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FORWARD-LOOKING STATEMENTS DISCLAIMER

Certain statements, as well as certain other discussions contained in this Annual Report on Form 10-K, or incorporated
herein by reference, contain statements which may be considered to be forward-looking within the meaning of Section
27A of the Securities Act of 1933, as amended and Section 21E of the Securities Exchange Act of 1934, as amended.
You can identify these forward-looking statements by the use of words like "strategy," "expects," "plans," "believes,"
"will," "estimates," "intends," "projects," "goals," "targets," and other words of similar meaning. You can also identify

them by the fact that they do not relate strictly to historical or current facts.

nn

nn nn "nn

Investors are cautioned that forward-looking statements are inherently uncertain. Forward-looking statements include,
but are not limited to, those made in connection with estimates with respect to the future results of operations,
financial condition, and the business of Bar Harbor Bankshares (the Company ) which are subject to change based on
the impact of various factors that could cause actual results to differ materially from those projected or suggested due

to certain risks and uncertainties. Those factors include but are not limited to:

(i) The Company's success is dependent to a significant extent upon general economic conditions
in Maine, and Maine's ability to attract new business, as well as factors that affect tourism, a
major source of economic activity in the Company s immediate market areas;

(ii) The Company's earnings depend to a great extent on the level of net interest income (the
difference between interest income earned on loans and investments and the interest expense
paid on deposits and borrowings) generated by the Company s wholly-owned banking
subsidiary, Bar Harbor Bank & Trust (the Bank ), and thus the Company s results of operations
may be adversely affected by increases or decreases in interest rates;

(iii)) The banking business is highly competitive and the profitability of the Company depends on
the Bank's ability to attract loans and deposits in Maine, where the Bank competes with a
variety of traditional banking and non-traditional institutions, such as credit unions and finance
companies;

(iv) A significant portion of the Bank's loan portfolio is comprised of commercial loans and loans
secured by real estate, exposing the Company to the risks inherent in financings based upon
analysis of credit risk, the value of underlying collateral, and other intangible factors which are
considered in making commercial loans and, accordingly, the Company's profitability may be
negatively impacted by judgment errors in risk analysis, by loan defaults, and the ability of
certain borrowers to repay such loans during a downturn in general economic conditions;

(v) Adverse changes in repayment performance and fair value of underlying residential mortgage
loan collateral, that differ from the Company s current estimates, could change the Company s
expectations that it will recover the amortized cost of its private label mortgage backed
securities portfolio and/or its conclusion that such securities were not other-than temporarily
impaired as of the date of this report;

(vi) The Company s allowance for loan losses may be adversely impacted by a variety of factors,
including, but not limited to, the performance of the Company s loan portfolio, the economy,
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changes in interest rates, and the view of regulatory authorities toward loan classifications;
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(vii)  Significant changes in the Company s internal controls, or internal control failures;

(viii)  Acts or threats of terrorism and actions taken by the United States or other governments as a
result of such threats, including military action and cyber security, could further adversely
affect business and economic conditions in the United States generally and in the Company s
markets, which could have an adverse effect on the Company s financial performance and that
of borrowers and on the financial markets and the price of the Company s common stock;

(ix) Significant changes in the extensive laws, regulations, and policies governing bank holding
companies and their subsidiaries could alter the Company's business environment or affect its
operations;

(x) Changes in general, national, international, regional or local economic conditions and credit
markets which are less favorable than those anticipated by Company management that could
impact the Company's securities portfolio, quality of credits, or the overall demand for the
Company's products or services; and

(xi) The Company s success in managing the risks involved in all of the foregoing matters.

You should carefully review all of these factors as well as the risk factors set forth in Item 1A, Risk Factors of this
Annual Report on Form 10-K. Risk Factors contained in this Annual Report of Form 10-K. There may be other risk
factors that could cause differences from those anticipated by management.

When we say we, us, our, orthe Company, we mean the Company on a consolidated basis with the Bank and T
Services.

The forward-looking statements contained herein represent the Company's judgment as of the date of this Annual
Report on Form 10-K, and the Company cautions readers not to place undue reliance on such statements. The
Company disclaims any obligation to publicly update or revise any forward-looking statement contained in the
succeeding discussion, or elsewhere in this Annual Report on Form 10-K, except to the extent required by federal
securities laws.
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PART 1

ITEM 1. BUSINESS

Organization

Bar Harbor Bankshares (the Company ) ( BHB ) was incorporated under the laws of the state of Maine on January 19,
1984. At December 31, 2014, the Company had total consolidated assets of $1.46 billion and total shareholders equity
of $146.3 million.

The Company has one, wholly-owned first tier operating subsidiary, Bar Harbor Bank & Trust (the Bank ), a
community bank, which offers a wide range of deposit, loan, and related banking products, as well as brokerage
services provided through a third-party brokerage arrangement. In addition, the Company offers trust and investment
management services through its second tier subsidiary, Bar Harbor Trust Services ( Trust Services ), a Maine chartered
non-depository trust company. These products and services are offered to individuals, businesses, not-for-profit
organizations and municipalities.

The Company is a bank holding company ( BHC ) registered under the Bank Holding Company Act of 1956, as

amended (the BHC Act ), and is subject to supervision, regulation and examination by the Board of Governors of the

Federal Reserve System (the FRB ). The Company is also a Maine Financial Institution Holding Company for the

purposes of the laws of the state of Maine, and as such is subject to the jurisdiction of the Superintendent (the
Superintendent ) of the Maine Bureau of Financial Institutions ( BFI ).

Bar Harbor Bank & Trust

The Bank, originally founded in 1887, is a Maine financial institution, and its deposits are insured by the Federal
Deposit Insurance Corporation (the FDIC ) up to the maximum extent permitted by law. The Bank is subject to the
supervision, regulation, and examination of the FDIC and the BFI. It is not a member of the Federal Reserve Bank.

The Bank has fifteen (15) branch offices located throughout downeast, midcoast and central Maine, including its
principal office located at 82 Main Street, Bar Harbor. The Bank s branch offices are located in Hancock, Washington,
Knox, Kennebec and Sagadahoc Counties, representing the Bank s principal market areas. The Hancock County
offices, in addition to Bar Harbor, are located in Blue Hill, Deer Isle, Ellsworth, Northeast Harbor, Somesville,
Southwest Harbor, and Winter Harbor. The Washington County offices are located in Milbridge, Machias, and Lubec.
The Knox, Kennebec and Sagadahoc County offices are located in Rockland, Augusta, South China, and Topsham.

10
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The Bank delivers its operations and technology support services from its operations center located in Ellsworth,
Maine.

On August 10, 2012, the Bank, completed its acquisition of the operations of the Border Trust Company ( Border
Trust ), a state chartered bank headquartered in Augusta, Maine, by acquiring certain assets and assuming certain
liabilities, including all deposits for a net purchase price of $133 thousand. This transaction represented a strategic
extension of the Bank's core business activities with three branch locations located in Kennebec and Sagadahoc
counties.

The Bank is a retail bank serving individual and business customers, retail establishments and restaurants, seasonal
lodging, biological research laboratories, and a large contingent of retirees. As a predominately coastal bank, it serves
the tourism, hospitality, lobstering, fishing, boat building and marine services industries. It also serves Maine s wild
blueberry industry through its Hancock and Washington County offices. The Bank operates in a competitive market
that includes other community banks, savings institutions, credit unions, and branch offices of statewide and interstate
bank holding companies located in the Bank s market area.

The Bank has a broad deposit base and loss of any one depositor or closely aligned group of depositors would not
have a material adverse effect on its business. Historically, the banking business in the Bank s market area has been
seasonal, with lower deposits in the winter and spring, and higher deposits in the summer and autumn. These seasonal
swings have been fairly predictable and have historically not had a material adverse impact on the Bank or its liquidity
position. Approximately 90.8% of the Bank s deposits are in interest bearing accounts. The Bank has paid, and
anticipates that it will continue to pay, competitive interest rates on all of the deposit account products it offers and
does not anticipate any material loss of these deposits.

The Bank emphasizes personal service to the community, with a concentration on retail banking. Customers are
primarily individuals and small businesses to which the Bank offers a wide variety of products and services.

Retail Products and Services: The Bank offers a variety of consumer financial products and services designed to
satisfy the deposit and borrowing needs of its retail customers. The Bank s retail deposit products and services include
checking accounts, interest bearing NOW accounts, money market accounts, savings accounts, club accounts,
short-term and long-term certificates of deposit, Health Savings Accounts, and Individual Retirement Accounts.
Credit products and services include home mortgages, residential construction loans, home equity loans and lines of
credit, credit cards, installment loans, and overdraft protection services. The Bank provides secured and unsecured
installment loans for new or used automobiles, boats, recreational vehicles, mobile homes and other personal needs.
The Bank also offers other customary products and services such as safe deposit box rentals, wire transfers, check
collection services, foreign currency exchange, money orders, and U.S. Savings Bonds redemptions.

