Edgar Filing: NORTHEAST BANCORP /ME/ - Form 10-K

NORTHEAST BANCORP /ME/
Form 10-K
September 25, 2009
FORM 10-K

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

(Mark One)

[X] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For fiscal year ended June 30, 2009

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

For the transition period from to
Commission file number (1-14588)

NORTHEAST BANCORP
(Exact name of registrant as specified in its charter)

Maine 01-0425066
(State or other jurisdiction of incorporation or (I.R.S. Employer Identification
organization) No.)
500 Canal Street, Lewiston, Maine 04240
(Address of principal executive offices) (Zip Code)
Registrant's telephone number, including area code: (207) 786-3245

Securities registered pursuant to Section 12(b) of the Act:

Title of each class: Name of each exchange on which
registered:
Common Stock, $1.00 par value NASDAQ

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer as defined in Rule 405 of the Securities
Act. Yes_No X

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. Yes_ No X

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes X No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate web site, if any,
every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of



Edgar Filing: NORTHEAST BANCORP /ME/ - Form 10-K

this Chapter) during the preceding 12 months (or shorter period that the registrant was required to submit and post
such files). Yes X No

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

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or
a smaller reporting company. See definition of “large accelerated filer," "accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act. (Check one): Large Accelerated Filer _ Accelerated filer _
Non-accelerated filer _ Smaller Reporting Company X

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes_No X

The aggregate market value of the Registrant's common shares held by non-affiliates, as of December 31, 2008, was
approximately $16,736,804 based on the last reported sales price of the Company's common shares on the NASDAQ
exchange as of the close of business on such date. Although directors and executive officers of the registrant and its
subsidiaries were assumed to be "affiliates" of the registrant for the purposes of this calculation, this classification is
not to be interpreted as an admission of such status. There were 2,321,332 common shares of the registrant
outstanding as of September 18, 2009.

1



Edgar Filing: NORTHEAST BANCORP /ME/ - Form 10-K

DOCUMENTS INCORPORATED BY REFERENCE

The following documents, in whole or in part, are specifically incorporated by reference in the indicated Part of this
Annual Report on Form 10-K:

Document Form 10-K Reference Location
Proxy Statement for the 2009 Annual Meeting I
of Shareholders

This Annual Report on Form 10-K contains certain forward-looking statements within the meaning of Section 27A of
the Securities Exchange Act of 1933 and Section 21E of the Securities Act of 1934 and is subject to risks,
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by such forward-looking statements. See "Item 1. Business -Forward Looking Statements and Risk Factors."
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PART 1
Item 1. Business

Overview and History

Northeast Bancorp ("us", "our", "we", or the "Company"), a Maine corporation chartered in April 1987, is a bank
holding company registered under the Bank Holding Company Act of 1956 (the "BHCA"). Prior to 1996, the
Company operated under the name Bethel Bancorp. The Company's primary subsidiary and principal asset is its
wholly-owned banking subsidiary, Northeast Bank (the "Bank" or "Northeast Bank"), which has eleven banking
branches. The Bank offers property and casualty insurance products through the Bank's wholly owned subsidiary,
Northeast Bank Insurance Group, Inc. ("NBIG"). NBIG has fourteen insurance agency offices, four of which are
located in our banking branches. In addition, we also offer investment services, including financial planning products
and services, through our office in Falmouth, Maine.

Northeast Bank, which was originally organized in 1872 as a Maine-chartered mutual savings bank and was formerly
known as Bethel Savings Bank F.S.B. ("Bethel"), is a Maine state-chartered bank and a member of the Federal
Reserve System. From 1987 to August 2004, Northeast Bank was a federal savings bank, and the Company was a
unitary savings and loan holding company registered with the Office of Thrift Supervision ("OTS"). In August 2004,
Northeast Bank's charter was converted into a Maine state-chartered universal bank, and the Company became a bank
holding company under the BHCA. In connection with the conversion of its charter, Northeast Bank applied for and
was granted membership in the Federal Reserve System. Accordingly, the Company and Northeast Bank are
currently subject to the regulatory oversight of the Federal Reserve Bank of Boston ("FRB") and the State of Maine
Bureau of Financial Institutions.

As of June 30, 2009, the Company, on a consolidated basis, had total assets of approximately $598 million, total
deposits of approximately $385 million, and stockholders' equity of approximately $47 million. Unless the context
otherwise requires, references herein to the Company include the Company and the Bank on a consolidated basis.

Strategy

Northeast Bancorp through its subsidiary, Northeast Bank, the Bank's subsidiary, NBIG, and third party affiliations,
provides a broad range of financial services to individuals and companies in western and south-central Maine and
southeastern New Hampshire. Although historically the Bank had been primarily a residential mortgage lender, over
the last decade the Bank has expanded its commercial loan business, increased its line of financial products and
services, and expanded its market area. Management’s strategy is to continue modest, but profitable, growth by
increasing our loan and deposit market share in our existing markets in western and south-central Maine and
southeastern New Hampshire, closely managing the yields on earning assets and rates on interest-bearing liabilities,
introducing new financial products and services, increasing the number of bank services per household, increasing
non-interest income from expanded investment and insurance brokerage and trust services, and controlling the growth
of non-interest expenses. Management believes that this strategy will increase core earnings in the long term by
providing stronger interest margins, additional non-interest income and increased loan volume. We believe that the
local character of the Bank's business and its "community bank" management philosophy allows it to compete
effectively in its market area.

Our community banking strategy emphasizes the development of long-term comprehensive banking relationships with
customers at each branch location by increasing the number of products and services with each customer and

providing consistent, high quality service from:

¢ employees with local decision-making authority;
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e employees who are familiar with the customers' needs, their business environment and competitive demands; and

e employees who are able to develop and customize personalized financial solutions that are tailored to the
customer’s needs.

With the goal of providing a full range of banking, financial planning, investment brokerage, and property and
casualty insurance services to our customers, and in an effort to develop strong, long-term primary banking
relationships with businesses and individuals, we have expanded our commercial banking operations by selectively
making commercial loans to small and medium sized companies. In this regard, our business development efforts
have been directed towards full service credit packages and financial services, as well as competitively priced
mortgage packages. In our effort to attract and maintain strong customer relationships, we also have continually
expanded the financial products and services that we make available to our customers. In particular, we expanded our
insurance division through acquisitions in order to provide a broader array of insurance products to our customers, and
we have continued to maintain an investment services division to provide financial planning products and service to
them as well.

The Bank is subject to examination and comprehensive regulation by the Maine Bureau of Financial Institutions (the
"Maine Bureau") and the FRB, and its deposits are insured by the Federal Deposit Insurance Corporation (the "FDIC")
to the extent permitted by law. The Bank also is a member of the Federal Home Loan Bank ("FHLB") of Boston.
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The principal executive offices of Northeast Bancorp and the Bank are located at 500 Canal Street, Lewiston, Maine,
04240, and the telephone number is (207) 786-3245.

