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Part I. Financial Information

Selected Financial Data (Unaudited)
The First Bancorp, Inc. and Subsidiary

Dollars in thousands As of and for the nine months As of and for the quarters ended

’ ended September 30, September 30,
except for per share amounts 2013 2012 2013 2012
Summary of Operations
Interest Income $37,169 $39,131 $12,655 $12,892
Interest Expense 9,390 9,737 3,150 3,222
Net Interest Income 27,779 29,394 9,505 9,670
Provision for Loan Losses 3,500 6,300 800 1,400
Non-Interest Income 9,488 8,556 2,621 2,492
Non-Interest Expense 21,818 19,503 7,006 6,595
Net Income 9,463 9,459 3,365 3,223
Per Common Share Data
Basic Earnings per Share $0.87 $0.91 $0.31 $0.31
Diluted Earnings per Share 0.87 0.91 0.31 0.31
Cash Dividends Declared 0.585 0.585 0.195 0.195
Book Value per Common Share 13.75 14.64 13.75 14.64
Tangible Book Value per Common 10.88 11.83 10.88 11.83
Share?
Market Value 16.65 17.55 16.65 17.55
Financial Ratios
Return on Average Equity! 8.51 % 8.86 % 9.19 % 8.90 %
Retqrn on Average Tangible Common 10.29 % 1036 % 1151 % 1039 %
Equity!-2
Return on Average Assets! 0.88 % 0.89 % 0.92 % 0.90 %
Average Equity to Average Assets 10.77 % 10.90 % 9.99 % 11.02 %
Avera%e Tangible Equity to Average 2.63 % 895 % 788 % 907 %
Assets
Net Interest Margin Tax-Equivalent!-2 ~ 3.04 % 3.16 % 3.04 % 3.12 %
Dividend Payout Ratio 67.24 % 64.29 % 62.90 % 62.90 %
Allowance for Loan Losses/Total Loans 1.45 % 1.69 % 1.45 % 1.69 %
Non-Performing Loans to Total Loans ~ 2.08 % 2.71 % 2.08 % 2.71 %
Non-Performing Assets to Total Assets 1.48 % 2.04 % 1.48 % 2.04 %
Efficiency Ratio? 56.00 % 50.74 % 53.51 % 50.73 %
At Period End
Total Assets $1,464,749 $1,423,316 $1,464,749 $1,423,316
Total Loans 862,073 869,871 862,073 869,871
Total Investment Securities 504,063 468,604 504,063 468,604
Total Deposits 1,037,466 944,547 1,037,466 944,547
Total Shareholders' Equity 146,653 156,637 146,653 156,637

I Annualized using a 365-day basis in 2013 and 366-day basis in 2012
2These ratios use non-GAAP financial measures. See Management's Discussion and Analysis of Financial Condition
and Results of Operations for additional disclosures and information.
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Item 1 — Financial Statements

Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders
The First Bancorp, Inc.

We have reviewed the accompanying interim consolidated financial information of The First Bancorp, Inc. and
Subsidiary as of September 30, 2013 and 2012 and for the three-month and nine-month periods then ended. These
financial statements are the responsibility of the Company's management.

We conducted our reviews in accordance with standards of the Public Company Accounting Oversight Board (United
States). A review of interim financial information consists principally of applying analytical procedures to financial
data and making inquiries of persons responsible for financial and accounting matters. It is substantially less in scope
than an audit in accordance with standards of the Public Company Accounting Oversight Board (United States), the
objective of which is to express an opinion regarding the financial statements taken as a whole. Accordingly, we do
not express such an opinion.

Based on our reviews, we are not aware of any material modifications that should be made to the accompanying
interim consolidated financial statements for them to be in conformity with accounting principles generally accepted
in the United States of America.

/s/ Berry Dunn McNeil & Parker, LLC

Portland, Maine
November 8, 2013

Page 2
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Consolidated Balance Sheets (Unaudited)
The First Bancorp, Inc. and Subsidiary

Assets

Cash and cash equivalents

Interest bearing deposits in other banks
Securities available for sale

Securities to be held to maturity (fair value of $166,269,000 at
September 30, 2013, $150,247,000 at December 31, 2012 and

$162,382,000 at September 30, 2012)

Restricted equity securities, at cost

Loans held for sale

Loans

Less allowance for loan losses

Net loans

Accrued interest receivable

Premises and equipment, net

Other real estate owned

Goodwill

Other assets

Total assets

Liabilities

Demand deposits

NOW deposits

Money market deposits

Savings deposits

Certificates of deposit

Total deposits

Borrowed funds — short term

Borrowed funds — long term

Other liabilities

Total liabilities

Shareholders' equity

Preferred stock, $1,000 preference value per share

Common stock, one cent par value per share

Additional paid-in capital

Retained earnings

Accumulated other comprehensive income (loss)
Net unrealized gain (loss) on securities available for sale
Net unrealized loss on postretirement benefit costs

Total shareholders' equity

Total liabilities & shareholders' equity

Common Stock

Number of shares authorized

Number of shares issued and outstanding

Book value per common share

Tangible book value per common share

See Report of Independent Registered Public Accounting Firm.

September 30,

2013

$20,117,000
787,000
317,900,000

172,251,000

13,912,000
1,555,000
862,073,000
12,457,000
849,616,000
5,353,000
23,667,000
3,760,000
29,805,000
26,026,000

$1,464,749,000

$110,007,000
151,126,000
96,313,000
147,560,000
532,460,000

1,037,466,000

131,627,000
135,150,000
13,853,000

1,318,096,000

106,000
58,241,000
92,633,000

(4,212,000
(115,000
146,653,000

$1,464,749,000

18,000,000
10,665,378
$13.75
$10.88

December 31,
2012

$14,958,000
1,638,000
291,614,000

143,320,000

14,448,000
1,035,000
869,284,000
12,500,000
856,784,000
4,912,000
22,988,000
7,593,000
29,805,000
25,904,000

$1,414,999,000

$90,252,000
147,309,000
80,983,000

135,250,000
505,056,000
958,850,000
142,750,000
140,155,000
16,921,000

1,258,676,000

12,402,000
98,000

46,314,000
89,692,000

7,940,000
(123,000
156,323,000

$1,414,999,000

18,000,000
9,859,914
$14.60
$11.47

September 30,

2012

$14,904,000
681,000
299,900,000

154,256,000

14,448,000
869,871,000
14,739,000
855,132,000
5,425,000
18,376,000
5,471,000
27,684,000
27,039,000

$1,423,316,000

$89,500,000
136,472,000
74,805,000

130,354,000
513,416,000
944,547,000
164,592,000
140,157,000
17,383,000

1,266,679,000

12,377,000
98,000

46,205,000
88,541,000

9,488,000
(72,000
156,637,000

$1,423,316,000

18,000,000
9,853,396
$14.64
$11.83

)
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The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Statements of Income and Comprehensive Income (Loss) (Unaudited)

The First Bancorp, Inc. and Subsidiary

Interest income
Interest and fees on loans
Interest on deposits with other banks
Interest and dividends on investments
Total interest income
Interest expense
Interest on deposits
Interest on borrowed funds
Total interest expense
Net interest income
Provision for loan losses
Net interest income after provision for loan losses
Non-interest income
Investment management and fiduciary income
Service charges on deposit accounts
Net securities gains
Mortgage origination and servicing income, net of
amortization
Other operating income
Total non-interest income
Non-interest expense
Salaries and employee benefits
Occupancy expense
Furniture and equipment expense
FDIC insurance premiums
Amortization of identified intangibles
Other operating expense
Total non-interest expense
Income before income taxes
Income tax expense
NET INCOME
Basic earnings per common share
Diluted earnings per common share
Other comprehensive income (loss), net of tax
Net unrealized gain (loss) on securities available for
sale

For the nine months ended

September 30,

2013

$26,240,000
6,000
10,923,000
37,169,000

6,035,000
3,355,000
9,390,000
27,779,000
3,500,000
24,279,000

1,438,000
2,099,000
1,087,000

1,735,000

3,129,000
9,488,000

10,607,000
1,557,000
1,992,000
864,000
245,000
6,553,000
21,818,000
11,949,000
2,486,000
$9,463,000
$0.87
$0.87

(12,152,000 )

Amortization of unrecognized postretirement benefits8,000
(12,144,000 ) 2,102,000

$(2,681,000 ) $11,561,000
See Report of Independent Registered Public Accounting Firm.
The accompanying notes are an integral part of these consolidated financial statements.