The Bank staffs a customer service center, providing customers with telephone and e-mail responses to their questions
and needs. The Bank also offers free banking-by-mail services.

11
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Retail Brokerage Services: The Bank retains Infinex Investments, Inc., ( Infinex ) as a full service third-party
broker-dealer, conducting business under the assumed business name Bar Harbor Financial Services. Bar Harbor
Financial Services is a branch office of Infinex, an independent registered broker-dealer offering securities and
insurance products that is not affiliated with the Company or its subsidiaries. These products are not deposits, are not
insured by the FDIC or any other government agency, are not guaranteed by the Bank or any affiliate, and may be
subject to investment risk, including possible loss of value.

Bar Harbor Financial Services principally serves the brokerage needs of individuals, from first-time purchasers, to
sophisticated investors. It also offers a line of life insurance, annuity, and retirement products, as well as financial
planning services. Infinex was formed by a group of member banks, and is one of the largest providers of third party
investment and insurance services to banks and their customers in New England. Through Infinex, the Bank is able to
take advantage of the expertise, capabilities, and experience of a well-established third-party broker-dealer in a cost
effective manner.

Electronic Banking Services: The Bank continues to offer free Internet banking services, including consumer remote
deposit capture, e-statements, free check images, and electronic bill payment, through its dedicated website at
www.bhbt.com. Additionally, the Bank offers telephone banking, an interactive voice response system through which
customers can check account balances and activity, as well as initiate money transfers between their accounts.
Customers can also monitor their accounts with free mobile banking access via text messaging, browser or Apps , and
they can receive alerts, view accounts, transfer funds and pay bills. The Bank also offers Popmoney®, an innovative
personal payment service that eliminates the need for checks and cash by allowing customers to send and receive
money as easily as they send and receive e-mail and text messages.

Automated Teller Machines (ATMs) are located at each of the Bank s fifteen (15) branch locations. The Bank is also a
member of Maine Cash Access, providing customers with surcharge-free access to approximately 209 ATMs
throughout the state of Maine. Visa debit cards are also offered, providing customers with free access to their deposit
account balances at point of sale locations throughout most of the world.

Commercial Products and Services: The Bank serves the small business market throughout downeast, midcoast and
central Maine. It offers business loans to individuals, partnerships, corporations, and other business entities for capital
construction, real estate and equipment financing, working capital, real estate development, and a broad range of other
business purposes. Business loans are provided primarily to organizations and sole proprietors in the tourism,
hospitality, healthcare, blueberry, boatbuilding, biological research, and fishing industries, as well as to other small
and mid-size businesses associated with coastal communities.

The Bank offers a variety of commercial deposit accounts, most notably business checking and tiered money market
accounts. These accounts are typically used as operating accounts or short-term savings vehicles. The Bank s cash
management services provide business customers with short-term investment opportunities through a cash
management sweep program, whereby excess operating funds over established thresholds are swept into overnight
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securities sold under agreements to repurchase. The Bank also offers Business On-Line Direct ( BOLD ) an Internet
banking service for businesses. This service allows business clients to view their account histories, print statements,
view check images, order stop payments, transfer funds between accounts, and transmit Automated Clearing House
(ACH) files. The Bank also offers remote deposit capture, enabling its business customers to deposit checks remotely.
Other commercial banking services include merchant credit card processing provided through a third party vendor,
night depository, and coin and currency handling.

Bar Harbor Trust Services

Trust Services is a Maine chartered non-depository trust company and a wholly-owned subsidiary of the Bank. Trust
Services provides a comprehensive array of trust and investment management services to individuals, businesses,
not-for-profit organizations, and municipalities.

Trust Services serves as trustee of both living trusts and trusts under wills, including revocable and irrevocable,
charitable remainder and testamentary trusts, and in this capacity holds, accounts for and manages financial assets,
real estate and special assets. Trust Services offers custody, estate settlement, and fiduciary tax services. Additionally,
Trust Services offers employee benefit trust services for which it acts as trustee, custodian, administrator and/or
investment advisor, for employee benefit plans and for corporate, self-employed, municipal and not-for-profit
employers located throughout the Company s market areas.

The staff includes credentialed investment and trust professionals with extensive experience. At December 31, 2014,
Trust Services served 714 client accounts, with assets under management and assets held in custody amounting to
$394.9 million and $33.3 million, respectively.

Competition

The Company competes principally in downeast, midcoast and central Maine, which can generally be characterized as
rural areas. The Company considers its primary market areas to be Hancock, Knox, Washington, Kennebec and
Sagadahoc counties, each in the state of Maine. According to the 2013 Census Bureau Report estimate, the population
of these five counties was 54,845, 39,550, 32,190, 121,164 and 35,013, respectively, representing a combined
population of approximately 282,762. The economies in these counties are based primarily on tourism, healthcare,
fishing and lobstering, agriculture, state government, and small local businesses, but are also supported by a large
contingent of retirees. Major competitors in these market areas include local independent banks, local branches of
large regional bank affiliates, thrift institutions, savings and loan institutions, mortgage companies, and credit

unions. Other competitors in the Company s primary market area include financing affiliates of consumer durable

goods manufacturers, insurance companies, brokerage firms, investment advisors, and other non-bank financial
service providers.

13
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Like most financial institutions in the United States, the Company competes with an ever-increasing array of financial
service providers. As the national economy moves further towards a concentration of service companies, competitive
pressures will mount.

The Company has generally been able to compete effectively with other financial institutions by emphasizing quality
customer service, making decisions at the local level, maintaining long-term customer relationships, building
customer loyalty, and providing products and services designed to address the specific needs of customers; however,
no assurance can be given that the Company will continue to be able to compete effectively with other financial
institutions in the future.

No material part of the Company s business is dependent upon one, or a few customers, or upon a particular industry
segment, the loss of which would have a material adverse impact on the operations of the Company.

Management and Employees

The Company has two principal executive officers: Curtis C. Simard, President and Chief Executive Officer, and
Gerald Shencavitz, Executive Vice President, Chief Financial Officer and Treasurer.

For the quarter ended December 31, 2014, the Bank employed 205 full-time equivalent employees, Trust Services
employed 15 full-time equivalent employees, and the Company employed 3 full-time employees, representing a
full-time equivalent complement of 223 employees of the Company. None of the employees are represented by
collective bargaining agreements.

The Company s management believes employee relations to be good.

Supervision and Regulation

General

Banking is a complex, highly regulated industry. Consequently, the performance of the Company and the Bank can be
affected not only by management decisions and general and local economic conditions, but also by the statutes
enacted by, and the regulations and policies of, various governmental regulatory authorities. These authorities include,
but are not limited to, the Board of Governors of the Federal Reserve System, the Federal Deposit Insurance

14



Edgar Filing: BAR HARBOR BANKSHARES - Form 10-K

Corporation (the FDIC ), the Maine Bureau of Financial Institutions ("BFI"), the Internal Revenue Service, the
Consumer Financial Protection Bureau (the CFPB ) and state taxing authorities. The effect of these statutes,
regulations and policies and any changes to any of them can be significant and cannot be predicted.

The primary goals of the bank regulatory scheme are to maintain a safe and sound banking system and to facilitate the
conduct of sound monetary policy. In furtherance of these goals, the U.S. Congress and the State of Maine have
created several largely autonomous regulatory agencies that oversee, and have enacted numerous laws that govern
banks, bank holding companies and the banking industry. The system of supervision and regulation applicable to the
Company and the Bank establishes a comprehensive framework for the entities respective operations and is intended
primarily for the protection of the Bank s depositors and the public, rather than the stockholders and creditors. The
following summarizes some of the materially relevant laws, rules and regulations governing banks and bank holding
companies, including the Company and the Bank, but does not purport to be a complete summary of all applicable
laws, rules and regulations governing banks and bank holding companies or the Company or the Bank. The
descriptions are qualified in their entirety by reference to the specific statutes, regulations and policies discussed. Any
change in applicable laws, regulations or regulatory policies may have a material effect on our businesses, operations
and prospects. We are unable to predict the nature or extent of the effects that economic controls or new federal or
state legislation may have on our business and earnings in the future.

Regulatory Agencies

Bar Harbor Bankshares is a legal entity separate and distinct from its first tier bank subsidiary, Bar Harbor Bank &
Trust and its second tier subsidiary, Bar Harbor Trust Services. As a bank holding company, the Company is regulated
under the Bank Holding Company Act ( BHC ) and is subject to inspection, examination and supervision by the Board
of Governors of the Federal Reserve System, or the Federal Reserve Board. The Company is also under the
jurisdiction of the SEC and is subject to the disclosure and regulatory requirements of the Securities Act of 1933, as
amended, and the Securities Exchange Act of 1934, as amended (the Exchange Act ). The Company s common stock is
listed on The NYSE MKT ( NYSE ) under the trading symbol BHB, and is subject to the rules of NYSE for listed
companies.