Market Area

The Bank is headquartered in Lewiston, Maine with full service branches in Auburn, Augusta, Bethel, Brunswick,
Buckfield, Harrison, Lewiston (2), Mechanic Falls, Portland and South Paris, Maine. The Bank's investment
brokerage division has an office in Falmouth, Maine from which investment, insurance and financial planning
products and services are offered. The Bank’s mortgage loan orginators are in most of our branches and an office in
Portsmouth, New Hampshire. NBIG has offices in Auburn, Anson, Augusta, Berwick, Bethel, Jackman, Livermore
Falls, Mexico, Rangeley, Scarborough, South Paris, Thomaston and Turner, Maine and an office in Rochester, New
Hampshire from where the Bank's insurance division offers personal and commercial casualty and property insurance
products. The Company's primary market area, which covers western and south central regions of the State of Maine,
is characterized by a diverse economy, but a slow growth area even apart from the current economy.

Market for Services

Management believes that the Bank's principal markets are: (i) the residential real estate market within its primary
market area; (ii) small-to-medium sized businesses within its primary market area; (iii) the growing consumer loan
market, including indirect automobile dealer and recreational vehicle loans; and (iv) the growing consumer demand
for a wide range of other consumer-oriented financial services and products such as financial planning services,
investments, life insurance, property and casualty insurance, trust services, college loans and other similar products.

Businesses are solicited through the personal efforts of the officers and directors of both Northeast Bancorp and the
Bank. We believe that a locally-based, independent bank is often perceived by the local business community as
possessing a clearer understanding of local commerce and its needs. We also believe that we are able to make prudent
lending decisions more quickly than our competitors without compromising asset quality or profitability.

Competition

We encounter intense competition in our market area in making loans, attracting deposits, and selling other customer
products and services. The deregulation of the banking industry, the ability to create financial services holding
companies to engage in a wide range of financial services other than banking, and the widespread enactment of state
laws which permit multi-bank holding companies, as well as the availability of nationwide interstate banking, has
created a highly competitive environment for financial services providers. In one or more aspects of our business, we
compete with other savings banks, commercial banks, credit unions, mutual funds, insurance companies, brokerage
and investment banking companies, finance companies, and other financial intermediaries operating in Maine and
elsewhere. Many of our primary competitors, some of which are affiliated with large bank holding companies or
other larger financial-based institutions, have substantially greater resources, larger established customer bases, higher
lending limits, extensive branch networks, numerous ATMs and greater advertising and marketing budgets. They
may also offer services that we do not currently provide.

The principal factors in competing for deposits are convenient office locations, flexible hours, interest rates and
services, and Internet banking, while those relating to loans are interest rates, the range of lending services offered and
lending fees. Additionally, we believe that an emphasis on personalized financial planning and advice tailored to
individual customer needs, together with the local character of the Bank's business and its "community bank"
management philosophy will enhance our ability to compete successfully in our market areas. Further, we also offer a
wide range of financial services to our customers, including not only basic loan and deposit services, but also
investment services, trust services, and insurance products. We believe that our ability to provide such services and
advice, and to provide the financial services and products required by our customers, will be an attractive alternative
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to consumers in our market area.
Lending Activities
General

The primary source of income generated by the Bank is from the interest earned from our loan portfolio. The principal
lending activities of the Bank are the origination and purchase of conventional mortgages for the purpose of
constructing, financing, or re-financing one-to-four family residential properties and commercial properties. The
majority of the properties securing the mortgage loan portfolio are located in the State of Maine. Interest rates and
origination fees charged on loans originated by the Bank are generally competitive with other financial institutions
and other mortgage originators in our general market area.

Although residential and commercial real estate lending remains a strong component of the Bank's lending operations,
consistent with our business strategy, we also actively seek an increased volume of commercial and consumer
loans. Commercial loans are originated for commercial construction, acquisition, remodeling and general business

purposes. In this regard, the Bank, among other things,
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also originates loans to small businesses in association with the Small Business Administration, Rural Development
Administration and Finance Authority of Maine. Consumer loans include those for the purchase of automobiles,
boats, home improvements and personal investments.

Residential Lending

The major component of the Bank's lending activities consists of the origination of 1-4 family residential mortgage
loans collateralized by owner-occupied property, second mortgage and investment properties, most of which are
located in its primary service areas. The Bank offers a variety of mortgage loan products. Its originations generally
consist of adjustable rate mortgages ("ARMs") or fixed rate mortgage loans having terms of 10, 15, 20 or 30 years
amortized on a monthly basis, with principal and interest due each month. The Bank holds in portfolio most
adjustable rate mortgage loans. Fixed rate loans are generally sold into the secondary market. Additionally, the Bank
offers home equity loans and home equity lines of credit.

Fixed rate and adjustable rate mortgage loans collateralized by 1-4 family residential real estate generally have been
originated in amounts of no more than 80% of appraised value. The Bank may, however, lend up to 102% of the value

of the property collateralizing the loan, but if made in excess of 80% of the value of the property, they must be insured

by private or federally guaranteed mortgage insurance which includes but is not limited to Federal Housing
Administration (“FHA”), Veterans Administration (“VA”) and Rural Development (“RD”). In the case of mortgage loans,
the Bank requires mortgagee's title insurance to protect against defects in its lien on the property that collateralizes the
loan. The Bank in most cases requires title, fire, and extended casualty insurance to be obtained by the borrower, and,
where required by applicable regulations, flood insurance. The Bank maintains its own errors and omissions

insurance policy to protect against loss in the event of failure of a mortgagor to pay premiums on fire and other hazard
insurance policies.

The Bank offers adjustable rate mortgages with rate adjustments tied to the weekly average rate of one, three and five
year U.S. Treasury securities with specified minimum and maximum interest rate adjustments. The interest rates on a
majority of these mortgages are adjusted yearly with limitations on upward adjustments of 2% per adjustment period
and 6% over the life of the loan. The Bank generally charges a higher interest rate if the property is not
owner-occupied. It has been the Bank's experience that the proportions of fixed-rate and adjustable-rate loan
originations depend in large part on the interest rate environment. As interest rates fall, there is generally a reduced
demand for variable rate mortgages and, as interest rates rise, there is generally an increased demand for variable rate
mortgages.