Other comprehensive income (loss)
Comprehensive income (loss)

Page 4

2012

$28,006,000
3,000
11,122,000
39,131,000

6,370,000
3,367,000
9,737,000
29,394,000
6,300,000
23,094,000

1,230,000
1,995,000
1,967,000

854,000

2,510,000
8,556,000

9,485,000
1,247,000
1,650,000
909,000
212,000
6,000,000
19,503,000
12,147,000
2,688,000
$9,459,000
$0.91
$0.91

2,087,000
15,000

For the quarters ended

September 30,

2013

$8,710,000
2,000
3,943,000
12,655,000

2,023,000
1,127,000
3,150,000
9,505,000
800,000

8,705,000

470,000
676,000

348,000

1,127,000
2,621,000

3,613,000
488,000
682,000
280,000
82,000
1,861,000
7,006,000
4,320,000
955,000
$3,365,000
$0.31
$0.31

(779,000

(779,000
$2,586,000

2012

$9,247,000
2,000
3,643,000
12,892,000

2,073,000
1,149,000
3,222,000
9,670,000
1,400,000
8,270,000

386,000
644,000

550,000

912,000
2,492,000

3,283,000
428,000
527,000
303,000
71,000
1,983,000
6,595,000
4,167,000
944,000
$3,223,000
$0.31
$0.31

1,962,000

5,000
1,967,000
$5,190,000

11
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Consolidated Statements of Changes in Shareholders' Equity (Unaudited)

The First Bancorp, Inc. and Subsidiary

Balance at December 31,

2011
Net income

Net unrealized gain on
securities available for
sale, net of tax
Amortization of
unrecognized
postretirement benefits,

net of tax

Comprehensive income

Preferred
stock

$12,303,000

Cash dividends declared L

on preferred stock

Cash dividends declared
on common stock
($0.585 per share)
Equity compensation

expense

Amortization of

premium for preferred 74,000

stock issuance
Proceeds from sale of
common stock

Balance at

September 30, 2012

Balance at December 31,

2012
Net income

Net unrealized loss on
securities available for
sale, net of tax
Amortization of
unrecognized

$12,377,000

$12,402,000

postretirement benefits, o

net of tax

Comprehensive loss

Cash dividends declared L

on preferred stock
Cash dividends declared
on common stock
($0.585 per share)

Common stock and
additional paid-in capital

Shares

9,812,180

41,216

9,853,396

9,859,914

Amount

$45,927,000

57,000

(74,000

393,000

$46,303,000

$46,412,000

161,000

Retained
earnings

$85,314,000
9,459,000

9,459,000
(469,000

(5,763,000 )

$88,541,000

$89,692,000
9,463,000

9,463,000
(286,000

(6,236,000 )

Accumulated

other

comprehensive
income (loss)

$7,314,000

2,087,000

15,000

2,102,000

$9,416,000

$7,817,000

(12,152,000 )

8,000

(12,144,000 )

Total
shareholders'
equity

$150,858,000
9,459,000

2,087,000

15,000

11,561,000
(469,000 )

(5,763,000 )

57,000

393,000

$156,637,000

$156,323,000
9,463,000

(12,152,000 )

8,000
(2,681,000 )
(286,000 )
(6,236,000 )
161,000

12
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Equity compensation

expense

Amortization of

premium for preferred 98,000 — (98,000 ) —
stock issuance
Payment to repurchase
preferred stock
Proceeds from sale of
common stock
Balance at

September 30, 2013
See Report of Independent Registered Public Accounting Firm.

The accompanying notes are an integral part of these consolidated financial statements.

(12,500,000 ) — — —
— 805,464 11,872,000 —

$— 10,665,378  $58,347,000 $92,633,000

Page 5

— (12,500,000 )

— 11,872,000

$(4,327,000 ) $146,653,000
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Consolidated Statements of Cash Flows (Unaudited)

Page 6
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The First Bancorp, Inc. and Subsidiary

Cash flows from operating activities
Net income
Adjustments to reconcile net income to net cash provided by operating
activities
Depreciation
Change in deferred taxes
Provision for loan losses
Loans originated for resale
Proceeds from sales and transfers of loans
Net gain on sales of loans
Net gain on sale or call of securities
Net amortization of premiums on investments
Net loss on sale of other real estate owned
Provision for losses on other real estate owned
Equity compensation expense
Net (increase) decrease in other assets and accrued interest
Net increase (decrease) in other liabilities
Net (gain) loss on disposal of premises and equipment
Amortization of investment in limited partnership
Net acquisition amortization
Net cash provided by operating activities
Cash flows from investing activities
(Increase) decrease in interest-bearing deposits in other banks
Proceeds from sales of securities available for sale
Proceeds from maturities, payments and calls of securities available for sale
Proceeds from maturities, payments and calls of securities to be held to
maturity
Proceeds from sales of other real estate owned
Purchases of securities available for sale
Purchases of securities to be held to maturity
Redemption of restricted equity securities
Net (increase) decrease in loans
Capital expenditures
Proceeds from sale of equipment
Net cash used in investing activities
Cash flows from financing activities
Net increase in demand, savings, and money market accounts
Net increase (decrease) in certificates of deposit
Net increase in short-term borrowings
Repayments of long-term borrowings
Repurchase of preferred stock
Proceeds from sale of common stock
Dividends paid
Net cash provided by financing activities
Net increase in cash and cash equivalents

For the nine months ended

September 30,
2013

$9,463,000

1,282,000
176,000
3,500,000
(48,833,000
49,389,000
(1,076,000
(1,087,000
1,566,000
11,000
390,000
161,000
3,260,000
(1,150,000
4,000
390,000
245,000
17,691,000

851,000
10,563,000
47,223,000

33,857,000

5,074,000
(103,307,000
(62,728,000
536,000
2,026,000
(1,965,000

(67,870,000

51,212,000
27,404,000
(16,128,000
(12,500,000
11,872,000
(6,522,000
55,338,000
5,159,000

September 30,
2012

$9,459,000

992,000
(929,000
6,300,000
(29,138,000
29,889,000
(751,000
(1,967,000
2,125,000
29,000
291,000
57,000
(483,000
1,478,000
(30,000
357,000
212,000
17,891,000

(681,000
25,437,000
43,997,000

42,497,000

2,077,000
(79,941,000
(74,230,000
995,000
(13,218,000
(554,000
58,000
(53,563,000

38,974,000
(35,760,000
39,086,000

393,000
(6,232,000
36,461,000
789,000

15
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Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Interest paid

Income taxes paid

Non-cash transactions

Net transfer from loans to other real estate owned

Page 7

14,958,000
$20,117,000
$9,530,000
1,310,000

$1,642,000

14,115,000
$14,904,000
$9,853,000
2,060,000

$3,774,000

16
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Notes to Consolidated Financial Statements
The First Bancorp, Inc. and Subsidiary

Note 1 — Basis of Presentation

The First Bancorp, Inc. ("the Company") is a financial holding company that owns all of the common stock of The
First, N.A. ("the Bank"). The accompanying unaudited consolidated financial statements have been prepared in
accordance with accounting principles generally accepted in the United States of America ("GAAP") for interim
financial information and with the instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly, they do
not include all of the information and footnotes required by GAAP for complete financial statements. In the opinion of
Management, all adjustments (consisting of normal recurring accruals) considered necessary for a fair presentation
have been included. All significant intercompany transactions and balances are eliminated in consolidation. The
income reported for the 2013 period is not necessarily indicative of the results that may be expected for the year
ending December 31, 2013. For further information, refer to the consolidated financial statements and notes included
in the Company's annual report on Form 10-K for the year ended December 31, 2012.