As a Maine chartered financial institution, Bar Harbor Bank & Trust (the "Bank") is subject to supervision, periodic
examination, and regulation by the BFI and FDIC, The prior approval of the Bureau and the FDIC is required, among
other things, for the Bank to establish or relocate an additional branch office, assume deposits, or engage in any
merger, consolidation, purchase or sale of all or substantially all of the assets of any bank. Under the Dodd-Frank Act,
the Federal Reserve may directly examine the subsidiaries of the Company, including the Bank.

The Dodd-Frank Wall Street Reform and Consumer Protection Act

On July 21, 2010, President Obama signed into law the Dodd-Frank Wall Street Reform and Consumer Protection Act
(the Dodd-Frank Act ), which implemented and continues to implement significant changes to the regulation of the
financial services industry.
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The effects of the Dodd-Frank Act have been far-reaching, and many aspects of the Dodd-Frank Act remain subject to
rulemaking by various regulatory agencies and will take effect over several years, making it difficult to anticipate the
overall financial impact on the Company, its customers or the financial industry more generally. Provisions in the
legislation that require revisions to the capital requirements of the Company and the Bank could require the Company
and the Bank to seek additional sources of capital in the future.

Bank Holding Company Regulations Applicable to the Company

The BHC Act and other federal laws subject bank holding companies to particular restrictions on the types of
activities in which they may engage, and to a range of supervisory requirements and activities, including regulatory
enforcement actions for violations of laws and regulations.

Permitted activities. Generally, bank holding companies are prohibited under the BHC Act from engaging in or
acquiring direct or indirect control of more than 5% of the voting shares of any company engaged in any activity other
than (i) banking or managing or controlling banks or (ii) an activity that the Federal Reserve Board determines to be
so closely related to banking as to be a proper incident to the business of banking. The Federal Reserve Board has the
authority to require a bank holding company to terminate an activity or terminate control of or liquidate or divest
certain subsidiaries or affiliates when the Federal Reserve Board believes the activity or the control of the subsidiary
or affiliate constitutes a significant risk to the financial safety, soundness or stability of any of its banking subsidiaries.

A bank holding company that qualifies and elects to become a financial holding company is permitted to engage in
additional activities that are financial in nature or incidental or complementary to financial activity. We currently have
no plans to make a financial holding company election.

Sound banking practices. Bank holding companies and their non-banking subsidiaries are prohibited from engaging in
activities that represent unsafe and unsound banking practices. For example, under certain circumstances the Federal
Reserve Board s Regulation Y requires a holding company to give the Federal Reserve Board prior notice of any
redemption or repurchase of its own equity securities if the consideration to be paid, together with the consideration
paid for any repurchases in the preceding year, is equal to 10% or more of the company s consolidated net worth. The
Federal Reserve Board may oppose the transaction if it believes that the transaction would constitute an unsafe or
unsound practice or would violate a regulation. As another example, a holding company is prohibited from impairing
its subsidiary bank s soundness by causing the bank to make funds available to non-banking subsidiaries or their
customers if the Federal Reserve believes it not prudent to do so. The Federal Reserve Board has the power to assess
civil money penalties for knowing or reckless violations, if the activities leading to a violation caused a substantial
loss to a depository institution. Potential penalties are as high as $1,000,000 for each day the activity continues.

Source of strength. In accordance with Federal Reserve Board policy, the holding company is expected to act as a
source of financial and managerial strength to the Bank. Under this policy, the holding company is expected to
commit resources to support its bank subsidiary, including at times when the holding company may not be in a
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financial position to provide it. As discussed below, the holding company could be required to guarantee the capital
plan of the Bank if it becomes undercapitalized for purposes of banking regulations. Any capital loans by a bank
holding company to its subsidiary bank are subordinate in right of payment to deposits and to certain other
indebtedness of such subsidiary bank. The BHC Act provides that, 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 bank subsidiary will be assumed by the bankruptcy trustee and entitled to priority of payment.

Regulatory agencies have promulgated regulations to increase the capital requirements for bank holding companies to
a level that matches those of banking institutions.

Anti-tying restrictions. Bank holding companies and affiliates are prohibited from tying the provision of services, such
as extensions of credit, to other services offered by a holding company or its affiliates.

Acquisitions. The BHC Act, the Bank Merger Act, the laws of the State of Maine applicable to financial institutions
and other federal and state statutes regulate acquisitions of banks and their holding companies. The BHC Act
generally limits acquisitions by bank holding companies to banks and companies engaged in activities that the Federal
Reserve Board has determined to be so closely related to banking as to be a proper incident thereto. The BHC Act
requires every bank holding company to obtain the prior approval of the Federal Reserve before (i) acquiring more
than 5% of the voting stock of any bank or other bank holding company, (ii) acquiring all or substantially all of the
assets of any bank or bank holding company, or (iii) merging or consolidating with any other bank holding company.

In reviewing applications seeking approval of merger and acquisition transactions, the bank regulatory authorities
generally consider, among other things, the competitive effect and public benefits of the transactions, the financial and
managerial resources and future prospects of the combined organization (including the capital position of the
combined organization), the applicant s performance record under the Community Reinvestment Act (see the section
captioned Community Reinvestment Act included elsewhere in this item), fair housing laws and the effectiveness of
the subject organizations in combating money laundering activities.

Dividends. Dividends from the Bank are the Company's principal source of cash revenues. Our earnings and activities
are affected by legislation, by regulations and by local legislative and administrative bodies and decisions of courts in
the jurisdictions in which we conduct business. These include limitations on the ability of the Bank to pay dividends
to the holding company and our ability to pay dividends to our stockholders. It is the policy of the Federal Reserve
Board that bank holding companies should pay cash dividends on common stock only out of income available over
the past year and only if prospective earnings retention is consistent with the organization s expected future needs and
financial condition. The policy provides that bank holding companies should not maintain a level of cash dividends
that undermines the bank holding company s ability to serve as a source of strength to its banking subsidiary.
Consistent with such policy, a banking organization should have comprehensive policies on dividend payments that
clearly articulate the organization s objectives and approaches for maintaining a strong capital position and achieving
the objectives of the policy statement.
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The FDIC has the authority to use its enforcement powers to prohibit a bank from paying dividends if, in its opinion,
the payment of dividends would constitute an unsafe or unsound practice. Federal law also prohibits the payment of
dividends by a bank that will result in the bank failing to meet its applicable capital requirements on a pro forma basis.
Maine law requires the approval of the Bureau for any dividend that would reduce a bank's capital below prescribed
limits.

Annual Reporting: Examinations. The Company is required to file an annual report with the Federal Reserve Board,
and such additional information as the Federal Reserve Board may require. The Federal Reserve Board may examine a
bank holding company and any of its subsidiaries, and charge the company for the cost of such an examination.

Imposition of Liability for Undercapitalized Subsidiaries. The Federal Deposit Insurance Corporation Improvement

Act of 1991 ( FDICIA ) requires bank regulators to take prompt corrective action to resolve problems associated with
insured depository institutions. In the event an institution becomes undercapitalized, it must submit a capital
restoration plan. The capital restoration plan will not be accepted by the regulators unless each company having
control of the undercapitalized institution guarantees the subsidiary s compliance with the capital restoration plan until
it becomes adequately capitalized. For purposes of this statute, the holding company has control of the Bank. Under
FDICIA, the aggregate liability of all companies controlling a particular institution is limited to the lesser of five
percent of the depository institution s total assets at the time it became undercapitalized or the amount necessary to
bring the institution into compliance with applicable capital standards. FDICIA grants greater powers to bank
regulators in situations where an institution becomes significantly or critically

undercapitalized or fails to submit a capital restoration plan. For example, a bank holding company controlling such
an institution can be required to obtain prior Federal Reserve Board approval of proposed distributions, or might be
required to consent to a merger or to divest the troubled institution or other affiliates.

Transactions with Affiliates. The holding company and the Bank are considered affiliates of each other under the
Federal Reserve Act, and transactions between such affiliates are subject to certain restrictions, including compliance
with Sections 23A and 23B of the Federal Reserve Act and their implementing regulations. Generally, Sections 23A
and 23B: (1) limit the extent to which a financial institution or its subsidiaries may engage in covered transactions
(a) with an affiliate (as defined in such sections) to an amount equal to 10% of such institution s capital and surplus,
and (b) with all affiliates, in the aggregate to an amount equal to 20% of such capital and surplus; and (2) require all
transactions with an affiliate, whether or not covered transactions, to be on terms substantially the same, or at least as
favorable to the institution or subsidiary, as the terms provided or that would be provided to a non-affiliate. The term

covered transaction includes the making of loans, purchase of assets, issuance of a guarantee and other similar types of
transactions.