Although the contractual loan payment period for 1-4 family residential real estate loans is generally for a 10, 15, 20
or 30 year period, such loans often remain outstanding for significantly shorter periods than their contractual

terms. The Bank generally does not charge a penalty for prepayment of mortgage loans. Mortgage loans originated
by the Bank customarily include a "due on sale" clause giving the Bank the right to declare a loan immediately due
and payable in the event, among other events, that the borrower sells or otherwise disposes of the real property subject
to a mortgage. In general, the Bank enforces due on sale clauses. The Bank generally applies the same underwriting
criteria to residential mortgage loans whether purchased or originated. In its loan purchases, the Bank generally
reserves the right to reject particular loans from a loan package being purchased and does reject loans in a package
that do not meet its underwriting criteria. In connection with loan purchases, the Bank receives various
representations and warranties from the sellers of the loans regarding the quality and characteristics of the loans. In
determining whether to purchase or originate a loan, the Bank assesses both the borrower's ability to repay the loan
and the adequacy of the proposed collateral. On originations, the Bank obtains appraisals of the property securing the
loan. Appraisals must comply with the Home valuation Code of Conduct and are subject to review by the Bank’s
appraisal unit. On purchases, the Bank reviews the appraisal obtained by the loan seller or originator. On purchases
and originations, the Bank reviews information concerning the income, financial condition, employment and credit
history of the applicant.

11
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We have adopted written, non-discriminatory underwriting standards for use in the underwriting and review of every
loan considered for origination or purchase. These underwriting standards are reviewed and approved annually by our
board of directors. Our underwriting standards for fixed rate residential mortgage loans generally conform to
standards established by Fannie Mae ("FNMA") and the Federal Home Loan Mortgage Corporation (the

"FHLMC"). A loan application is obtained or reviewed by the Bank's underwriters to determine the borrower's ability
to repay, and confirmation of the more significant information is obtained through the use of credit reports, financial
statements, and employment and other verifications.

Commercial Real Estate Lending

The Bank originates both multi-family and commercial real estate loans. Multi-family and commercial property loans
generally are made in amounts up to 80% of the lesser of the appraised value or purchase price of the

property. Although the largest multi-family or commercial loan in our portfolio at June 30, 2009 was $3,925,612,
most of these loans have balances under $500,000.

The Bank's permanent commercial real estate loans are secured by improved property such as office buildings,
medical facilities, retail centers, warehouses, apartment buildings, condominiums and other types of buildings, which
are located in its primary market area. Multi-family and commercial real estate loans generally have fixed or variable
interest rates indexed to FHLB and prime interest rates with notes having terms of 3 - 5 years. Mortgage loan
maturities have terms up to 20 years.

6
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Loans secured by multi-family and commercial real estate generally are larger and involve greater risks than
one-to-four family residential mortgage loans. Because payments on loans secured by multi-family and commercial
properties often are dependent on successful operation or management of the properties, repayment of such loans may
be subject to a greater extent to adverse conditions in the real estate market or the economy. We seek to minimize
these risks in a variety of ways, including limiting the size of our multi-family and commercial real estate loans and
generally restricting such loans to our primary market area. In determining whether to originate multi-family or
commercial real estate loans, we also consider such factors as the financial condition of the borrower and the debt
service coverage of the property. The Company intends to continue to make multi-family and commercial real estate
loans as the market demands and economic conditions permit.

Commercial Lending

The Bank offers a variety of commercial loan services, including term loans, lines of credit and equipment and
receivables financing. A broad range of short-to-medium term commercial loans, both collateralized and
uncollateralized, are made available to businesses for working capital (including the support of inventory and
receivables), business expansion (including acquisitions of real estate and improvements), and the purchase of
equipment and machinery. Equipment loans are typically originated on both a one year line of credit basis and on a
fixed-term basis ranging from one to five years. The purpose of a particular loan generally determines its structure.

The Bank's commercial loans primarily are underwritten in the Company's market areas on the basis of the borrower's
ability to make repayment from the cash flow of their business and generally are collateralized by business assets,
such as accounts receivable, equipment, and inventory. As a general practice, the Bank takes as collateral a security
interest in any available real estate, equipment, or other business assets, although such loans may be made on an
uncollateralized basis. Collateralized working capital loans are primarily secured by short-term assets whereas term
loans are primarily secured by long-term assets.

The availability of funds for the repayment of commercial loans may be substantially dependent on the success of the
business itself. Further, the collateral underlying the loans, which may depreciate over time, usually cannot be
appraised with as much precision as residential real estate, and may fluctuate in value based on the success of the
business.

Consumer Loans

Consumer loans made by the Bank have included automobiles, recreational vehicles, boats, second mortgages, home
improvements, mobile home loans, home equity lines of credit, personal (collateralized and uncollateralized) and
deposit account collateralized loans. The Bank's consumer loan portfolio consists primarily of loans to individuals for
various consumer purposes, but includes some business purpose loans, primarily small trucks and automobiles, which
are payable on an installment basis. Most of these loans are for terms of up to 60 months and, although generally
collateralized by liens on various personal assets of the borrower, they may be originated without

collateral. Consumer loans are made at fixed and variable interest rates and may be made based on up to a 7 year
amortization schedule.

Consumer loans are attractive to us because they typically have a shorter term and carry higher interest rates than that
charged on other types of loans. Consumer loans, however, do pose additional risks of collectability when compared
to traditional types of loans granted by banks, such as residential mortgage loans. In many instances, the Bank is
required to rely on the borrower's ability to repay since the collateral may be of reduced value at the time of
collection. Accordingly, the initial determination of the borrower's ability to repay is of primary importance in the
underwriting of consumer loans.

13
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The Bank discontinued its indirect lending in October, 2008 due to increasing delinquencies and increasing
charge-offs resulting in an unprofitable line of business.

Construction Loans

The Bank originates residential construction loans to finance the construction of single-family dwellings. Most of the
residential construction loans are made to individuals who intend to erect owner-occupied housing on a purchased
parcel of real estate. The Bank's construction loans to individuals typically range in size from $100,000 to

$400,000. Construction loans also are made to contractors to erect single-family dwellings for resale. Construction
loans are generally offered on the same basis as other residential real estate loans, except that a larger percentage
down payment is typically required.

The Bank also may make residential construction loans to real estate developers for the acquisition, development and
construction of residential subdivisions. The Bank has limited reliance on this type of loan. Such loans may involve
additional risk attributable to the fact that funds will be advanced to fund the project under construction, which is of
uncertain value prior to completion, and because it is relatively difficult to evaluate accurately the total amount of
funds required to complete a project.

7

14



Edgar Filing: NORTHEAST BANCORP /ME/ - Form 10-K

The Bank finances the construction of individual, owner-occupied houses on the basis of written underwriting and
construction loan management guidelines. Construction loans are structured either to be converted to permanent loans
with the Bank at the end of the construction phase or to be paid off upon receiving financing from another financial
institution. Construction loans on residential properties are generally made in amounts up to 80% of appraised

value. Construction loans to developers generally have terms of up to 9 months. Loan proceeds on builders' projects
are disbursed in increments as construction progresses and as inspections warrant. The maximum loan amount for
construction loans is based on the lesser of the current appraisal value or the purchase price for the property.