Subsequent Events

Events occurring subsequent to September 30, 2013, have been evaluated as to their potential impact to the financial
statements.

Note 2 — Investment Securities
The following table summarizes the amortized cost and estimated fair value of investment securities at September 30,
2013:

Amortized Unrealized Unrealized Fair Value
Cost Gains Losses (Estimated)
Securities available for sale
Mortgage-backed securities $187,789,000 $2,117,000 $(1,650,000 ) $188,256,000
State and political subdivisions 134,978,000 1,703,000 (8,710,000 ) 127,971,000
Other equity securities 1,614,000 62,000 (3,000 ) 1,673,000

$324,381,000 $3,882,000 $(10,363,000 ) $317,900,000
Securities to be held to maturity
U.S. Government-sponsored agencies

$92,226,000  $11,000 $(8,684,000 ) $83,553,000
Mortgage-backed securities 37,915,000 1,701,000 (997,000 ) 38,619,000
State and political subdivisions 41,810,000 2,067,000 (80,000 ) 43,797,000
Corporate securities 300,000 — — 300,000

$172,251,000 $3,779,000 $(9,761,000 ) $166,269,000
Restricted equity securities

Federal Home Loan Bank Stock $12,875,000 $— $— $12,875,000
Federal Reserve Bank Stock 1,037,000 — — 1,037,000

$13,912,000 $— $— $13,912,000
Page 8
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The following table summarizes the amortized cost and estimated fair value of investment securities at December 31,

2012:

Securities available for sale
Mortgage-backed securities
State and political subdivisions
Other equity securities

Securities to be held to maturity
U.S. Government-sponsored agencies

Mortgage-backed securities
State and political subdivisions
Corporate securities

Restricted equity securities
Federal Home Loan Bank Stock
Federal Reserve Bank Stock

Amortized
Cost

$164,752,000
113,069,000
1,578,000
$279,399,000

$60,919,000

39,193,000
42,908,000
300,000
$143,320,000

$13,412,000
1,036,000
$ 14,448,000

Unrealized
Gains

$4,636,000
8,074,000
43,000
$12,753,000

$242,000

2,850,000
4,036,000

$7,128,000
$—

$—

Unrealized
Losses

$(295,000
(199,000
(44,000
$(538,000

A

$(182,000 )
(19,000 )

$(201,000 )

$—

$—

Fair Value
(Estimated)

$169,093,000
120,944,000
1,577,000
$291,614,000

$60,979,000

42,024,000
46,944,000
300,000
$150,247,000

$13,412,000
1,036,000
$ 14,448,000

The following table summarizes the amortized cost and estimated fair value of investment securities at September 30,

2012:

Securities available for sale
Mortgage-backed securities
State and political subdivisions
Other equity securities

Securities to be held to maturity
U.S. Government-sponsored agencies

Mortgage-backed securities
State and political subdivisions
Corporate securities

Restricted equity securities

Federal Home Loan Bank Stock
Federal Reserve Bank Stock

Page 9

Amortized
Cost

$183,126,000
100,614,000
1,563,000
$285,303,000

$65,859,000

44,236,000
43,861,000
300,000
$154,256,000

$13,412,000
1,036,000
$14,448,000

Unrealized
Gains

$6,408,000
8,363,000
49,000
$14,820,000

$390,000

3,400,000
4,367,000

$8,157,000

$—

Unrealized
Losses

$(97,000
(22,000
(104,000
$(223,000

~— O N

$(21,000 )
(10,000 )

$(31,000 )

$—

$—

Fair Value
(Estimated)

$189,437,000
108,955,000
1,508,000
$299,900,000

$66,228,000

47,626,000
48,228,000
300,000
$162,382,000

$13,412,000
1,036,000
$ 14,448,000
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The following table summarizes the contractual maturities of investment securities at September 30, 2013:
Securities to be held to maturity

Securities available for sale

Amortized Fair Value

Cost (Estimated)
Due in 1 year or less $1,755,000 $1,775,000
Due in 1 to 5 years 14,249,000 14,473,000
Due in 5 to 10 years 18,808,000 19,199,000
Due after 10 years 287,955,000 280,780,000
Equity securities 1,614,000 1,673,000

$324,381,000

Amortized
Cost
$717,000
6,559,000
33,863,000
131,112,000

Fair Value
(Estimated)
$726,000
6,955,000
34,692,000
123,896,000

$317,900,000 $172,251,000 $166,269,000

The following table summarizes the contractual maturities of investment securities at December 31, 2012:
Securities to be held to maturity

Securities available for sale

Amortized Fair Value

Cost (Estimated)
Due in 1 year or less $18,761,000 $18,926,000
Due in 1 to 5 years 27,243,000 27,816,000
Due in 5 to 10 years 16,686,000 17,666,000
Due after 10 years 215,131,000 225,629,000
Equity securities 1,578,000 1,577,000

$279,399,000 $291,614,000

Amortized
Cost
$3,754,000
11,950,000
27,461,000
100,155,000

$143,320,000

Fair Value
(Estimated)
$3,785,000
12,701,000
29,986,000
103,775,000

$150,247,000

The following table summarizes the contractual maturities of investment securities at September 30, 2012:
Securities to be held to maturity

Securities available for sale

Amortized Fair Value

Cost (Estimated)
Due in 1 year or less $4,592,000 $4,652,000
Due in 1 to 5 years 50,173,000 51,286,000
Due in 5 to 10 years 16,908,000 17,965,000
Due after 10 years 212,067,000 224,489,000
Equity securities 1,563,000 1,508,000

$285,303,000 $299,900,000

Amortized
Cost
$1,376,000
11,046,000
20,519,000
121,315,000

$154,256,000

Fair Value
(Estimated)
$1,380,000
11,569,000
22,376,000
127,057,000

$162,382,000

At September 30, 2013, securities with a fair value of $156,727,000 were pledged to secure public deposits,
repurchase agreements, and for other purposes as required by law. This compares to securities with a fair value of
$154,817,000 as of December 31, 2012 and $171,004,000 at September 30, 2012, pledged for the same purposes.

Page 10
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Gains and losses on the sale of securities available for sale are computed by subtracting the amortized cost at the time
of sale from the security's selling price, net of accrued interest to be received. The following table shows securities
gains and losses for the nine months and quarters ended September 30, 2013 and 2012:

For the nine months ended For the quarters ended September
September 30, 30,
2013 2012 2013 2012
Proceeds from sales of securities $10,563,000 $25,437,000 $— $300,000
Gross realized gains 1,087,000 2,256,000 — —
Gross realized losses — (289,000 ) — —
Net gain $1,087,000 $1,967,000 $— $—
Related income taxes $380,000 $688,000 $— $—

Management reviews securities with unrealized losses for other than temporary impairment. As of September 30,
2013, there were 297 securities with unrealized losses held in the Company's portfolio. These securities were
temporarily impaired as a result of changes in interest rates reducing their fair value, of which seven had been
temporarily impaired for 12 months or more. At the present time, there have been no material changes in the credit
quality of these securities resulting in other than temporary impairment, and in Management's opinion, no additional
write-down for other-than-temporary impairment is warranted. Information regarding securities temporarily impaired
as of September 30, 2013 is summarized below:

Less than 12 months 12 months or more Total
Fair Value Unrealized Fair Value Unrealized Fair Value Unrealized
(Estimated) Losses (Estimated) Losses (Estimated) Losses

U.S.