State Law Restrictions. As a Maine corporation, the holding company is subject to certain limitations and restrictions
under applicable Maine corporate law. For example, state law restrictions in Maine include limitations and restrictions
relating to indemnification of directors, distributions and dividends to stockholders, transactions involving directors,
officers or interested stockholders, maintenance of books, records, and minutes, and observance of certain corporate
formalities.
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Capital Adequacy and Prompt Corrective Action.

Regulatory Capital Requirements in Effect as of December 31. 2014. Bank holding companies and banks are subject
to various regulatory capital requirements administered by federal and state banking agencies. Capital adequacy

guidelines and, additionally for banks, prompt corrective action regulations, involve quantitative measures of assets,
liabilities, and certain off-balance-sheet items calculated under regulatory accounting practices. Capital amounts and
classifications are also subject to qualitative judgments by regulators about components, risk weighting and other
factors.

The Federal Reserve Board has risk-based capital ratio and leverage ratio guidelines for banking organizations, which
are intended to ensure that banking organizations have adequate capital given the risk levels of assets and off-balance
sheet financial instruments. Under the guidelines in effect as of December 31, 2014, banking organizations were
required to maintain minimum ratios for Tier 1 capital and total capital to total risk-weighted assets (including certain
off-balance sheet items, such as letters of credit). For purposes of calculating the ratios, a banking organization s assets
and some of its specified off-balance sheet commitments and obligations were assigned to various risk categories. A
depository institution or holding company s capital, in turn, was classified into one of three tiers, depending on type:

Core Capital (Tier 1). Tier 1 capital included common equity, retained earnings, qualifying trust preferred securities,
qualifying noncumulative perpetual preferred stock, a limited amount of qualifying cumulative perpetual stock at the
holding company level, minority interests in equity accounts of consolidated subsidiaries, less goodwill, most
intangible assets and certain other assets.

Supplementary Capital (Tier 2). Tier 2 capital included, among other things, perpetual preferred stock and trust
preferred securities not meeting the Tier 1 definition, qualifying mandatory convertible debt securities, qualifying
subordinated debt, and allowances for possible loan losses, subject to limitations.

Market Risk Capital (Tier 3). Tier 3 capital included qualifying unsecured subordinated debt.

The Company, like other bank holding companies, was required to maintain Tier 1 capital and total capital (the sum of
Tier 1, Tier 2 and Tier 3 capital) equal to at least 4.0% and 8.0%, respectively, of its total risk-weighted assets
(including various off-balance-sheet items, such as standby letters of credit). The Bank, like other depository
institutions, was required to maintain similar capital levels under capital adequacy guidelines.
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Bank holding companies and banks subject to the market risk capital guidelines were required to incorporate market
and interest rate risk components into their risk-based capital standards. Under the market risk capital guidelines,
capital was allocated to support the amount of market risk related to a financial institution s ongoing trading activities.

Bank holding companies and banks were also required to comply with minimum leverage ratio requirements. The
leverage ratio is the ratio of a banking organization s Tier 1 capital to its total adjusted quarterly average assets (as
defined for regulatory purposes). The requirements necessitate a minimum leverage ratio of 3.0% for bank holding
companies and banks that either have the highest supervisory rating or have implemented the appropriate federal
regulatory authority s risk-adjusted measure for market risk. All other bank holding companies and banks were
required to maintain a minimum leverage ratio of 4.0%, unless a different minimum was specified by an appropriate
regulatory authority. For a depository institution to be considered well capitalized under the regulatory framework for
prompt corrective action, its leverage ratio had to be at least 5.0%.

Basel III Capital Rules Effective January 1. 2015. The federal bank regulatory authorities risk-based capital guidelines
were previously based upon the 1988 capital accord of the Basel Committee on Banking Supervision, or Basel I. The
Basel Committee on Banking Supervision is a committee of central banks and bank supervisors and regulators from
the major industrialized countries that develops broad policy guidelines for use by each country s supervisors in
determining the supervisory policies they apply. In 2004, the Basel Committee on Banking Supervision published a
new capital accord to replace Basel I, with an update in November 2005 ( Basel II ). Basel II provided two approaches
for setting capital standards for credit risk an internal ratings-based approach tailored to individual institutions
circumstances (which for many asset classes is itself broken into a foundation approach and an advanced or A-IRB
approach, the availability of which is subject to additional restrictions) and a standardized approach that based risk
weightings on external credit assessments to a much greater extent than permitted in previous risk-based capital
guidelines. Basel II also set capital requirements for operational risk and refined the existing capital requirements for
market risk exposures.

In July 2007, the U.S. banking and thrift agencies reached an agreement on the implementation of the capital
adequacy regulations and standards based on Basel II. In November 2007, the agencies approved final rules to
implement the new risk-based capital requirements in the United States for large, internationally active banking
organizations, or core banks - defined as those with consolidated total assets of $250 billion or more or consolidated
on-balance sheet foreign exposures of $10 billion or more. The final rule was effective as of April 1, 2008. We are not

a core bank and do not apply the Basel II approach to computing risk-weighted assets.

In response to the economic and financial industry crisis that began in 2008, the Basel Committee on Banking
Supervision and their oversight body - the Group of Central Bank Governors and Heads of Supervision (GHOS)
began in late 2009 to work on global initiatives to strengthen the financial regulatory system. In July 2010, the GHOS
agreed on key design elements and in September 2010 agreed to transition and implementation measures. The product
of this effort is known as Basel 111, and is designed to strengthen the regulation, supervision and risk management of
the banking sector. In particular, Basel III strengthens existing capital requirements and introduces a global liquidity
standard. In June 2012, the FRB, FDIC and the OCC jointly issued three notices of proposed rulemaking ( NPRs ) to,
among other things implement the Basel III minimum capital requirements. On November 9, 2012, the FRB, FDIC,
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and the OCC indefinitely delayed the start date for the Basel III capital requirements and stated that they did not
expect the final rules to implement the Basel III capital requirements to be in effect on January 1, 2013, the initial
deadline. In July 2013, the FRB, the FDIC and OCC issued two final interim rules to implement the Basel III capital
reforms and the rules began phasing-in in 2015, depending on the size of the financial institution. For more on Basel
III and its potential effect on us, see item 1A Risk Factors . We have computed our regulatory capital ratios under
Basel III and continue to evaluate the impact of Basel III on both the Company and the Bank. On a pro-forma basis,
our consolidated total risk-based capital and Tier I risk-based capital ratios would decrease by approximately 59 and
55 basis points, respectively, under the 2015 transition provisions of Basel III. As of December 31, 2014 each of our
pro-forma regulatory capital ratios at both the Company and the Bank exceeded the minimums prescribed under Basel
III (including consideration of a fully phased in capital conservation buffer, as discussed below) by approximately 300
basis points or more.

The Federal Deposit Insurance Act, as amended ( FDIA ), requires, among other things, that federal banking agencies

take prompt corrective action with respect to depository institutions that do not meet minimum capital requirements.

The FDIA sets forth the following five capital tiers: well capitalized, adequately capitalized,  undercapitalized,
significantly undercapitalized and critically undercapitalized. A depository institution s capital tier will depend upon

how its capital levels compare with various relevant capital measures and certain other factors, as established by

regulation. The relevant capital measures are the total capital ratio, the Tier 1 capital ratio, the leverage ratio and a

new ratio requirement under Basel III, the common equity Tier I capital ratio.

Under the regulations adopted by the federal regulatory authorities, a bank will be: (i) well capitalized if the institution
has a total risk-based capital ratio of 10.0% or greater, a common equity Tier 1 capital ratio of 6.5% or greater, a Tier
1 risk-based capital ratio of 8.0% or greater (6.0% prior to January 1, 2015), and a leverage ratio of 5.0% or greater,
and is not subject to any order or written directive by any such regulatory authority to meet and maintain a specific
capital level for any capital measure; (ii) adequately capitalized if the institution has a total risk-based capital ratio of
8.0% or greater, a common equity Tier 1 capital ratio of 4.5% or greater, a Tier 1 risk-based capital ratio of 6.0% or
greater (4.0% prior to January 1, 2015), and a leverage ratio of 4.0% or greater and is not well capitalized ; (iii)
undercapitalized if the institution has a total risk-based capital ratio that is less than 8.0%, a common equity Tier 1
capital ratio of less than 4.5%, a Tier 1 risk-based capital ratio of less than 6.0% (4.0% prior to January 1, 2015) or a
leverage ratio of less than 4.0%; (iv) significantly undercapitalized if the institution has a total risk-based capital ratio
of less than 6.0%, a common equity Tier 1 capital ratio of less than 3.0%, a Tier 1 risk-based capital ratio of less than
4.0% (3.0% prior to January 1, 2015) or a leverage ratio of less than 3.0%; and (v) critically undercapitalized if the
institution s tangible equity is equal to or less than 2.0% of average quarterly tangible assets. An institution may be
downgraded to, or deemed to be in, a capital category that is lower than indicated by its capital ratios if it is
determined to be in an unsafe or unsound condition or if it receives an unsatisfactory examination rating with respect
to certain matters. A bank s capital category is determined solely for the purpose of applying prompt corrective action
regulations, and the capital category may not constitute an accurate representation of the bank s overall financial
condition or prospects for other purposes.