Loans collateralized by multi-family residential real estate and subdivisions generally are larger than loans
collateralized by single-family, owner-occupied housing and also generally involve a greater degree of risk. Payments
on these loans depend to a large degree on the results of operations and management of the properties, and repayment
of such loans may be more subject to adverse conditions in the real estate market or the economy.

Loan Origination and Processing

Loan originations are derived from a number of sources. Residential loan originations can be attributed to real estate
broker referrals, mortgage loan brokers, direct solicitation by the Bank's loan officers, present depositors and
borrowers, builders, attorneys, walk-in customers and, in some instances, other lenders. Loan applications, whether
originated through the Bank or through mortgage brokers, are underwritten and closed based on the same standards,
which generally meet FHLMC, FNMA, FHA, VA, RD or Maine State Housing underwriting guidelines. Consumer
and commercial real estate loan originations emanate from many of the same sources. The legal lending limit of the
Bank, as of June 30, 2009, was approximately $9.0 million.

The loan underwriting procedures followed by the Bank conform to regulatory specifications and are designed to
assess the borrower's ability to make principal and interest payments and the value of any assets or property serving as
collateral for the loan. Generally, as part of the process, a bank loan officer meets with each applicant to obtain the
appropriate employment and financial information as well as any other required loan information. Upon receipt of the
borrower's completed loan application, the Bank then obtains reports with respect to the borrower's credit record, and
orders and reviews an appraisal of any collateral for the loan (prepared for the Bank through an independent appraiser
and in compliance with the Home Valuation Code of Conduct). The loan information supplied by the borrower is
independently verified. Loan officers or other loan production personnel in a position to directly benefit monetarily
through loan solicitation fees from individual loan transactions do not have approval authority. Once a loan
application has been completed and all information has been obtained and verified, the loan request is submitted to a
final review process. As part of the loan approval process, all uncollateralized loans of more than $25,000 and all new
collateralized loans of more than $750,000 require pre-approval by the Bank's loan committee. Loans to one borrower
are subject to limits depending on our internal risk ratings.

Loan applicants are notified promptly of the decision of the Bank by telephone and a letter. If the loan is approved,
the commitment letter specifies the terms and conditions of the proposed loan including the amount of the loan,
interest rate, amortization term, a brief description of the required collateral and required insurance coverage. Prior to
closing any long-term loan, the borrower must provide proof of fire and casualty insurance on the property serving as
collateral which insurance must be maintained during the full term of the loan. Title insurance is required on loans
collateralized by real property. Interest rates on committed loans are normally locked in at the time of application for
a 30 to 60 day period.

Other Subsidiaries
The Company acquired a wholly-owned subsidiary, ASI Data Services, Inc. (ASI), through two stock purchases
during 1993-1994. ASI initially provided data processing services to the Company and its subsidiaries. The

Company's board transferred the assets and operations of ASI to the Bank in 1996, and ASI now is an inactive
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corporate subsidiary.

NBIG, a Maine corporation and a wholly-owned subsidiary of the Bank, was originally formed in 1982 and was
formerly known as Northeast Financial Services, Inc. ("NFS"). It transitioned from an entity for real estate
development projects, which terminated in fiscal 2005, to acquiring insurance agencies. Subsequent to the 2004
acquisition of Solon-Anson Insurance Agency, Inc. ("Solon Anson") by NFS, Solon-Anson was merged into NFS in
April, 2005. NFS's name was then changed to Northeast Bank Insurance Group, Inc. in May 2005. NBIG now
supports the Bank's insurance agencies, which allows the Bank to deliver insurance products to its customers. At June
30, 2009, investment in and loans to this subsidiary constituted 2.24% of the Company's total assets.

Employees
As of June 30, 2009, the Company, the Bank and its subsidiary together employed 228 full-time and 33 part-time
employees. The Company's employees are not represented by any collective bargaining unit. The Company believes

that its relations with its employees are good.
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Supervision and Regulation

The banking industry is extensively regulated under both federal and state law. This regulatory framework is intended
primarily to protect depositors and the federal deposit insurance funds, and not for the protection of shareholders. The
following discussion summarizes certain aspects of the regulatory framework applicable to the Company and
Northeast Bank. To the extent that the following information describes statutory and regulatory provisions, it is
qualified in its entirety by reference to the particular statutory and regulatory provisions.

Bank Holding Company Regulation

General. As a bank holding company registered under the Bank Holding Company Act of 1956 (the "BHCA"), the
Company is subject to the regulation and supervision of, and inspection by, the Federal Reserve Board ("FRB"), its
primary regulator. The Company also is registered as a Maine financial institution holding company under Maine law
and is subject to regulation and examination by the Superintendent of Financial Institutions of the State of Maine
("Superintendent"). The Company is required to file reports with, and provide other information regarding its business
operations and those of its subsidiaries to, the FRB and the Superintendent.

The BHCA prohibits a bank holding company, with certain limited exceptions, from (i) acquiring or retaining direct or
indirect ownership or control of more than 5% of the outstanding voting stock of any company which is not a bank or
bank holding company, or (ii) engaging directly or indirectly in activities other than those of banking, managing or
controlling banks, or performing services for its subsidiaries unless such non-banking business is determined by the
FRB to be so closely related to banking or managing or controlling banks as to be properly incident thereto. Generally,
permissible activities for bank holding companies include, among other things, factoring accounts receivable,
acquiring and servicing loans, leasing personal property, performing certain data processing services, acting as an
agent or broker in selling credit life insurance and certain other types of insurance in connection with credit
transactions, and conducting certain insurance underwriting activities. The BHCA does not place territorial limits on
permissible non-bank activities of bank holding companies. In making determinations of what non-banking activities
are permissible, the FRB is required to weigh the expected benefit to the public, such as greater convenience,
increased competition or gains in efficiency, against the possible adverse effects, such as undue concentration of
resources, decreased or unfair competition, conflicts of interest or unsound banking practices. Generally, bank holding
companies, such as the Company, are required to obtain prior approval of the FRB to engage in any new activity not
previously approved by the FRB. Further, despite prior approval, the FRB reserves the power to order any bank
holding company or its subsidiaries to terminate any activity when the FRB has reasonable grounds to believe that
continuation of such activity constitutes a serious risk to the financial soundness, safety, or stability of the bank
holding company or any of its bank subsidiaries.