ioevrli‘f;rsnent'Sponsored $82,752,000  $(8,684,000 ) $— $— $82,752,000  $(8,684,000 )

Mortgage-backed 84,609,000 (2,514,000 ) 3,086,000 (133,000 ) 87,695,000 (2,647,000 )

securities

State and political 73244000 (8,760,000 ) 334,000 (30,000 ) 73,578,000 (8,790,000 )
subdivisions

Other equity securities — 50,000 (3,000 ) 50,000 (3,000 )

$240,605,000 $(19,958,000) $3,470,000 $(166,000 ) $244,075,000 $(20,124,000)

As of December 31, 2012, there were 42 securities with unrealized losses held in the Company's portfolio. These
securities were temporarily impaired as a result of changes in interest rates reducing their fair value, of which seven
had been temporarily impaired for 12 months or more. Information regarding securities temporarily impaired as of
December 31, 2012 is summarized below:

Less than 12 months 12 months or more Total
Fair Value Unrealized Fair Value Unrealized Fair Value Unrealized
(Estimated)  Losses (Estimated)  Losses (Estimated)  Losses
U.S.
Government-sponsored ¢ 1517 000 §(182,000 ) $— $— $15,817,000 $(182,000 )
agencies

Mortgage-backed
securities

State and political
subdivisions

9,982,000 (231,000 ) 2,534,000 (83,000 ) 12,516,000 (314,000 )

8,621,000 (199,000 ) — — 8,621,000 (199,000 )
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Other equity securities — — 222,000 (44,000 ) 222,000 (44,000 )
$34,420,000 $(612,000 ) $2,756,000 $(127,000 ) $37,176,000 $(739,000 )

Page 11
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As of September 30, 2012, there were 20 securities with unrealized losses held in the Company's portfolio. These
securities were temporarily impaired as a result of changes in interest rates reducing their fair value, of which seven
had been temporarily impaired for 12 months or more. Information regarding securities temporarily impaired as of
September 30, 2012 is summarized below:

Less than 12 months 12 months or more Total
Fair Value Unrealized Fair Value Unrealized Fair Value Unrealized
(Estimated)  Losses (Estimated)  Losses (Estimated)  Losses
U.S.
Government-sponsored ¢y 199 000 (21,000 ) $— $— $1,199,000  $(21,000 )
agencies

Mortgage-backed 12,990,000 (76,000 ) 3,104,000 (31,000 ) 16,094,000 (107,000 )

securities

State and political 1,123,000 (22000 ) — _ 1,123,000 (22000 )
subdivisions

Other equity securities 3,000 — 191,000 (104,000 ) 194,000 (104,000 )

$15,315,000 $(119,000 ) $3,295,000 $(135,000 ) $18,610,000 $(254,000 )
The Bank is a member of the Federal Home Loan Bank ("FHLB") of Boston, a cooperatively owned wholesale bank
for housing and finance in the six New England States. As a requirement of membership in the FHLB, the Bank must
own a minimum required amount of FHLB stock, calculated periodically based primarily on its level of borrowings
from the FHLB. The Bank uses the FHLB for much of its wholesale funding needs. As of September 30, 2013 and
2012, and December 31, 2012, the Bank's investment in FHLB stock totaled $12,875,000, $13,412,000 and
$13,412,000, respectively. FHLB stock is a non-marketable equity security and therefore is reported at cost, which
equals par value.

Note 3 — Loans
The following table shows the composition of the Company's loan portfolio as of September 30, 2013 and 2012 and at
December 31, 2012:

September 30, 2013 December 31, 2012 September 30, 2012

Commercial

Real estate $248,889,000 289 % $251,335,000 28.9 % $256,531,000 29.5 %

Construction 19,409,000 2.3 % 22,417,000 2.6 % 21,905,000 2.5 %

Other 85,130,000 9.9 % 81,183,000 9.3 % 83,703,000 9.6 %
Municipal 18,218,000 2.1 % 14,704,000 1.7 % 16,448,000 1.9 %
Residential

Term 375,387,000 435 % 379,447,000 437 % 369,949,000 425 %

Construction 7,617,000 0.9 % 6,459,000 0.7 % 6,528,000 0.8 %
Home equity line of credit 92,374,000 10.7 % 99,082,000 114 % 100,099,000 11.5 %
Consumer 15,049,000 1.7 % 14,657,000 1.7 % 14,708,000 1.7 %
Total $862,073,000 100.0 % $869,284,000 100.0 % $869,871,000 100.0 %

Loan balances include net deferred loan costs of $2,007,000 as of September 30, 2013, $1,783,000 as of December 31,
2012, and $1,694,000 as of September 30, 2012. Pursuant to collateral agreements, qualifying first mortgage loans,
which totaled $260,084,000 at September 30, 2013, $256,378,000 at December 31, 2012, and $244,794,000 at
September 30, 2012, were used to collateralize borrowings from the FHLB. In addition, commercial, construction and
home equity loans totaling $195,687,000 at September 30, 2013, $220,520,000 at December 31, 2012, and
$234,200,000 at September 30, 2012, were used to collateralize a standby line of credit at the Federal Reserve Bank of
Boston that is currently unused.
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For all loan classes, loans over 30 days past due are considered delinquent. Information on the past-due status of loans
by class of financing receivable as of September 30, 2013, is presented in the following table:

30-59 Days 60-89 Days

Past Due
Commercial

Real estate $1,537,000

Construction —

Other 3,970,000
Municipal —
Residential

Term 1,553,000

Construction —

Home e;quny line 666.000

of credit

Consumer 89,000
Total $7,815,000

Past Due

$—

291,000

1,649,000

12,000

90+ Days
Past Due

$2,085,000

62,000
1,783,000

8,281,000

1,045,000
51,000

All
Past Due

$3,622,000

62,000
6,044,000

11,483,000

1,711,000
152,000

Current

$245,267,000 $248,889,000

19,347,000
79,086,000
18,218,000

363,904,000

7,617,000
90,663,000
14,897,000

90+ Days
Total & Accruing

$—
19,409,000 —
85,130,000 —
18,218,000 —
375,387,000 264,000
7,617,000 —
92,374,000 40,000
15,049,000 51,000

$1,952,000 $13,307,000 $23,074,000 $838,999,000 $862,073,000 $355,000

Information on the past-due status of loans by class of financing receivable as of December 31, 2012, is presented in

the following table:

30-59 Days 60-89 Days 90+ Days

Past Due

$2,380,000
35,000
2,306,000

9,298,000

1,136,000
45,000

All
Past Due

$4,898,000
64,000
3,182,000
136,000

12,784,000
188,000
1,699,000
216,000

Current

$246,437,000 $251,335,000

22,353,000
78,001,000
14,568,000

366,663,000
6,271,000
97,383,000
14,441,000

90+ Days
Total & Accruing

$102,000
22,417,000 —
81,183,000 2,000
14,704,000 —
379,447,000 363,000
6,459,000 —
99,082,000 539,000
14,657,000 45,000

$6,089,000 $1,878,000 $15,200,000 $23,167,000 $846,117,000 $869,284,000 $1,051,000

Information on the past-due status of loans by class of financing receivable as of September 30, 2012, is presented in

Past Due Past Due
Commercial

Real estate $2,172,000 $346,000

Construction — 29,000

Other 658,000 218,000
Municipal 136,000 —
Residential

Term 2,404,000 1,082,000

Construction 188,000 —

Home equity line 435 500 133 000
of credit
Consumer 101,000 70,000
Total
the following table:
30-59 Days 60-89 Days
Past Due Past Due
Commercial

Real estate $190,000  $102,000

Construction 31,000 —

Other 448,000 248,000
Municipal — —
Residential

Term 1,436,000 2,536,000

Construction — —

Home equity line
) 358,000 —
of credit
Consumer 169,000 19,000
Total $2,632,000 $2,905,000