The final rules also established a capital conservation buffer of 2.5% above new regulatory minimum capital ratios,
and when fully effective in 2019, will result in the following minimum ratios: (i) a common equity Tier I capital ratio
of 7.0%; (ii) a Tier 1 risk-based capital ratio of 8.5%; and (iii) a total capital ratio of 10.5%. The new capital
conservation buffer requirement will be phased in beginning in January 2016 at 0.625% of risk-weighted assets and
increases each year until fully implemented in January 2019. An institution is subject to limitations on paying
dividends, engaging in share repurchase, and paying discretionary bonuses if its capital level falls below the buffer
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amount. These limitations will establish a maximum percentage of eligible retained income that can be utilized for
such activities.

The FDIA generally prohibits a depository institution from making any capital distributions (including payment of a
dividend) or paying any management fee to its parent holding company if the depository institution would thereafter
be undercapitalized. Undercapitalized institutions are subject to growth limitations and are required to submit a capital
restoration plan to the FDIC. The agencies may not accept such a plan without determining, among other things, that
the plan is based on realistic assumptions and is likely to succeed in restoring the depository institution s capital. In
addition, for a capital restoration plan to be acceptable, the depository institution s parent holding company must
guarantee that the institution will comply with such capital restoration plan. The aggregate liability of the parent
holding company is limited to the lesser of (i) an amount equal to 5.0% of the depository institution s total assets at the
time it became undercapitalized and (ii) the amount which is necessary (or would have been necessary) to bring the
institution into compliance with all capital standards applicable with respect to such institution as of the time it fails to
comply with the plan. If a depository institution fails to submit an acceptable plan, it is treated as if it is significantly
undercapitalized.

Significantly undercapitalized depository institutions may be subject to a number of requirements and restrictions,
including orders to sell sufficient voting stock to become adequately capitalized, requirements to reduce total assets,
and cessation of receipt of deposits from correspondent banks. Critically undercapitalized institutions are subject to
the appointment of a receiver or conservator.

Both the Company and the Bank have always maintained the capital ratios and leverage ratio above the levels to be
considered quantitatively well-capitalized. For information regarding the capital ratios and leverage ratio of the
Company and the Bank as of December 31, 2014 and December 31, 2013, see the discussion under the section
captioned Capital Resources included in Item 7, Management s Discussion and Analysis of Financial Condition and
Results of Operations and Note 13, in the Notes to Consolidated Financial Statements included in Item 8, Financial
Statements and Supplementary Data , elsewhere in this report.

Significant Banking Regulations Applicable to the Bank

Deposit Insurance. The deposits of the Bank are insured up to applicable limits by the Deposit Insurance Fund, ( the
DIF ), of the FDIC and are subject to deposit insurance assessments to maintain the DIF. The FDIC utilizes a
risk-based assessment system that imposes insurance premiums based upon a risk matrix that takes into account a
bank s capital level and supervisory rating. Risk Category I is the lowest risk category while Risk Category IV is the
highest risk category.

In 2010, the Dodd-Frank Act revised certain statues governing the FDIC s management of the DIF. Among other
things, the Dodd-Frank Act (i) raised the minimum fund reserve ratio from 1.15% to 1.35%, (ii) requires the fund
reserve ratio to reach 1.35% by September 30, 2020, (iii) eliminated the requirement that the FDIC provides dividends
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from the DIF when the reserve ratio is between 1.35% and 1.5%, (iv) removed the 1.5% cap on the reserve ratio,
(v) granted the FDIC the sole discretion in determining whether to suspend or limit the declaration or payment of
dividends and (vi) changed the assessment base for banks from insured deposits to the average total assets of the bank
minus the average tangible equity of the bank during the assessment period. In December 2010, the FDIC set the
minimum reserve ratio at 2.00%. In addition, the FDIC adopted a new Restoration Plan, pursuant to which, among
other things, the FDIC (a) eliminated the uniform 3 basis point increase in initial assessment rates that were scheduled
to take effect on January 1, 2011, (b) pursued further rulemaking in 2011 regarding the method used to offset the
effect on banks with less than $10 billion in assets of the requirement that the reserve ratio reach 1.35% and (c) at least
semiannually, will update its projections for the DIF and increase or decrease assessment rates, if needed. On February
7, 2011, the FDIC adopted final rules to implement the dividend provisions of the Dodd-Frank Act, changed the
assessment base and set new assessment rates. In addition, as part of its final rules, the FDIC made certain assessment
rate adjustments by: (1) altering the unsecured debt adjustment by adding an adjustment for long-term debt issued by
another insured depository institution and (2) eliminating the secured liability adjustment, and changing the brokered
deposit adjustment to conform to the change in the assessment base. The new assessment rates became effective April
1, 2011. The new initial base assessment rates range from 5 to 9 basis points for Risk Category I banks to 35 basis
points for Risk Category IV banks. Risk Category II and III banks have an initial base assessment rate of 14 and 23
basis points, respectively.

The FDIC may further increase or decrease the assessment rate schedule in order to manage the DIF to prescribed
statutory target levels. An increase in the risk category for the Bank or in the assessment rates could have an adverse
effect on the Bank s and consequently the Company s earnings. The FDIC may terminate deposit insurance if it
determines the institution involved has engaged in or is engaging in unsafe or unsound banking practices, is in an
unsafe or unsound condition, or has violated applicable laws, regulations or orders.

In addition, all institutions with deposits insured by the FDIC are required to pay assessments to fund interest
payments on bonds issued by the Financing Corporation (FICO), a mixed-ownership government corporation
established to recapitalize a predecessor to the DIF. The current annualized assessment rate is six basis points and the
rate is adjusted quarterly. These assessments will continue until the FICO bonds mature in 2019.

The enactment of the Emergency Economic Stabilization Act of 2008 then-temporarily raised the basic limit on
federal deposit insurance coverage from $100,000 to $250,000 per depositor and in July of 2010, the Dodd-Frank Act
made the increased coverage amount permanent.

The Volcker Rule. Through the Volker Rule, the Dodd-Frank Act prohibits banks and their affiliates from engaging in
proprietary trading and investing in and sponsoring certain unregistered investments companies (defined as hedge
funds and private equity funds). We do not currently believe that the Volker Rule will have a material effect on the
operations of the Company or the Bank, as we do not engage in the businesses prohibited by the Volcker Rule.

Depositor Preference. The FDIA provides that, in the event of the liquidation or other resolution of an insured
depository institution, the claims of depositors of the institution, including the claims of the FDIC as subrogee of
insured depositors, and certain claims for administrative expenses of the FDIC as a receiver, will have priority over
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other general unsecured claims against the institution. If an insured depository institution fails, insured and uninsured
depositors, along with the FDIC, will have priority in payment ahead of unsecured, non-deposit creditors, including
the parent bank holding company, with respect to any extensions of credit they have made to such insured depository
institution.

Consumer Financial Protection. The Company is subject to a number of federal and state consumer protection laws
that govern its relationship with its customers. These laws include the Equal Credit Opportunity Act, the Fair Credit
Reporting Act, the Truth in Lending Act, the Truth in Savings Act, the Electronic Fund Transfer Act, the Expedited
Funds Availability Act, the Home Mortgage Disclosure Act, the Fair Housing Act, the Real Estate Settlement
Procedures Act, the Fair Debt Collection Practices Act, the Right to Financial Privacy Act, the Service Members Civil
Relief Act and these laws respective state-law counterparts, as well as state usury laws and laws regarding unfair and
deceptive acts and practices. These and other federal laws, among other things, require disclosures of the cost of credit
and terms of deposit accounts, provide substantive consumer rights, prohibit discrimination in credit transactions,
regulate the use of credit report information, provide financial privacy protections, prohibit unfair, deceptive and
abusive practices, restrict the Bank's ability to raise interest rates and subject the Bank to substantial regulatory
oversight. Violations of applicable consumer protection laws can result in significant potential liability from litigation
brought by customers, including actual damages, restitution and attorneys fees.