Financial Modernization. The Gramm-Leach-Bliley Financial Modernization Act of 1999 (the "GLB Act"), which
amended the BHCA, significantly relaxed previously existing restrictions on the activities of bank holding companies

and their subsidiaries to:

¢ allow bank holding companies that qualify as "a financial holding company" to engage in a substantially broader
range of activities that are financial in nature;

¢ allow insurers and other financial service companies to acquire banks;

e remove various restrictions that apply to bank holding company ownership of securities firms and mutual fund
advisory companies; and

e establish the overall regulatory structure applicable to bank holding companies that also engage in insurance and
securities operations.
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Under the GLB Act, an eligible bank holding company may elect to be a "financial holding company" and thereafter
engage in a range of activities that are financial in nature and that are not permissible for bank holding companies.
These activities, which can be conducted either directly or through a subsidiary, include those that are "financial in
nature", such as insurance underwriting, securities underwriting and dealing and making merchant banking
investments in commercial and financial companies. A financial holding company also may engage in any activity
that the FRB determines by rule or order to be financial in nature, incidental to such financial activity, or
complementary to a financial activity and does not pose a substantial risk to the safety and soundness of an institution
or the financial system generally. In addition to these activities, a financial holding company may engage in those
activities permissible for a bank holding company.

In order for a bank holding company to be eligible for financial holding company status, all of the subsidiary insured
depository institutions must be "well-capitalized" and "well-managed" and have at least a satisfactory rating on its
most recent Community Reinvestment Act of 1977 ("CRA") review. A bank holding company seeking to become a
financial holding company must file a declaration with the FRB that it elects to become a financial holding company.
If, after becoming a financial holding company, any of the insured depository institution subsidiaries should fail to
continue to meet these requirements, the financial holding company would be prohibited from engaging in activities
not permissible for bank holding companies unless it was able to return to compliance within a specified period of
time.

9
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Although Northeast Bank, our sole banking subsidiary, meets the applicable capital, management and CRA
requirements, the Company has not made an election to become a financial holding company and at this time has no
plans to do so.

Banking Acquisitions. The BHCA requires, among other things, the prior approval of the FRB in any case where a
bank holding company proposes to (i) acquire direct or indirect ownership or control of more than 5% of the
outstanding voting stock of any bank or bank holding company (unless it already owns a majority of such voting
shares), (ii) acquire all or substantially all of the assets of another bank or bank holding company, or (iii) merge or
consolidate with any other bank holding company. The FRB will not approve any acquisition, merger, or
consolidation that would result in a monopoly, or which would have a substantially anti-competitive effect, unless the
anti-competitive impact of the proposed transaction is clearly outweighed by a greater public interest in meeting the
convenience and needs of the community to be served. The FRB also is required to consider the financial and
managerial resources and future prospects of the holding companies and banks, the projected capital adequacy on a
post-acquisition basis, and the acquiring institution's performance under the CRA.

In addition, Maine law requires the prior approval of the Superintendent for (i) the acquisition of more than 5% of the
voting shares of a Maine financial institution or any financial institution holding company that controls a Maine
financial institution, or (ii) the acquisition by a Maine financial institution holding company of more than 5% of a
financial institution or a financial institution holding company domiciled outside the State of Maine.

Interstate Banking and Branching. The Reigle-Neal Interstate Banking and Branching Efficiency Act of 1994 (the
"Interstate Banking and Branching Act") provides that bank holding companies which meet specified capital and
management adequacy standards, and any state-imposed age requirements, are eligible to acquire banks in states other
than their home states unless, as a result of such acquisition, the bank would control more than 10% of the total
deposits of insured depository institutions in the United States or more than 30% of such deposits in that state (or
other applicable state law limits).

Further, the Interstate Banking and Branching Act authorizes adequately capitalized and managed banks to cross state
lines to merge with other banks, subject to certain restrictions, thereby creating interstate branches. A bank also may
open new branches in a state in which it does not directly have banking operations if that state has enacted a law
permitting de novo branching.

Maine law expressly authorizes interstate banking combinations that are approved by the Superintendent and do not
result in deposit concentrations exceeding 30% of the total deposits of the State of Maine (unless such limitation is
waived by the Superintendent). Further, interstate branch acquisitions and the establishment of de novo branches also
are authorized under Maine law. However, if an out-of-state financial institution seeks to establish or acquire branches
in Maine, the laws of the jurisdiction of such financial institution must expressly authorize, under conditions no more
restrictive than the State of Maine, the Maine financial institution to engage in interstate branch acquisitions or
establishment of de novo branches in that state.

Source of Strength; Safety and Soundness. Under FRB policy, the Company is expected to act as a source of financial
strength to, and commit resources to support, Northeast Bank. In addition, any capital loans by a bank holding
company to its subsidiary banks are subordinate in right of payment to deposits and to certain other indebtedness of
such subsidiary banks. In the event of a bank holding company's bankruptcy, any commitment by the bank holding
company to a Federal bank regulatory agency to maintain the capital of a subsidiary bank will be assumed by the
bankruptcy trustee and entitled to a priority of payment.

There are a number of obligations and restrictions imposed on bank holding companies and their depository institution

subsidiaries by law and regulatory policy that are designed to minimize potential loss to the depositors of such
depository institutions and the FDIC insurance funds in the event of a depository institution default. For example,
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under the Federal Deposit Insurance Company Improvement Act of 1991 ("FDICIA"), to avoid receivership of an
insured depository institution subsidiary, a bank holding company is required to guarantee the compliance of any
insured depository institution subsidiary that may become "undercapitalized" with the terms of any capital restoration
plan filed by such subsidiary with its appropriate Federal bank regulatory agency up to the lesser of (i) an amount
equal to 5% of the institution's total assets at the time the institution became undercapitalized or (ii) the amount that is
necessary (or would have been necessary) to bring the institution into compliance with all applicable capital standards
as of the time the institution fails to comply with such capital restoration plan. See "-- Capital Adequacy Guidelines -
Classification of Banking Institutions" and "- Enforcement, Policies and Actions".

In addition, the "cross-guarantee" provisions of FDICIA require insured depository institutions which are under
common control to reimburse the FDIC for any loss incurred, or reasonably expected to be incurred, by the FDIC as a
result of the default of a commonly controlled insured depository institution or for any assistance provided by the
FDIC to a commonly controlled insured depository institution in danger of default. Accordingly, the cross-guarantee
provisions enable the FDIC to access a bank holding company's healthy members of the FDIC. The FDIC may decline
to enforce the cross-guarantee provisions if it determines that a waiver is in the best interest of the insurance fund. The
FDIC's claims are superior to claims of stockholders of the insured depository institution or its holding company but
are subordinate to claims of depositors, secured creditors and holders of subordinated debt (other than affiliates) of the
commonly controlled insured depository institutions.