90+ Days
Past Due

$2,105,000
154,000
1,790,000

9,047,000
23,000

1,000,000
63,000

All
Past Due

$2,397,000
185,000
2,486,000

13,019,000
23,000

1,358,000
251,000

Current

21,720,000
81,217,000
16,448,000

356,930,000
6,505,000

98,741,000

90+ Days
Total & Accruing
$254,134,000 $256,531,000 $283,000
21,905,000 —
83,703,000 —
16,448,000 —
369,949,000 1,442,000
6,528,000 —
100,099,000 —
14,708,000 62,000

14,457,000

$14,182,000 $19,719,000 $850,152,000 $869,871,000 $1,787,000
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For all classes, loans are placed on non-accrual status when, based on current information and events, it is probable
that the Company will be unable to collect all amounts due according to the contractual terms of the loan agreement or
when principal and interest is 90 days or more past due unless the loan is both well secured and in the process of
collection (in which case the loan may continue to accrue interest in spite of its past due status). A loan is "well
secured" if it is secured (1) by collateral in the form of liens on or pledges of real or personal property, including
securities, that have a realizable value sufficient to discharge the debt (including accrued interest) in full, or (2) by the
guarantee of a financially responsible party. A loan is "in the process of collection" if collection of the loan is
proceeding in due course either (1) through legal action, including judgment enforcement procedures, or, (2) in
appropriate circumstances, through collection efforts not involving legal action which are reasonably expected to
result in repayment of the debt or in its restoration to a current status in the near future.
Cash payments received on non-accrual loans, which are included in impaired loans, are applied to reduce the loan's
principal balance until the remaining principal balance is deemed collectible, after which interest is recognized when
collected. As a general rule, a loan may be restored to accrual status when payments are current for a substantial
period of time, generally six months, and repayment of the remaining contractual amounts is expected or when it
otherwise becomes well secured and in the process of collection. Information on nonaccrual loans as of September 30,
2013 and 2012 and at December 31, 2012 is presented in the following table:

September 30, 2013 December 31, 2012 September 30, 2012

Commercial
Real estate $3,996,000 $4,603,000 $5,200,000
Construction 62,000 101,000 3,546,000
Other 2,542,000 3,459,000 3,030,000
Municipal — — —
Residential
Term 10,279,000 10,333,000 10,745,000
Construction — — 23,000
Home equity line of credit 1,033,000 654,000 1,028,000
Consumer — — 1,000
Total $17,912,000 $19,150,000 $23,573,000

Impaired loans include troubled debt restructured and loans placed on non-accrual. These loans are measured at the
present value of expected future cash flows discounted at the loan's effective interest rate or at the fair value of the
collateral if the loan is collateral dependent. If the measure of an impaired loan is lower than the recorded investment
in the loan and estimated selling costs, a specific reserve is established for the difference.
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A breakdown of impaired loans by class of financing receivable as of and for the period ended September 30, 2013, is
presented in the following table:

Recorded
Investment

With No Related Allowance
Commercial
Real estate  $11,848,000
Construction 62,000

Other 3,939,000
Municipal —
Residential

Term 15,787,000

Construction —

Home equity
line of credit 1,638,000

Consumer —
$33,274,000

With an Allowance Recorded

Commercial
Real estate  $5,122,000
Construction 1,302,000

Other 987,000
Municipal —
Residential

Term 3,351,000

Construction —

Home equity  ,
line of credit

Consumer —
$10,802,000
Total
Commercial
Real estate  $16,970,000
Construction 1,364,000

Other 4,926,000
Municipal —
Residential

Term 19,138,000

Construction —

Home equity , <7¢ 100
line of credit

Consumer —
$44,076,000

Unpaid
Principal
Balance

$12,509,000
79,000
4,282,000

17,888,000

1,854,000

$36,612,000

$5,644,000
1,302,000
1,097,000

3,493,000

40,000

$11,576,000

$18,153,000
1,381,000
5,379,000

21,381,000

1,894,000

$48,188,000

Related
Allowance

$—

$1,535,000
269,000
807,000

228,000

6,000

$2,845,000

$1,535,000
269,000
807,000

228,000

6,000

$2,845,000

For the nine months ended
September 30, 2013

Average
Recorded
Investment

$10,913,000
262,000
3,793,000

14,435,000

1,601,000

$31,004,000

$6,327,000
1,965,000
1,843,000

5,261,000

76,000

$15,472,000

$17,240,000
2,227,000
5,636,000

19,696,000

1,677,000

$46,476,000

Recognized

Interest
Income

$351,000
4,000
168,000

385,000

24,000

$932,000

$154,000
32,000
11,000

105,000

1,000

$303,000

$505,000
36,000
179,000

490,000

25,000

$1,235,000

For the quarter ended
September 30, 2013

Average
Recorded
Investment

$11,487,000
364,000
3,923,000

15,564,000

1,644,000

$32,982,000

$5,617,000
1,312,000
1,518,000

3,884,000

41,000

$12,372,000

$17,104,000
1,676,000
5,441,000

19,448,000

1,685,000

$45,354,000

Recognized
Interest
Income

$151,000
1,000
109,000

137,000

9,000

$407,000

$44,000
13,000

$69,000

$195,000
14,000
109,000

149,000

9,000

$476,000

Substantially all interest income recognized on impaired loans for all classes of financing receivables was recognized

on a cash basis as received.

27



Page 15

Edgar Filing: First Bancorp, Inc /ME/ - Form 10-Q

28



Edgar Filing: First Bancorp, Inc /ME/ - Form 10-Q

A breakdown of impaired loans by class of financing receivable as of and for the year ended December 31, 2012, is

presented in the following table:

With No Related Allowance

Commercial
Real estate
Construction
Other
Municipal
Residential
Term
Construction
Home equity line of credit
Consumer

With an Allowance Recorded

Commercial
Real estate
Construction
Other
Municipal
Residential
Term
Construction
Home equity line of credit
Consumer

Total
Commercial
Real estate
Construction
Other
Municipal
Residential
Term
Construction
Home equity line of credit
Consumer

Page 16

Recorded
Investment

$9,386,000
101,000
4,737,000

12,747,000

1,311,000

$28,282,000

$6,388,000
3,253,000
1,124,000

6,697,000

$17,462,000

$15,774,000
3,354,000
5,861,000

19,444,000

1,311,000

$45,744,000

Unpaid
Principal
Balance

$9,963,000
115,000
5,345,000

14,440,000

1,440,000

$31,303,000

$7,018,000
3,253,000
1,126,000

6,842,000

$18,239,000

$16,981,000
3,368,000
6,471,000

21,282,000

1,440,000

$49,542,000

Related
Allowance

$1,523,000
969,000
652,000

395,000

$3,539,000

$1,523,000
969,000
652,000

395,000

$3,539,000

Average
Recorded
Investment

$10,102,000
2,533,000
2,877,000

9,801,000
560,000
961,000
3,000
$26,837,000

$4,614,000
1,816,000
1,974,000

9,066,000
261,000
442,000
9,000
$18,182,000

$14,716,000
4,349,000
4,851,000

18,867,000
821,000
1,403,000
12,000
$45,019,000

Recognized
Interest
Income

$199,000

53,000

189,000

27,000

$468,000

$211,000
85,000
38,000

237,000

$571,000

$410,000
85,000
91,000

426,000

27,000

$1,039,000
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A breakdown of impaired loans by class of financing receivable as of and for the period ended September 30, 2012, is
presented in the following table:

Recorded
Investment

With No Related Allowance

Commercial
Real estate  $10,142,000
Construction4,694,000
Other 2,362,000
Municipal ——
Residential
Term 8,414,000
Construction23,000
Home equity
line of credit 957,000
Consumer  —
$26,592,000

With an Allowance Recorded

Commercial
Real estate  $6,179,000
Construction 1,951,000
Other 2,543,000
Municipal ——
Residential
Term 10,891,000
Construction—