Further, the CFPB has broad rulemaking authority for a wide range of consumer financial laws that apply to all banks,
including, among other things, the authority to prohibit unfair, deceptive or abusive acts and practices. Abusive acts or
practices are defined as those that materially interfere with a consumer s ability to understand a term or condition of a
consumer financial product or service or take unreasonable advantage of a consumer s: (i) lack of financial savvy, (ii)
inability to protect himself in the selection or use of consumer financial products or services, or (iii) reasonable
reliance on a covered entity to act in the consumer s interests.

Brokered Deposit Restrictions. Well-capitalized institutions are not subject to limitations on brokered deposits, while
an adequately capitalized institution is able to accept, renew or roll over brokered deposits only with a waiver from the
FDIC and subject to certain restrictions on the yield paid on such deposits. Undercapitalized institutions are generally
not permitted to accept, renew, or roll over brokered deposits.

Community Reinvestment Act. The Community Reinvestment Act of 1977 ( the CRA ), requires depository institutions
to assist in meeting the credit needs of their market areas consistent with safe and sound banking practice. Under the
CRA, each depository institution is required to help meet the credit needs of its market areas by, among other things,
providing credit to low- and moderate-income individuals and communities. These factors are also considered in
evaluating mergers, acquisitions and applications to open a branch or facility. The applicable federal regulators
regularly conduct CRA examinations to assess the performance of financial institutions and assign one of four ratings

to the institution s records of meeting the credit needs of its community. During its last examination, a rating of

satisfactorwas received by the Bank.
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Insider Credit Transactions. Banks are subject to certain restrictions imposed by the Federal Reserve Act on
extensions of credit to certain executive officers, directors, principal stockholders and any related interests of such
persons. Extensions of credit to such persons must: (i) be made on substantially the same terms, including interest
rates and collateral, and follow credit underwriting procedures that are not less stringent than those prevailing at the
time for comparable transactions with persons not covered by such restrictions and (ii) not involve more than the
normal risk of repayment or present other unfavorable features. Banks are also subject to certain lending limits and
restrictions on overdrafts to such persons. A violation of these restrictions may result in the assessment of substantial
civil monetary penalties on the affected bank or any officer, director, employee, agent or other person participating in
the conduct of the affairs of that bank, the imposition of a cease and desist order, and other regulatory sanctions.

EDICIA. Under FDICIA, each federal banking agency has prescribed, by regulation, non-capital safety and soundness
standards for institutions under its authority. These standards cover internal controls, information and internal audit
systems, loan documentation, credit underwriting, interest rate exposure, asset growth, compensation, fees and
benefits, such other operational and managerial standards as the agency determines to be appropriate, and standards
for asset quality, earnings and stock valuation. An institution which fails to meet these standards must develop a plan
acceptable to the agency, specifying the steps that the institution will take to meet the standards. Failure to submit or
implement such a plan may subject the institution to regulatory sanctions.

Examinations. The Bank is examined from time to time by its primary federal banking regulator, the FDIC and Maine
BFI.

Financial Privacy. In accordance with the Gramm-Leach-Bliley Financial Modernization Act of 1999 (the GLB Act
federal banking regulators adopted rules that limit the ability of banks and other financial institutions to disclose
nonpublic information about consumers to nonaffiliated third parties. These limitations require disclosure of privacy
policies to consumers and, in some circumstances, allow consumers to prevent disclosure of certain personal
information to a nonaffiliated third party. The privacy provisions of the GLB Act affect how consumer information is
transmitted through diversified financial companies and conveyed to outside vendors.

Anti-Money Laundering Initiatives and the USA Patriot Act. A major focus of governmental policy on financial
institutions over the last decade has been combating money laundering and terrorist financing. The USA PATRIOT

Act of 2001 (the USA Patriot Act ), substantially broadened the scope of United States anti-money laundering laws

and regulations by imposing significant new compliance and due diligence obligations, creating new crimes and
penalties and expanding the extra-territorial jurisdiction of the United States. The U.S. Treasury Department has
issued a number of regulations that apply various requirements of the USA Patriot Act to financial institutions such as
the Bank. These regulations impose obligations on financial institutions to maintain appropriate policies, procedures
and controls to detect, prevent and report money laundering and terrorist financing and to verify the identities of their
customers. Financial institutions are also prohibited from entering into specified financial transactions and account
relationships and must use enhanced due diligence procedures in their dealings with certain types of high-risk
customers and implement a written customer identification program. Financial institutions must take certain steps to
assist government agencies in detecting and preventing money laundering and report certain types of suspicious
transactions. Regulatory authorities routinely examine financial institutions for compliance with these obligations, and
failure of a financial institution to maintain and implement adequate programs to combat money laundering and
terrorist financing, or to comply with all of the relevant laws or regulations, can have serious legal and reputational
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consequences for the institution.

Office of Foreign Assets Control Regulation. The United States has imposed economic sanctions that affect
transactions with designated foreign countries, nationals and others. These are typically known as the OFAC rules
based on their administration by the U.S. Treasury Department Office of Foreign Assets Control ( OFAC ). The
OFAC-administered sanctions targeting countries take many different forms. Generally, however, they contain one or
more of the following elements: (i) restrictions on trade with or investment in a sanctioned country, including
prohibitions against direct or indirect imports from and exports to a sanctioned country and prohibitions on U.S.
persons engaging in financial transactions relating to making investments in, or providing investment-related advice or
assistance to, a sanctioned country; and (ii) a blocking of assets in which the government or specially designated
nationals of the sanctioned country have an interest, by prohibiting transfers of property subject to U.S. jurisdiction
(including property in the possession or control of U.S. persons). Blocked assets (e.g., property and bank deposits)
cannot be paid out, withdrawn, set off or transferred in any manner without a license from OFAC. The Company is
responsible for, among other things, blocking accounts of, and transactions with, such targets and countries,
prohibiting unlicensed trade and financial transactions with them and reporting blocked transactions after their
occurrence. Failure to comply with these sanctions could have serious legal and reputational consequences.

Other Laws and Regulations. The Company is not only subject to federal laws applicable to it, it is also subject to the
rules and regulations of the various federal agencies charged with the responsibility of implementing these federal
laws.

Guidance on Sound Incentive Compensation Policies

In 2010, the federal bank regulators jointly issued final guidance on sound incentive compensation policies ( SICP )
intended to ensure that the incentive compensation policies of banking organizations do not undermine the safety and
soundness of such organizations by encouraging excessive risk-taking. The SICP guidance, which covers all
employees that have the ability to materially affect the risk profile of an organization, either individually or as part of
a group, is based upon the key principles that a banking organization s incentive compensation arrangements should:
(i) provide incentives that do not encourage risk-taking beyond the organization s ability to effectively identify and
manage risks, (ii) be compatible with effective internal controls and risk management, and (iii) be supported by strong
corporate governance, including active and effective oversight by the organization s board of directors. Any
deficiencies in compensation practices that are identified may be incorporated into the organization s supervisory
ratings, which can affect its ability to make acquisitions or perform other actions. The SICP guidance provides that
enforcement actions may be taken against a banking organization if its incentive compensation arrangements or
related risk-management control or governance processes pose a risk to the organization s safety and soundness and the
organization is not taking prompt and effective measures to correct the deficiencies.

In addition, in 2010 the FDIC announced that it would seek public comment on whether banks with compensation
plans that encourage risky behavior should be charged higher deposit assessment rates than they would be charged
were they not to encourage risky behavior. In February 2011, the federal financial regulators issued joint proposed
regulations to implement the Dodd-Frank Act requirement that the federal financial regulators prohibit, at any
financial institution with consolidated assets of at least $1 billion, incentive pay that they determine encourages
inappropriate risk. Officials have recently indicated that they are preparing a new rule on incentive compensation.
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Changing Regulatory Structure and Future Legislation and Regulation

Congress may enact further legislation that affects the regulation of the financial services industry, and the Maine
legislature may enact further legislation affecting the regulation of financial institutions chartered by the State of
Maine. Federal and state regulatory agencies also periodically propose and adopt changes to their regulations or
change the manner in which existing regulations are applied. We cannot predict the substance or impact of pending or
future legislation or regulations, or the application thereof, although enactment of the proposed legislation could
impact the regulatory structure under which the Company operates and may significantly increase costs, impede the
efficiency of internal business processes, require an increase in regulatory capital, require modifications to the
Company s business strategy, and limit the Company s ability to pursue business opportunities in an efficient manner.
A change in statutes, regulations or regulatory policies applicable to the Company or any of its subsidiaries could have

a material effect on our business.