Under FDICIA, as amended, Federal banking regulatory agencies have adopted guidelines prescribing safety and
soundness standards. These guidelines establish general standards relating to internal controls and information

systems, internal audit systems, loan
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documentation, credit underwriting, interest rate exposure, asset growth and compensation, fees and benefits. In
general, the guidelines require, among other things, appropriate systems and practices to identify and manage the risk
and exposures specified in the guidelines.

U. S. Treasury’s Capital Purchase Program. The Company sold $4.2 million of Series A Preferred Shares to the U. S.
Treasury under this program. Under the terms and conditions of the Capital Purchase Program, the Company’s ability
to declare and pay dividends on any of our common shares and repurchase our common shares, has been restricted.
The Company also has to comply with executive compensation and corporate governance standards. The preferred
dividends of 5% will increase in five years to 9% unless the preferred stock is redeemed. Company contributed the
net proceeds to the Bank as additional paid-in-capital.

Bank Regulation

General. Northeast Bank is a Maine state-chartered banking corporation and a member of the Federal Reserve System
and, as such, is subject to the supervision, examination, and regulation by the Maine Bureau of Financial Institutions
and the FRB.

As a state-chartered commercial bank, Northeast Bank is subject to the applicable provisions of Maine law and the
regulations adopted by the Maine Bureau of Financial Institutions. The FRB and the Maine Bureau of Financial
Institutions regularly examine the operations of Northeast Bank and are given authority to approve or disapprove
mergers, consolidations, the establishment of branches and similar corporate actions. Maine law and the
Superintendant regulate (in conjunction with applicable federal laws and regulations), among other things, Northeast
Bank's capital, permissible activities, reserves, investments, lending authority, the issuance of securities, payment of
dividends, transactions with affiliated parties and borrowing. The federal and state banking regulators also have the
power to prevent the continuance or development of unsafe or unsound banking practices or other violations of law.

Transactions with Affiliates. There are various legal restrictions on the extent to which the Company and any
non-bank subsidiaries affiliated with Northeast Bank can borrow or otherwise obtain credit from Northeast Bank.
Northeast Bank also is subject to certain restrictions on the purchase of, or investments in, the securities of, and
purchase of assets from, the Company and of its non-bank subsidiaries, on loans or extensions of credit by a bank to
third parties collateralized by the securities or obligations of the Company and any of its non-bank subsidiaries, on the
issuance of guaranties, acceptances and letters of credit on behalf of the Company or any of its non-bank subsidiaries.
Northeast Bank is subjected to further restrictions on most types of transactions with the Company and its non-bank
subsidiaries which require the terms of such transactions to be substantially equivalent to the terms of similar
transactions with non-affiliated entities.

Further, the Company and Northeast Bank are prohibited from engaging in certain tie-in arrangements in connection
with any extension of credit, lease or sale of property, or furnishing of services. For example, Northeast Bank may not
generally require a customer to obtain other services from Northeast Bank or the Company, and may not require the
customer to promise not to obtain other services from a competitor, as a condition to an extension of credit.

Loans to Insiders. Northeast Bank also is subject to certain restrictions imposed by federal and state banking
regulatory agencies on extensions of credit to executive officers, directors, principal shareholders or any related
interest of such persons. Sections 22(g) and 22(h) of the Federal Reserve Act, as amended, and Regulation O,
promulgated by the FRB, provide that extensions of credit to such insiders (a) must be made on substantially the same
terms, including interest rates and collateral as, and follow credit underwriting procedures that are not less stringent
than those prevailing at the time for, comparable transactions with persons not covered above and who are not
employees, (b) must not involve more than the normal risk of repayment or present other unfavorable features, and (c)
may not exceed certain limitations on the amount of credit extended to such persons, individually and in the
aggregate, which limits are based, in part, on the amount of Northeast Bank's capital. The regulators do allow small
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discounts on fees on residential mortgages for directors, officers, and employees. Northeast Bank also is subject to
certain lending limits and restrictions on overdrafts to such persons and extensions of credit in excess of certain limits
must be approved by the board of directors of Northeast Bank. A violation of these restrictions may result in the
assessment of substantial civil monetary penalties on Northeast Bank or any officer, director, employee, agent or other
person participating in the conduct of the affairs of Northeast Bank or the imposition of a cease and desist order.

Bank Subsidiaries' Activities. The powers of Maine-chartered banks include provisions designed to provide these
banks with competitive equity to the powers of national banks. In addition, the GLB Act permits state banks to engage
in activities that are permissible for subsidiaries of financial holding companies to the extent such activities are
permitted under applicable state law. The GLB Act also expressly preserves the ability of state banks, such as
Northeast Bank, to retain all existing subsidiaries. In order to form a financial subsidiary, a state bank must be "well
capitalized." State banks with financial subsidiaries will be subject to certain capital deduction, risk management, and
affiliate transaction rules. In this regard, FRB rules provide that state bank subsidiaries that engage only in activities
that the bank could engage in directly will not be deemed to be a financial subsidiary.

Dividend Restrictions
The Company is a legal entity separate and distinct from Northeast Bank. The primary source of revenues and funds
of the Company, including funds to pay dividends to our shareholders, have been and will likely continue to be from

dividends, if any, paid to us by
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Northeast Bank. There are statutory and regulatory limitations on the payment of dividends by Northeast Bank to the
Company as well as by the Company to its shareholders. As to the payment of dividends, Northeast Bank is subject to
the laws and regulations of the State of Maine and to the regulations of the FRB.

If, in the opinion of the applicable federal bank regulatory authority, a depository institution or holding company
under its jurisdiction is engaged in or is about to engage in an unsafe or unsound practice (which, depending on the
financial condition of the depository institution or holding company, could include the payment of dividends), such
authority may require, after notice and hearing (except in the case of an emergency proceeding where there is no
notice or hearing), that such institution or holding company cease and desist from such practice. The Federal bank
regulatory agencies have indicated that paying dividends that deplete a depository institution's or holding company's
capital base to an inadequate level would be such an unsafe and unsound banking practice. Moreover, under FDICIA,
an insured institution may not pay a dividend if payment would cause it to become undercapitalized or if it already is
undercapitalized. See "- Capital Adequacy Guidelines - Prompt Corrective Regulatory Action". Moreover, the FRB
and the FDIC have issued policy statements which provide that bank holding companies and insured depository
institutions generally should only pay dividends out of current operating earnings.

At June 30, 2009, under dividend restrictions imposed under federal and state laws, Northeast Bank could declare,
without obtaining governmental approvals, aggregate dividends to the Company of approximately $1,599,000.

Capital Adequacy Guidelines

Minimum Capital Requirements. The Company and Northeast Bank are required to comply with capital adequacy
standards established by the FRB. There are two basic measures of capital adequacy for bank holding companies that
have been promulgated by the FRB: a risk-based measure and a leverage measure.