Home equity
line of credit 488,000

Consumer 1,000
$22,053,000

Total

Commercial

Real estate  $16,321,000
Construction 6,645,000

Other 4,905,000
Municipal ——
Residential

Term 19,305,000

Construction 23,000
Home equity
line of credit 1,445,000
Consumer 1,000

$48,645,000

Unpaid
Principal
Balance

$10,858,000
4,694,000
2,543,000

8,870,000
272,000

1,076,000

$28,313,000

$6,416,000
1,951,000
2,573,000

11,066,000

488,000

1,000
$22,495,000

$17,274,000
6,645,000
5,116,000

19,936,000
272,000

1,564,000

1,000
$50,808,000

Note 4. Allowance for Loan Losses

Related
Allowance

$—

$1,416,000
696,000
1,240,000

1,494,000

215,000

1,000
$5,062,000

$1,416,000
696,000
1,240,000

1,494,000

215,000

1,000
$5,062,000

For the nine months ended

September 30, 2012

Average
Recorded
Investment

$10,238,000
2,319,000
2,548,000

9,267,000
747,000

868,000

4,000
$25,991,000

$4,058,000
1,613,000
2,105,000

9,215,000
348,000

563,000

12,000
$17,914,000

$14,296,000
3,932,000
4,653,000

18,482,000
1,095,000

1,431,000

16,000
$43,905,000

Recognized

Interest
Income

$134,000
34,000
22,000

102,000

14,000

$306,000

$113,000
61,000
28,000

202,000

$404,000

$247,000
95,000
50,000

304,000

14,000

$710,000

For the quarter ended
September 30, 2012

Average
Recorded
Investment

$11,257,000
2,578,000
2,223,000

8,477,000
481,000

1,089,000

$26,105,000

$4,119,000
2,086,000
2,290,000

10,672,000
111,000

558,000

6,000
$19,842,000

$15,376,000
4,664,000
4,513,000

19,149,000
592,000

1,647,000

6,000
$45,947,000

Recognized
Interest
Income

$23,000
8,000
6,000

31,000

14,000

$82,000

$97,000
24,000
10,000

75,000

$206,000

$120,000
32,000
16,000

106,000

14,000

$288,000
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The Company provides for loan losses through the establishment of an allowance for loan losses which represents an
estimated reserve for existing losses in the loan portfolio. A systematic methodology is used for determining the
allowance that includes a quarterly review process, risk rating changes, and adjustments to the allowance. The loan
portfolio is classified in eight classes and

Page 17
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credit risk is evaluated separately in each class. The appropriate level of the allowance is evaluated continually based
on a review of significant loans, with a particular emphasis on nonaccruing, past due, and other loans that may require
special attention. Other factors include general conditions in local and national economies; loan portfolio composition
and asset quality indicators; and internal factors such as changes in underwriting policies, credit administration
practices, experience, ability and depth of lending management, among others. The allowance consists of four
elements: (1) specific reserves for loans evaluated individually for impairment; (2) general reserves for each portfolio
segment based on historical loan loss experience, (3) qualitative reserves judgmentally adjusted for local and national
economic conditions, concentrations, portfolio composition, volume and severity of delinquencies and nonaccrual

loans, trends of criticized and classified loans, changes in credit policies and underwriting standards, credit
administration practices, and other factors as applicable for each portfolio segment; and (4) unallocated reserves. All
outstanding loans are considered in evaluating the appropriateness of the allowance. A breakdown of the allowance
for loan losses as of September 30, 2013, December 31, 2012, and September 30, 2012, by class of financing
receivable and allowance element, is presented in the following tables:

Specific General
Reserves on
Loans Reserves on Reserves for
As of September 30, 2013 Evaluated Loan§ Ba§ ed Qualitative Unallocated - Total
.. on Historical Reserves Reserves
Individually Factors
Loss
for )
. Experience
Impairment
Commercial
Real estate $1,535,000 $2,231,000 $2,037,000 $— $5,803,000
Construction 269,000 178,000 162,000 — 609,000
Other 807,000 764,000 698,000 — 2,269,000
Municipal — — 16,000 — 16,000
Residential
Term 228,000 360,000 394,000 — 982,000
Construction — 7,000 8,000 — 15,000
Home equity line of credit 6,000 352,000 308,000 — 666,000
Consumer — 342,000 211,000 — 553,000
Unallocated — — — 1,544,000 1,544,000
$2,845,000 $4,234,000 $3,834,000 $1,544,000 $12,457,000
Specific General
Reserves on
Loans Reserves on Reserves for
As of December 31, 2012 Evaluated Loan§ Ba§ ed Qualitative Unallocated - Total
. . on Historical Reserves Reserves
Individually Factors
Loss
for )
. Experience
Impairment
Commercial
Real estate $1,523,000 $2,369,000 $1,973,000 $— $5,865,000
Construction 969,000 213,000 177,000 — 1,359,000
Other 652,000 763,000 635,000 — 2,050,000
Municipal — — 18,000 — 18,000
Residential
Term 395,000 278,000 436,000 — 1,109,000
Construction — 4,000 7,000 — 11,000
Home equity line of credit — 315,000 339,000 — 654,000
Consumer — 362,000 230,000 — 592,000
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Unallocated
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$3,539,000  $4,304,000  $3,815,000

842,000
$842,000

842,000
$12,500,000
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As of September 30, 2012

Commercial
Real estate
Construction
Other

Municipal

Residential
Term
Construction

Home equity line of credit

Consumer

Unallocated

Specific
Reserves on
Loans
Evaluated
Individually
for
Impairment

$1,416,000
696,000
1,240,000

1,494,000

215,000
1,000

$5,062,000

General
Reserves on
Loans Based
on Historical
Loss
Experience

$2,479,000
210,000
807,000

293,000
5,000

238,000
317,000

$4,349,000
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Reserves for
Qualitative
Factors

$1,800,000
153,000
585,000
18,000

436,000
9,000

337,000
230,000

$3,568,000

Unallocated
Reserves

1,760,000
$1,760,000

Total
Reserves

$5,695,000
1,059,000
2,632,000
18,000

2,223,000
14,000
790,000
548,000
1,760,000
$14,739,000

Qualitative adjustment factors are taken into consideration when determining reserve estimates. These adjustment
factors are based upon our evaluation of various current conditions, including those listed below.

General economic conditions.

Credit quality trends with emphasis on loan delinquencies, nonaccrual levels and classified

loans.

Recent loss experience in particular segments of the portfolio.
{.0an volumes and concentrations, including changes in mix.
Other factors, including changes in quality of the loan origination; loan policy changes; changes in credit risk

management processes; Bank regulatory and external loan review examination results.

The qualitative portion of the allowance for loan losses was 0.47% of related loans as of September 30, 2013,
compared to 0.46% of related loans as of December 31, 2012. The qualitative portion increased $19,000 between
December 31, 2012 and September 30, 2013 as a result of a higher level of pooled substandard commercial loans.

Changes to qualitative adjustments for other major portfolio segments were not material in this period.

The unallocated portion of the allowance totaled $1,544,000 at September 30, 2013, or 12% of the total reserve.
This compares to $842,000 as of December 31, 2012. The fluctuation in the unallocated component is supported by

the following:

A portion of the increase in the unallocated amount was attributable to uncertainties of the economic impact related to
the Government shutdown and federeal debt ceiling issues looming over the country at September 30, 2013.

Losses in the commercial loan portfolio have been influenced by classified levels and exacerbated by declines in real
estate values, reflected in appraisal updates on collateral that secure troubled loans. Certain valuation declines have
been more than expected. The unallocated portion allows some coverage for unexpected and specifically unidentified

losses in pooled portfolios.