Monetary Policy and Economic Environment

The earnings of the Company are significantly affected by the monetary and fiscal policies of governmental
authorities, including the FRB. Among the instruments of monetary policy used by the FRB to implement these
objectives are open-market operations in U.S. Government securities and federal funds, changes in the discount rate
on member bank borrowings, and changes in reserve requirements against member bank deposits. These instruments
of monetary policy are used in varying combinations to influence the overall level of bank loans, investments, and
deposits, and the interest rates charged on loans and paid for deposits. The FRB frequently used these instruments of
monetary policy, especially its open-market operations and the discount rate, in influence the level of interest rates and
to affect the strength of the economy, the level of inflation, or the price of the dollar in foreign exchange markets. The
monetary policies of the FRB have had a significant effect on the operating results of banking institutions in the past
and are expected to continue to do so in the future. It is not possible to predict the nature of future changes in
monetary and fiscal policies, or the effect which they may have on the Company s business and earnings.

Financial Information about Industry Segments

The information required under this item is included in the Company s financial statements, which appear in Part II,
Item 8, Note 1 of this Annual Report on Form 10-K, and is incorporated herein by cross reference thereto.

Availability of Information Company Website
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The Company maintains an Internet website at www.bhbt.com. At this website, our annual report on Form 10-K,
quarterly reports on Form 10-Q, current reports on Form 8-K, and proxy statement on Schedule 14A and amendments
to such reports filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act are available, free of charge,
as soon as reasonably practicable after such forms are electronically filed with, or furnished to, the SEC. The public
may read and copy any materials we file with the SEC at the SEC s Public Reference Room, located at 100 F Street,
NE, Washington, D.C. 20549. The public may obtain information on the operation of the Public Reference Room by
calling the SEC at 1-800-SEC-0330. The SEC also maintains an Internet website at www.sec.gov that contains
reports, proxy, and information statements, and other information regarding issuers that file electronically with the
SEC. In addition, the Company makes available, free of charge, its press releases and Code of Ethics through the
Company s Investor Relations page. Information on our website is not incorporated by reference into this document
and should not be considered part of this Report.

ITEM 1A. RISK FACTORS

An investment in our common stock is subject to risks inherent to our business. The material risks and uncertainties
that management believes affect us are described below. Before making an investment decision, you should carefully
consider the risks and uncertainties described below together with all of the other information included or
incorporated by reference in this Report. The risks and uncertainties described below are not the only ones we face.
Additional risks and uncertainties that management is not aware of or focused on or that management currently deems
immaterial may also impair our business operations. This Report is qualified in its entirety by these risk factors.

If any of the following risks actually occurs, our financial condition, results of operations, or cash flow could be
materially and adversely affected. If this were to happen, the value of our common stock could decline significantly,
and you could lose all or part of your investment.

Our business may be adversely affected by conditions in the financial markets and economic conditions generally.

Negative developments in the financial services industry since 2008 resulted in uncertainty in the financial markets in
general and a related general economic recession. In addition, as a consequence of the recent U.S. recession,
businesses across a wide range of industries faced serious difficulties due to the decrease in consumer spending,
reduced consumer confidence brought on by deflated home prices, among other things, and reduced liquidity in the
credit markets. Unemployment also increased significantly during this period. Many of these circumstances continued
into 2014 and continue to be an issue today.

As a result of these financial and economic crises, many lending institutions, including the Bank, experienced, in
recent years, declines in the performance of their loans, including construction, commercial real estate loans, and other
commercial and consumer loans. Moreover, competition among depository institutions for core deposits and quality
loans increased significantly. In addition, the values of real estate collateral supporting many commercial loans and
home mortgages declined. Bank and bank holding company stock prices were negatively affected, and the ability of
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banks and bank holding companies to raise capital or borrow in the debt markets has been more difficult compared to
previous periods. As a result, bank regulatory agencies have been and are expected to continue to be very aggressive
in responding to concerns and trends identified in examinations, including the issuance of formal or informal
enforcement actions or orders. The impact of new legislation in response to these developments may negatively
impact our operations by restricting our business operations, including our ability to originate or sell loans, and
adversely impact our financial performance or our stock price.

In addition, further negative market developments, including another recession, may affect consumer confidence
levels and may cause adverse changes in payment patterns, causing increases in delinquencies and default rates, which
may impact our charge-offs and provision for credit losses. A worsening of these conditions would likely exacerbate
the adverse effects of these difficult market conditions on us and others in the financial services industry.

Risks Related to Our Regulatory Environment.

We are subject to extensive regulation and supervision under federal and state laws and regulations. Some of the
significant federal and state banking regulations that affect us are described in this report at Part I, Item 1, Supervision
and Regulation. These regulations, along with the existing tax, accounting, securities, insurance, and monetary laws,
regulations, rules, standards, policies and interpretations control the methods by which financial institutions conduct
business, implement strategic initiatives and tax compliance, and govern financial reporting and disclosures. These
laws, regulations, rules, standards, policies and interpretations are constantly evolving and may change significantly
over time.

Changes in regulations resulting from the Dodd-Frank Act or any new regulations may affect our businesses. The
market and economic conditions over the past several years have led to legislation and numerous and continuing
proposals for changes in the regulation of the banking and financial services industry, including significant additional
legislation and regulation in the U.S. and abroad. The Dodd-Frank Act enacted sweeping changes in the supervision
and regulation of the financial industry designed to provide for greater oversight of financial industry participants,
reduce risk in banking practices and in securities and derivatives trading, enhance public company corporate
governance practices and executive compensation disclosures, and provide for greater protections to individual
consumers and investors.

Certain elements of the Dodd-Frank Act became effective immediately, while the details of some provisions remain
subject to implementing regulations that are yet to be adopted by various applicable regulatory agencies. The ultimate
impact that the Dodd-Frank Act will have on us, the financial services industry and the economy cannot be known
until all such implementing regulations called for under the Dodd-Frank Act have been finalized and implemented.
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The Dodd-Frank Act may impact the manner in which we market our products and services, manage our business and
operations and interact with regulators, all of which, while not currently anticipated to, could materially impact our
results of operations, financial condition and liquidity. Certain provisions of the Dodd-Frank Act that have or may
impact our business include, but are not limited to: regulatory oversight of incentive compensation, the imposition of
capital requirements on holding companies and, to a lesser extent, greater oversight over derivatives trading and
restrictions on proprietary trading. There is also increased regulatory scrutiny (and related compliance costs). These
include but are not limited to the Bank's oversight by the CFPB.

Additionally, we are monitoring regulatory developments related to the Volcker Rule and their impact on community
banks. In January 2014, the FRB, the OCC, the FDIC, the SEC and the Commodity Futures Trading Commission
approved an interim final rule that exempts trust-preferred securities (TruPS) that back collateralized debt obligations
(CDOs) held by qualifying community banks from the application of some portions of the Volcker Rule. The final
Volcker Rule, approved by regulators in December 2013, generally prohibited banking entities from engaging in the
short-term proprietary trading of securities and derivatives for their own account and barred them from having certain
relationships with hedge funds or private equity funds. Included within the range of funds covered by the regulations
were TruPS CDOs. Application of the Volcker Rule to TruPS CDOs would have forced many banks, including many
community banks, to treat the TruPS CDO holdings as impaired and write down the value or sell the holdings entirely.
The American Bankers Association filed a lawsuit in 2013 to block the provision from going into effect. In addition,
some lawmakers also called on the regulators to revise the rule to minimize the effect on community banks. On
January 14, 2014, the regulators announced the first revision to the Volcker Rule in the form of an interim final rule.
The revision will allow some smaller banks to retain their interests in TruPS CDOs, though there are conditions to the
exemption. The interim final rule exemption only applies when all of the following requirements are met:

The TruPS CDOs have been issued by banks with less than $15 billion in assets;
?

The TruPS CDOs have been established before May 19, 2010; and

?

The bank must have acquired the TruPS CDOs prior to December 10, 2013.

The Company did not own any TruPS CDOs as of and during the twelve months ended December 31, 2014.
To the extent the Dodd-Frank Act and the related extensive rules and regulations impacts the operations, financial
condition, liquidity and capital requirements of unaffiliated financial institutions with whom we transact business,

those institutions may seek to pass on increased costs, reduce their capacity to transact, or otherwise present
inefficiencies in their interactions with us.

We are subject to credit risk.
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There are inherent risks associated with our lending activities. These risks include, among other things, the impact of
changes in interest rates and changes in the economic conditions in the markets where we operate as well as those
across the United States and abroad. Increases in interest rates and/or weakening economic conditions could adversely
impact the ability of borrowers to repay outstanding loans or the value of the collateral securing these loans.

We are also subject to various laws and regulations that affect our lending activities. Failure to comply with applicable
laws and regulations could subject us to regulatory enforcement action that could result in the assessment of
significant civil money penalties against us.

The Bank s loans are principally concentrated in certain areas of Maine and adverse economic conditions in those
markets could adversely affect our operations.