The risk-based capital standards are designed to make regulatory capital requirements more sensitive to differences in
credit and market risk profile among banks and bank holding companies, to account for off-balance sheet exposure
and to lessen disincentives for holding liquid assets. Under these standards, assets and off-balance sheet items are
assigned to broad risk categories, each with appropriate weights. The resulting capital ratios represent capital as a
percentage of total risk-weighted assets and off-balance sheet items. In addition, the Federal bank regulatory agencies
may from time to time require that a banking organization maintain capital above the minimum limits, whether
because of its financial condition or actual or anticipated growth. FRB policy also provides that banking organizations
generally, and in particular those that are experiencing substantial internal growth or actively making acquisitions, are
expected to maintain capital positions that are substantially in excess of the minimum supervisory levels, without
significant reliance on intangible assets.

These risk-based capital standards define a two-tier capital framework. Under these regulations, the minimum ratio of
total capital ("Total Capital") to risk-weighted assets (including certain off-balance sheet activities, such as stand-by
letters of credit) is 8%. At least one-half of the Total Capital must be "Tier 1 Capital," consisting of common equity,
retained earnings or undivided profits, qualifying non-cumulative perpetual preferred stock, and a limited amount of
cumulative perpetual preferred stock and minority interests in the equity account of consolidated subsidiaries, less
certain goodwill items and other intangible assets (i.e., at least 4% of the risk weighted assets). The remainder ("Tier 2
Capital") may consist of (a) the allowance for credit losses of up to 1.25% of risk-weighted risk assets, (b) preferred
stock that does not qualify as Tier 1 Capital, (c) qualifying hybrid capital instruments, (d) perpetual debt, (e)
mandatory convertible securities, and (f) subordinated debt and intermediate term-preferred stock up to 50% of Tier 1
Capital. Assets and off-balance sheet items are assigned to one of four categories of risk weights, based primarily on
relative credit risk. The minimum guideline for Tier 1 Capital is 4.0%. At June 30, 2009, the Company's consolidated
Tier 1 Capital ratio was 8.12% and its Total Capital ratio was 13.23%.
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In addition, the FRB has established minimum leverage ratio guidelines for bank holding companies. The guidelines
provide for a minimum Tier 1 Capital to average assets (less goodwill and certain other intangible assets) ("Leverage
Ratio") of at least 3% plus an additional cushion of 100 to 200 basis points. The Company's Leverage Ratio at June
30, 2008, was 11.81%.

Federal bank regulatory agencies also have adopted regulations which require regulators to take into consideration
concentrations of credit risk and risks from non-traditional activities, as well as an institution's ability to manage those
risks, when determining the adequacy of an institution's capital. Other factors taken into consideration include: interest
rate exposure; liquidity, funding and market risk; the quality and level of earnings; the quality of loans and
investments; the effectiveness of loan and investment policies; and management's overall ability to monitor and
control financial and operational risks, including concentrations of credit and non-traditional activities. This
evaluation is made as part of the institution's regular safety and soundness examination. Further, each Federal banking
agency prescribes standards for depository institution holding companies relating to internal controls, information
systems, loan documentation, credit underwriting, interest rate exposure, asset growth, compensation, maximum rates
of classified assets to capital, minimum earnings sufficient to absorb losses and other standards as they deem
appropriate. In addition, pursuant to the requirements of FDICIA, Federal bank regulatory agencies all have adopted
regulations requiring regulators to consider interest rate risk (when interest rate sensitivity of an institution's assets
does not match its liabilities or its off-balance sheet position) in the evaluation of a bank's capital adequacy.
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Northeast Bank is subject to substantially similar risk-based and leverage capital requirements as those applicable to
the Company. As of June 30, 2009, Northeast Bank was in compliance with applicable minimum capital
requirements.

Classification of Banking Institutions. Among other things, FDICIA provides Federal bank regulatory agencies with
broad powers to take "prompt corrective action" with respect to depository institutions that do not meet minimum
capital requirements. The extent of those powers depends upon whether the institutions in question are "well
capitalized," "adequately capitalized," "undercapitalized," "significantly undercapitalized," or "critically
undercapitalized." A depository institution's capital tier will depend upon where its capital levels are in relation to
various relevant capital measures, which include a risk-based capital measure and a leverage ratio capital measure, and
certain other factors.

The Federal bank regulatory agencies have adapted regulations establishing relevant capital measures and relevant
capital levels. Under these regulations, a bank will be considered:

Total Risk Based Tier 1
Capital Ratio Risk-Based
Capital Ratio Leverage Ratio Other
Well Capitalized: 10% or greater 6% or greater 5% or greater Not subject to any

order or written
directive to meet and
maintain a specific
capital level for any
capital measure

Adequately Capitalized 8% or greater 4% or greater 4% or greater (3% in the case
of a bank with a composite
CAMEL rating of 1)*

Undercapitalized less than 8% less than 4% less than 4% ((3% in the case

of a bank with a composite
CAMEL rating of 1)*
Significantly less than 6% less than 3% less than 3%
Undercapitalized
Critically Undercapitalized Ratio of tangible equity
to total assets is less
than or equal to 2%

*Banking regulators issue CAMEL ratings based upon the results of their periodic safety and soundness examinations
of financial institutions. The ratings cover capital, asset quality, management, earnings, and liquidity. The CAMEL
rating for each financial institution is by law confidential.

Under certain circumstances, a depository institution's primary Federal bank regulatory agency may use its authority
to reclassify a "well classified" bank as "adequately capitalized" or subject an "adequately capitalized" or
"undercapitalized" institution to supervisory actions applicable to the next lower capital category if it determines that
the bank is in an unsafe or unsound condition or deems the bank to be engaged in an unsafe or unsound practice and
not have corrected the deficiency. The banking agencies are permitted to establish individual minimum capital
requirements exceeding the general requirements described above. Generally, failing to maintain the status of a "well
capitalized" or "adequately capitalized" depository institution subjects the institution to restrictions and limitations on
its business that become progressively more severe as capital levels decrease. At June 30, 2008, Northeast Bank met
the definition of a "well capitalized" institution.
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Prompt Corrective Regulatory Action. Federal banking regulators are required to take "prompt corrective action" if an
insured depository institution fails to satisfy certain minimum capital requirements and other measures deemed
appropriate by the federal banking regulators. See "- Capital Adequacy Guidelines" and "- Enforcement Policies and
Actions." Failure to meet the capital adequacy guidelines could subject a banking institution to capital raising
requirements. A bank is prohibited from making any capital distribution (including the payment of a dividend) or
paying a management fee to its holding company if the bank would thereafter be "undercapitalized". Limitations exist
for "undercapitalized" depository institutions regarding, among other things, asset growth, acquisitions, branching,
new lines of business, acceptance of brokered deposits and borrowings from the Federal Reserve System. These
institutions also are required to submit a capital instruction plan that includes a guarantee from the institution's holding
company. See "Bank Holding Company Regulation - Source of Strength; Safety and Soundness". A "significantly
undercapitalized" depository institution may be subject to a number of requirements and restrictions, including orders
to sell a sufficient quantity of voting stock to become "adequately capitalized," requirements to reduce total assets and
cessation of receipt of deposits from correspondent banks. The appointment of a receiver or conservator may be
required for "critically undercapitalized" institutions.