An internal analysis completed on sales of other real estate owned found these properties sold, on average,
approximately 20% below the appraised value of the property at the time of take in. Based on the analysis,
Management applies a 20% additional discount factor to arrive at OREO take in amounts. This will impact the
allowance as these potential additional write downs would be taken against the allowance, and the unallocated portion
provides additional reserves for these adjustments.
Watch-rated commercial loans have remained elevated after bottoming out in the third quarter of 2009. Additional
{osses may exist in this portfolio segment, yet are not identifiable at present. The unallocated portion provides some

level of support for this.

34



Edgar Filing: First Bancorp, Inc /ME/ - Form 10-Q

The present view of the economic recovery is one moving at a slow to moderate pace; consequently, caution remains
appropriate at the evaluation date regarding the direction of the economy and its impact on Bank loan portfolio
quality. The spike in interest rates during the second and third quarter increases uncertainty in the existing loan
portfolio and warrants an increase in the unallocated reserve over the nine months ended September 30, 2013. Until
conditions show consistent improvement, particularly with employment levels, and until the real estate markets return
to some form of normalcy, losses may be higher than normal.

The unallocated portion is also available to cover imprecision or uncertainties to incorporate the range of probable
outcomes inherent in estimates used for the allowance, which may change from period to period.

Page 19
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Commercial loans are comprised of three major classes, commercial real estate loans, commercial construction loans
and other commercial loans. Commercial real estate is primarily comprised of loans to small businesses collateralized
by owner-occupied real estate, while other commercial is primarily comprised of loans to small businesses
collateralized by plant and equipment, commercial fishing vessels and gear, and limited inventory-based lending.
Commercial real estate loans typically have a maximum loan-to-value of 75% based upon current appraisal
information at the time the loan is made. Municipal loans are comprised of loans to municipalities in Maine for
capitalized expenditures, construction projects or tax-anticipation notes. All municipal loans are considered general
obligations of the municipality and as such are collateralized by the taxing ability of the municipality for repayment of
debt.

Construction loans, both commercial and residential, comprise a very small portion of the portfolio, and at 21.0% of
capital are well under the regulatory guidance of 100.0% of capital at September 30, 2013. Construction loans and
non-owner-occupied commercial real estate loans are at 75.1% of total capital, well under regulatory guidance of
300.0% of capital at September 30, 2013.

The process of establishing the allowance with respect to the commercial loan portfolio begins when a loan officer
initially assigns each loan a risk rating, using established credit criteria. Approximately 50% of the outstanding loans
and commitments are subject to review and validation annually by an independent consulting firm, as well as
periodically by the Company's internal credit review function. The methodology employs Management's judgment as
to the level of losses on existing loans based on internal review of the loan portfolio, including an analysis of a
borrower's current financial position, and the consideration of current and anticipated economic conditions and their
potential effects on specific borrowers and or lines of business. In determining the Company's ability to collect certain
loans, Management also considers the fair value of underlying collateral. The risk rating system has eight levels,
defined as follows:

1 Strong

Credits rated "1" are characterized by borrowers fully responsible for the credit with excellent capacity to pay
principal and interest. Loans rated "1" may be secured with acceptable forms of liquid collateral.

2 Above Average

Credits rated "2" are characterized by borrowers that have better than average liquidity, capitalization, earnings and/or
cash flow with a consistent record of solid financial performance.

3 Satisfactory

Credits rated "3" are characterized by borrowers with favorable liquidity, profitability and financial condition with
adequate cash flow to pay debt service.

4 Average

Credits rated "4" are characterized by borrowers that present risk more than 1, 2 and 3 rated loans and merit an
ordinary level of ongoing monitoring. Financial condition is on par or somewhat below industry averages while cash
flow is generally adequate to meet debt service requirements.

5 Watch

Credits rated "5" are characterized by borrowers that warrant greater monitoring due to financial condition or
unresolved and identified risk factors.

6 Other Assets Especially Mentioned (OAEM)

Loans in this category are currently protected but are potentially weak and constitute an undue and unwarranted credit
risk, but not to the point of justifying a classification of substandard. OAEM have potential weaknesses which may, if
not checked or corrected, weaken the asset or inadequately protect the Bank's credit position at some future date.

7 Substandard

Loans in this category are inadequately protected by the current sound worth and paying capacity of the borrower or
of the collateral pledged, if any. Loans so classified have a well-defined weakness or weaknesses that jeopardize the
liquidation of the debt. Substandard loans are characterized by the distinct possibility that the Bank may sustain some
loss if the deficiencies are not corrected.
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8 Doubtful
Loans classified "Doubtful" have the same weaknesses as those classified substandard with the added characteristic

that the weaknesses make collection or liquidation in full, based on currently existing facts, conditions, and values,
highly questionable and improbable. The possibility of loss is high, but because of certain important and reasonably
specific pending factors which may work to the advantage and strengthening of the asset, its classification as an
estimated loss is deferred until its more exact status may be determined.
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The following table summarizes the risk ratings for the Company's commercial real estate, commercial construction,
commercial other, and municipal loans as of September 30, 2013:

1 Strong

2 Above Average

3 Satisfactory
4 Average

5 Watch

6 OAEM

7 Substandard
8 Doubtful
Total

1 Strong

2 Above Average

3 Satisfactory
4 Average

5 Watch

6 OAEM

7 Substandard
8 Doubtful
Total

1 Strong

2 Above Average

3 Satisfactory
4 Average

5 Watch

6 OAEM

7 Substandard
8 Doubtful
Total
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Commercial
Real Estate
$18,000
14,964,000
36,696,000

110,665,000

30,568,000
25,314,000
30,273,000
391,000

Commercial
Construction
$—

667,000
2,219,000
12,640,000
21,000
3,001,000
861,000

$248,889,000 $19,409,000
The following table summarizes the risk ratings for the Company's commercial real estate, commercial construction,
commercial other, and municipal loans as of December 31, 2012:

Commercial
Real Estate
$19,000
13,871,000
34,454,000
99,712,000
43,369,000
26,302,000
33,153,000
455,000

Commercial
Construction
$—
1,274,000
2,312,000
12,322,000
1,721,000
79,000
4,709,000

$251,335,000 $22,417,000
The following table summarizes the risk ratings for the Company's commercial real estate, commercial construction,
commercial other, and municipal loans as of September 30, 2012:

Commercial
Real Estate
$20,000
18,918,000
36,580,000

105,150,000

39,494,000
21,530,000
34,359,000
480,000

$256,531,000

Commercial
Construction
$—

699,000
643,000
10,670,000
1,812,000
1,227,000
6,854,000

$21,905,000

Commercial
Other
$268,000
6,789,000
16,368,000
31,035,000
11,382,000
3,194,000
16,094,000

$85,130,000

Commercial
Other
$271,000
4,084,000
14,578,000
28,618,000
19,524,000
5,300,000
8,806,000
2,000
$81,183,000

Commercial
Other
$279,000
5,426,000
13,497,000
30,688,000
19,100,000
3,731,000
10,916,000
66,000
$83,703,000

Municipal
Loans

$—
16,124,000
2,094,000

$18,218,000

Municipal
Loans
$1,731,000
7,061,000
3,487,000
2,425,000

$ 14,704,000

Municipal
Loans
$1,775,000
8,651,000
3,523,000
2,499,000

$16,448,000

All Risk-
Rated Loans
$286,000
38,544,000
57,377,000
154,340,000
41,971,000
31,509,000
47,228,000
391,000
$371,646,000

All Risk-
Rated Loans
$2,021,000
26,290,000
54,831,000
143,077,000
64,614,000
31,681,000
46,668,000
457,000
$369,639,000

All Risk-
Rated Loans
$2,074,000
33,694,000
54,243,000
149,007,000
60,406,000
26,488,000
52,129,000
546,000
$378,587,000
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Commercial loans are generally charged off when all or a portion of the principal amount is determined to be
uncollectible. This determination is based on circumstances specific to a borrower including repayment ability,
analysis of collateral and other factors as applicable.

