas that could affect, the Company’s
internal controls over financial reporting.

PART Il — OTHER INFORMATION
Item 1. Legal Proceedings
None.
Item 1A.  Risk Factors
Not required for smaller reporting companies.
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Iltem 2.

Item 3.

Item 4.

Item 5.

None

None

None.

Item 6. Exhibits

*

*%

Exhibits
No

3.1

10.1

10.2

10.3

31.1

31.2

32.1

32.2

Filed herewitr
Furnished herewit

Unregistered Sales of Equity Securities and Use Bfoceeds

Defaults Upon Senior Securitie:

[Removed and Reserved]

Other Information

Descriptior

Articles of Amendment to the Amended and Restatditlds of Incorporation of Northeast Bancorp
filed on March 21, 2011 (incorporated by referefroen the Company’s Current Report on Form 8-K
filed on March 22, 2011

Amended and Restated Performance-Based Stock AppoecRights Agreement, dated March 24,
2011, by and between Northeast and Matthew Boteao porated by reference from the Company’s
Current Report on Formr-K filed on March 30, 2011

Non-Qualified Time-Based Stock Option Agreement, dadfisdich 24, 2011, by and between Northeast
and Matthew Botein (incorporated by reference ftbemCompany’s Current Report on Form 8-K filed
on March 30, 2011

Non-Qualified Performance-Based Stock Option Agreemdaitied March 24, 2011, by and between
Northeast and Matthew Botein (incorporated by egiee from the Compa’s Current Report on Form
8-K filed on March 30, 2011

Certification of the Chief Executive Officer pursudo Section 302 of the Sarbanes-Oxley Act of 2002
(Rule 13i-14(a)). *

Certification of the Chief Financial Officer pursudo Section 302 of the Sarbanes-Oxley Act of 2002
(Rule 13i-14(a)). *

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

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

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

Date: May 16, 201 NORTHEAST BANCORP

By: /s/ Richard Wayne

Richard Wayn
President and CE

By: /s/ Claire S. Bean

Claire S. Bea
Chief Financial Office

53



Table of Contents

Exhibits
No.

3.1

10.1

10.2

10.3

31.1
31.2
32.1

32.2

NORTHEAST BANCORP
Index to Exhibits

Descriptior

Articles of Amendment to the Amended and Restatditlas of Incorporation of Northeast Bancorp filea March 21, 2011
(incorporated by reference from the Comg’s Current Report on Forn-K filed on March 22, 2011

Amended and Restated Performance-Based Stock AafpoecRights Agreement, dated March 24, 2011, iy laetween
Northeast and Matthew Botein (incorporated by exiee from the Compa’s Current Report on Form 8-K filed on March 30,
2011).

Non-Qualified Time-Based Stock Option Agreement, dafkiedich 24, 2011, by and between Northeast and dattBotein
(incorporated by reference from the Comg’s Current Report on Forn-K filed on March 30, 2011

Non-Qualified Performance-Based Stock Option Agreemaetied March 24, 2011, by and between NortheakMaithew
Botein (incorporated by reference from the Com|'s Current Report on Forn-K filed on March 30, 2011

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

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

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

* Filed herewitr
**  Furnished herewit
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Exhibit 31.1  Certification of the Chief Executve Officer

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

I, Richard Wayne, certify that:

1.
2.

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

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

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

The registrant’s other certifying officer 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 reportirag @efined in Exchange Act Rules
13e15(f) and 15-15(f)) for the registrant and ha

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

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

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

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

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

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

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

May 16, 2011 /s| Richard Wayne

Richard Wayne
Chief Executive Office



Exhibit 31.2  Certification of the Chief Financial Officer

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

I, Claire Bean, certify that:

1.
2.

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

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

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

The registrant’s other certifying officer 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 reportirag @efined in Exchange Act Rules
13e15(f) and 15-15(f)) for the registrant and hav

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

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

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

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

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

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

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

May 16, 2011 /s| Claire S. Bean

Claire S. Bean
Chief Financial Office



Exhibit 32.1.  Certificate of the Chief Executie 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 NortheBancorp. (the “Company”) on Form 10-Q for the gedy period ended March 31, 2011
as filed with the Securities and Exchange Commiseinthe date hereof (the “Report”), I, Richard Wayas Chief Executive Officer of the
Company, hereby certify pursuant to 18 U.S.C. 1350@dopted pursuant to 906 of the Sarbanes-OxtepfR002, that:

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

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

May 16, 2011 /sl Richard Wayne
Richard Wayne
Chief Executive Office




Exhibit 32.2.  Certificate of the Chief Financid 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 NortheBancorp. (the “Company”) on Form 10-Q for the gedy period ended March 31, 2011
as filed with the Securities and Exchange Commiseinthe date hereof (the “Report”), I, Claire Beas Chief Financial Officer of the
Company, hereby certify pursuant to 18 U.S.C. 1350@dopted pursuant to 906 of the Sarbanes-OxtepfR002, that:

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

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

May 16, 2011 /s/ Claire S. Bean
Claire S. Beal
Chief Financial Office