Enforcement Policies and Actions

The enforcement powers available to Federal banking regulators and the Supervisor over commercial banks and bank
holding companies are extensive. This enforcement authority includes, among other things, the ability to assess civil
money penalties, to issue cease-and-desist or removal orders, to initiate injunctive actions against banking
organizations and affiliated parties, and, in extreme cases, to terminate deposit insurance. In general, these
enforcement actions may be initiated for violations of laws and regulations and
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unsafe or unsound practices. Other actions or inactions may provide the basis for enforcement action, including
misleading or untimely reports filed with the Federal bank regulatory agencies. Current law generally requires public
disclosure of final enforcement actions.

Community Reinvestment Act

Bank holding companies and their subsidiary banks are subject to the provisions of the CRA and the regulations
promulgated there under by the appropriate Federal bank regulatory agency. Under the terms of the CRA, Northeast
Bank has a continuing and affirmative obligation consistent with its safe and sound operation to help meet the credit
needs of its entire community, including low and moderate income neighborhoods. The CRA does not establish
specific lending requirements or programs for financial institutions nor does it limit an institution's discretion to
develop the types of products and services that it believes are best suited to its particular community, consistent with
the CRA. The CRA requires each appropriate Federal bank regulatory agency, in connection with its examination of a
subsidiary depository institution, to assess such institution's record of meeting the credit needs of its community and to
take such record into account in its evaluation of certain applications by that institution. The CRA also requires all
institutions to make public disclosure of their CRA ratings. Further, such assessment also is part of the FRB's
consideration of applications to acquire, merge or consolidate with, or assume the liabilities of, another banking
institution or its holding company, or to open or relocate a branch office. In the case of a bank holding company
applying for approval to acquire a bank or a bank holding company, the FRB will assess the record of each subsidiary
bank of the applicant bank holding company in considering the application. Pursuant to current CRA regulations, an
institution's CRA rating is based on its actual performance in meeting community needs. In particular, the rating
system focuses on three tests: (a) a lending test, which evaluates the institution's record of making loans in its service
areas; (b) an investment test, which evaluates the institution's record of investing community development projects,
affordable housing, and programs benefiting low or moderate income individuals and businesses; and (c) a service
test, which evaluates the institution's delivery of services through its branches, ATMs, and other offices. The current
CRA regulations also clarify how an institution's CRA performance will be considered in the application process.
Northeast Bank received a "satisfactory" CRA rating in its most recent examination.

FDIC Insurance Premiums

Northeast Bank is required to pay quarterly FDIC deposit insurance assessments. Under the FDIC's risk-based
insurance system, insured institutions are currently assessed premiums based on the institution's capital position and
other supervisory factors. Each financial institution is assigned to one of three capital groups - well capitalized,
adequately capitalized or undercapitalized - and further assigned to one of three subgroups - within a capital group, on
the basis of supervisory evaluations by the institution's primary federal and, if applicable, state supervisors and other
information relevant to the institution's financial condition and the risk posed to the applicable FDIC deposit insurance
fund. The actual assessment rate applicable to a particular institution (and any applicable refund) will, therefore,
depend in part upon the risk assessment classification so assigned to the institution by the FDIC.

Due to the recent bank and saving association failures in 2009, the FDIC made a special assessment on all insured
institutions of 5 basis points of total assets minus Tier 1 capital as of June 30, 2009. The special assessment for
Northeast Bank was $275,000 and will be collected on September 30, 2009 by the FDIC.

Gramm-Leach-Bliley Act

The GLB Act, enacted in 1999, amended and repealed portions of the Glass-Steagall Act and other federal laws
restricting the ability of bank holding companies, securities firms, and insurance companies to affiliate with each other
and enter into new lines of business. The GLB Act established a comprehensive framework to permit financial
companies to expand their activities, including through affiliations, and to modify the federal regulatory structure
governing some financial services activities. The increased authority of financial firms to broaden the type of financial
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services that they may offer to customers and to affiliates with other types of financial service companies may lead to
further consolidation in the financial services industry. However, it also may lead to additional competition in these
markets in which we operate by allowing new entrants into various segments of those markets that were not the
traditional competitors in the segments. Furthermore, the authority granted by the GLB Act may encourage the growth
of larger competitors.

With respect to bank securities activities, the GLB Act repeals the exemption from the definition of "broker"
previously afforded to banks and replaces it with a set of limited exemptions that permits certain activities which have
been performed historically by banks to continue. Further, the GLB Act amends the securities laws to include banks
with the general definition of dealer.

In addition, the GLB Act imposes regulations on financial institutions with respect to customer privacy. The GLB
generally prohibits disclosure of customer information to non-affiliated third parties unless the customer had been
given the opportunity to object and has not objected to such disclosure. Financial institutions are further required to
provide written disclosure of their privacy policies to customers at the time the banking relationship is formed and
annually thereafter. Financial institutions, however, are required to comply with state law if it is more protective of
customer privacy than the GLB Act. The privacy provisions became effective in July 2001.
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The GLB Act contains a variety of other provisions including a prohibition against ATM surcharges unless the
customer has first been provided notice of the imposition and amount of the fee. The GLB Act reduces the frequency
of CRA examinations for smaller institutions and imposes certain reporting requirements on depository institutions
that make payment to non-governmental entities in connection with the CRA.

Anti-Money Laundering and Anti-Terrorism Legislation

Congress enacted the Bank Secrecy Act of 1970 (the "BSA") to require financial institutions, including the Company
and Northeast Bank, to maintain certain records and to report certain transactions to prevent such institutions from
being used to hide money derived from criminal activity and tax evasion. The BSA establishes, among other things:
(a) record keeping requirements to assist government enforcement agencies in tracing financial transactions and flow
of funds; (b) reporting requirements for Suspicious Activity Reports and Currency Transaction Reports to assist
government enforcement agencies in detecting patterns of criminal activity; (c) enforcement provisions authorizing
criminal and civil penalties for illegal activities and violations of the BSA and its implementing regulations; and (d)
safe harbor provisions that protect financial institutions from civil liability for the cooperative efforts.

The USA Patriot Act of 2001 (the "USA Patriot Act") is intended to strengthen the ability of U.S. law enforcement
agencies and the intelligence communities to work cohesively to combat terrorism on a