Residential loans are comprised of two classes: term loans, which include traditional amortizing home mortgages, and
construction loans, which include loans for owner-occupied residential construction. Residential loans typically have a
75% to 80% loan to value based upon current appraisal information at the time the loan is made. Home equity loans
and lines of credit are typically written to the same underwriting standards. Consumer loans are primarily amortizing
loans to individuals collateralized by automobiles, pleasure craft and recreation vehicles, typically with a maximum
loan to value of 80% to 90% of the purchase price of the collateral. Consumer loans also include a small amount of
unsecured short-term time notes to individuals.

Residential loans, consumer loans and home equity lines of credit are segregated into homogeneous pools with similar
risk characteristics. Trends and current conditions are analyzed and historical loss experience is adjusted accordingly.
Quantitative and qualitative adjustment factors for these segments are consistent with those for the commercial and
municipal classes. Certain loans in the residential, home equity lines of credit and consumer classes identified as
having the potential for further deterioration are analyzed individually to confirm impairment status, and to determine
the need for a specific reserve; however there is no formal rating system used for these classes. Consumer loans
greater than 120 days past due are generally charged off. Residential loans 90 days or more past due are placed on
non-accrual status unless the loans are both well secured and in the process of collection. One- to four-family
residential real estate loans and home equity loans are written down or charged-off no later than 180 days past due, or
for residential real estate secured loans having a borrower in bankruptcy, within 60 days of receipt of notification of
filing from the bankruptcy court, whichever is sooner. This is subject to completion of a current assessment of the
value of the collateral with any outstanding loan balance in excess of the fair value of the property, less costs to sell,
written down or charged-off.

There were no changes to the Company's accounting policies or methodology used to estimate the allowance for loan
losses during the nine months ended September 30, 2013.
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The following table presents allowance for loan losses activity by class for the nine months and quarter ended
September 30, 2013, and allowance for loan loss balances by class and related loan balances by class as of
September 30, 2013:

Home Equity

Commercial Municipal  Residential Line of Consumer  Un
Credit

Real Estate  Construction Other Term Construction

For the nine months ended September 30, 2013

E;iglcnemg $5,865,000 $1,359,000 $2,050,000 $18,000 $1,109,000 $11,000  $654,000  $592,000  $8:

Charge offs 150,000 963,000 1,053,000 — 909,000 _ 485000 333000 @ —
Recoveries — — 157,000 — 38,000 — 5,000 150,000 —
fcrr"evdlistl)"“ 88,000 213,000 1,115,000 (2,000 )744,000 4,000 492,000 144000 70
Ending

balance $5,803,000 $609,000  $2,269,000 $16,000 $982,000 $15,000  $666,000  $553,000 $1
For the three months ended September 30, 2013

f;iﬁ‘cfng $5,811,000  $591,000  $2,572,000 $18,000  $1,026,000 $9,000  $737,000  $631,000  $1.
Charge offs 89,000 33,000 532,000 — 302,000 — 54,000 81,000 —
Recoveries — — 13,000 — 2,000 — 3,000 60,000 —
Provision

(credit) 81,000 51,000 216,000 (2,000 )256,000 6,000 (20,000 )(57,000 )26
Ending
balance
Allowance for loan losses as of September 30, 2013

Ending

balance

specifically ¢y 535000 $269.000  $807,000 $— $228000  $— $6,000  $— $—
evaluated

for

impairment

Ending

balance

ngﬁl C;ggly $4,268,000  $340,000  $1,462,000 $16,000  $754,000  $15000  $660,000  $553,000  $1.
for

impairment

Related loan balances as of September 30, 2013

E;iglcge $248,889,000 $19,409,000 $85,130,000$18,218,000 $375,387,000 $7,617,000 $92,374,000 $15,049,000 $—
Ending
balance
specifically ¢ 16 070,000 $1,364,000 $4,926,000 $— $19,138,000 $— $1,678,000 $— $—
evaluated

for

impairment

Ending $231,919,000 $18,045,000 $80,204,000$18,218,000 $356,249,000 $7,617,000 $90,696,000 $15,049,000 $—
balance

$5,803,000 $609,000  $2,269,000 $16,000 $982,000 $15,000  $666,000  $553,000 $1
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The following table presents allowance for loan losses activity by class for the year-ended December 31, 2012 and
allowance for loan loss balances by class and related loan balances by class as of December 31, 2012:

Home

Commercial Municipal  Residential Equity Line Consumer Unal
of Credit

Real Estate ~ Construction Other Term Construction

For the year ended December 31, 2012

f;iﬁ‘crzng $5.659.000  $658.000  $2.063.000 $19.000  $1.159.000 $255.000 $595.000 $584.000  $2.0(
Charge offs 1,394,000 928,000 3215000 — 1911,000 389,000 688,000 555000 —
Recoveries 13,000 246,000 113000 — 110,000 54,000 1,000 208,000 —
gr"evdlistl)"“ 1,587,000 1,383,000 3,089,000 (1,000 1,751,000 91,000 746,000 355000 (1,16
Ending
balance
Allowance for loan losses as of December 31, 2012

Ending

balance

specifically ¢ 573000 $969.000  $652,000 $— $395.000  S— $— §— $—
evaluated

for

impairment

Ending

balance

Zggﬁf;ggly $4.342,000  $390.000 $1.398.000 $18.000  $714000  $11.000  $654,000 $592.000 $842
for

impairment

Related loan balances as of December 31, 2012

E;‘ig‘cge $251,335,000 $22.417,000 $81,183,000$ 14,704,000 $379.447.000 $6.459.000 $99.082.000$ 14.657.000$—
Ending
balance
specifically ¢ 15 994 000 $3,354,000 $5.861,000 $— $19,444,000 $— $1,311,000 $— $—
evaluated

for

impairment

Ending

balance

Zggﬁf;ggly $235.561,000 $19.063,000 $75,322.000$ 14.704.000 $360.003,000 $6.459.000 $97.771,000% 14.657.000$—
for

impairment

$5,865,000 $1,359,000 $2,050,000 $18,000 $1,109,000 $11,000  $654,000 $592,000 $842
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The following table presents allowance for loan losses activity by class for the nine months and quarter ended
September 30, 2012, and allowance for loan loss balances by class and related loan balances by class as of
September 30, 2012:

Home
. .. . . Equity
Commercial MunicipaResidential Line of ConsumetUnallocated Total
Credit
Real Estate ConstructionOther Term Construction

For the nine months ended September 30, 2012

f;ig‘cnemg $5,659,000$658,000  $2.063,000$19,000 $1,159,000$255,000%$595,000$584,000$2.,008,000 $13.000,000

Charge

o 1,101,000 87,000 2,168,000 — 554,000 381,000 391,000 382,000 — 5,064,000
Recoveries4,000 247,000 50,000 — 3,000 42,000 — 157,000 — 503,000
fcrr"evdlistl)"“ 1,133,000 241,000 2,687,000 (1,000 )1,615,000 98,000 586,000 189,000 (248,000 6,300,000
E;‘;g‘cge $5,695,000$1,059,000 $2,632,000$18,000 $2,223,000$14,000 $790,000$548,000$ 1,760,000 $ 14,739,000

For the three months ended September 30, 2012

E;iﬁ‘crgng $5,564,000$1,373,000 $2,476,000$19,000 $1,587,000$58,000 $809,000$603,000$ 1,895,000 $ 14,384,000

ch};:rge 186,000 87,000 6,000 — 179,000 263,000 342,000 106,000 — 1,169,000
Recoveries 3,000 1,000 39000 — 1.000 42000 — 38000 — 124,000
fcrr"evdlistl)"“ 314,000 (228,000 )123,000 (1,000 )814,000 177,000 323,000 13,000 (135,000 )1,400,000
E;‘;g‘cge $5.695,000$1,059.000 $2.632.000$18,000 $2.223.000$14,000 $790,000$
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