Our success is dependent to a significant extent upon general economic conditions in the United States and, in
particular, the local economies of downeast, midcoast and central Maine, the primary markets served by us. We are
particularly exposed to real estate and general economic factors in the downeast, midcoast and central areas of Maine,
as most of our loan portfolio is concentrated among borrowers in these markets. Furthermore, because a substantial
portion of our loan portfolio is secured by real estate in these areas, the value of the associated collateral is also
subject to regional real estate market conditions.

A number of our hospitality and other customers rely upon a high number of visits from tourists and vacationers to
Acadia National Park as significant part of their businesses. Prolonged interruptions or shutdowns in the operation of
tourist destination sites within our market areas could have a material adverse effect on our business and results of
operations.

Interest rate volatility could significantly reduce our profitability.

Our earnings and cash flows are largely dependent upon our net interest income. Net interest income is the difference
between interest income earned on interest-bearing assets such as loans and securities and interest expense paid on
interest-bearing liabilities such as deposits and borrowed funds. Interest rates are highly sensitive to many factors that
are beyond our control, including general economic conditions, demand for loans, securities and deposits, and policies
of various governmental and regulatory agencies and, in particular, the Board of Governors of the Federal Reserve
System. Changes in monetary policy, including changes in interest rates, could influence not only the interest we
receive on loans and securities and the amount of interest we pay on deposits and borrowings, but such changes could
also affect (i) our ability to originate loans and obtain deposits, (ii) the fair value of our financial assets and liabilities,
and (iii) the average duration of our loans and securities that are collateralized by mortgages. If the interest rates paid
on deposits and other borrowings increase at a faster rate than the interest rates received on loans and other
investments, our net interest income, and therefore earnings, could be adversely affected. Earnings could also be
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adversely affected if the interest rates received on loans and other investments fall more quickly than the interest rates
paid on deposits and other borrowings. If interest rates decline, our higher-rate loans and investments may be subject
to prepayment risk, which could negatively impact our net interest margin. Conversely, if interest rates increase, our
loans and investment may be subject to extension risk, which could negatively impact our net interest margin as well.

Declines in value may adversely impact our investment securities portfolio.

We may be required to record other-than-temporary impairment charges on our investment securities if they suffer a
decline in value that is considered other-than-temporary. Numerous factors, including, municipal bond defaults, lack
of liquidity for re-sales of certain investment securities, or adverse actions by regulators, could have a negative effect
on our securities portfolio in future periods.

We may elect or be compelled to seek additional capital in the future, but capital may not be available when it is
needed.

We are required by federal and state regulatory authorities to maintain adequate levels of capital to support our
operations. In addition, we may elect to raise additional capital to support our business or to finance acquisitions, if
any, or we may otherwise elect to raise additional capital.

Our ability to raise additional capital, if needed, will depend on conditions in the capital markets, economic
conditions, and a number of other factors, many of which are outside our control, and on our financial performance.
Accordingly, we cannot be assured of our ability to raise additional capital if needed or on terms acceptable to us. If
we cannot raise additional capital when needed, or on reasonable terms, it may have a material adverse effect on our
financial condition and results of operations.

The short-term and long-term impact of the changing regulatory capital requirements and new capital rules is
unknown.

In 2013, the FRB, along with other federal agencies, issued final rules implementing Basel III capital standards and
establishing the minimum capital requirements for banks and bank holding companies required under the Dodd-Frank
Act.

These rules which became effective on January 1, 2015, and refines the definition of what constitutes capital for
purposes of calculating these ratios. The new minimum capital requirements to be considered adequately capitalized
are: (i) a new common equity Tier 1 capital ratio of 4.5%; (ii) a Tier 1 to risk-based assets capital ratio of 6.0%, which
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was increased from 4.0%; (iii) a total capital ratio of 8.0%, which was unchanged from the previous rules; and (iv) a
Tier 1 leverage ratio of 4.0%. The final rule also established a capital conservation buffer of 2.5% above the new
regulatory minimum capital ratios to be considered adequately capitalized , and when fully effective in 2019, will
result in the following minimum capital ratios: (a) a common equity Tier 1 capital ratio of 7.0%; (b) a Tier 1 to
risk-based assets capital ratio of 8.5%; and (c) a total capital ratio of 10.5%. The new capital conservation buffer
requirement will be phased in beginning in January 2016 at 0.625% of risk-weighted assets and will increase each
year until fully implemented in January 2019. If an institution does not meet or exceed these minimum capital ratios it
will be subject to limitations on paying dividends, engaging in share repurchases, and paying discretionary bonuses if
its capital level falls below the adequately capitalized ratios plus the buffer amount. These limitations will establish a
maximum percentage of eligible retained income that can be utilized for such activities.

The application of more stringent capital requirements for us could, among other things, result in lower returns on
equity, require the raising of additional capital, and result in regulatory actions such as a prohibition on the payment of
dividends or on the repurchase shares if we were unable to comply with such requirements. Furthermore, the
imposition of liquidity requirements in connection with the implementation of Basel III could result in our having to
restructure our business models or increase our holdings of liquid assets. Implementation of changes in asset risk
weightings for risk-based capital calculations, items included or deducted in calculating regulatory capital or
additional capital conservation buffers could result in management modifying our business strategy.

We may not be able to meet our cash flow needs on a timely basis at a reasonable cost, and our cost of funds for
banking operations may significantly increase as a result of general economic conditions, interest rates, and
compeltitive pressures.

Liquidity is the ability to meet cash flow needs on a timely basis and at a reasonable cost. The liquidity of the Bank is
used to make loans and to repay deposit and borrowing liabilities as they become due, or are demanded by customers
and creditors. Many factors affect the Bank s ability to meet liquidity needs, including variations in the markets served
by its network of offices, its mix of assets and liabilities, reputation and standing in the marketplace, and general
economic conditions.

The Bank s primary source of funding is retail deposits, gathered throughout its network of fifteen banking offices.
Wholesale funding sources principally consist of secured borrowing lines from the FHLB of Boston of which it is a
member, secured borrowing lines from the FRB of Boston, and certificates of deposit obtained from the national
market. The Bank s securities and loan portfolios provide a source of contingent liquidity that could be accessed in a
reasonable time period through sales.

Significant changes in general economic conditions, market interest rates, competitive pressures or otherwise, could
cause the Bank s deposits to decrease relative to overall banking operations, and it would have to rely more heavily on
brokered funds and borrowings in the future, which are typically more expensive than deposits.

33



Edgar Filing: BAR HARBOR BANKSHARES - Form 10-K

Changes in economic conditions, including consumer savings habits and availability or access to the brokered deposit
market could potentially have a significant impact on our liquidity position, which in turn could materially impact its
financial condition, results of operations and cash flows.

We are subject to a variety of operational risks, including reputational risk, legal risk, and compliance risk, and the
risk of fraud or theft by employees or outsiders, which may adversely affect our business and results of operations.

We are exposed to many types of operational risks, including reputational risk, legal and compliance risk, the risk of
fraud or theft by employees or outsiders, and unauthorized transactions by employees or operational errors, including
clerical or record-keeping errors or those resulting from faulty or disabled computer or telecommunications systems.

If personal, non-public, confidential, or proprietary information of customers in our possession were to be mishandled
or misused, we could suffer significant regulatory consequences, reputational damage, and financial loss.

Because the nature of the financial services business involves a high volume of transactions, certain errors may be
repeated or compounded before they are discovered and successfully rectified. Our necessary dependence upon
automated systems to record and process transactions and our large transaction volume may further increase the risk
that technical flaws or employee tampering or manipulation of those systems will result in losses that are difficult to
detect. We also may be subject to disruptions of our operating systems arising from events that are wholly or partially
beyond our control (i.e., computer viruses or electrical or telecommunications outages, natural disaster, disease
pandemics, or other damage to property or physical assets), which may give rise to disruption of service to customers
and to financial loss or liability. We are further exposed to the risk that our external vendors may be unable to fulfill
their contractual obligations (or will be subject to the same risk of fraud or operational errors by their respective
employees as we are) and to the risk that our (or our vendors ) business continuity and data security systems prove to
be inadequate. The occurrence of any of these risks could result in a diminished ability to operate our business (i.e., by
requiring us to expend significant resources to correct the defect), as well as potential liability to clients, reputational
damage, and regulatory intervention.

Disruptions to our information systems and security breaches could adversely affect our business and reputation.

In the ordinary course of business, we rely on electronic communications and information systems to conduct our
businesses and to store sensitive data, including financial information regarding our customers. The integrity of
information systems are under significant threat from cyber attacks by

third parties, including through coordinated attacks sponsored by foreign nations and criminal organizations to disrupt
business operations and other compromises to data and systems for political or criminal purposes. We employ an
in-depth, layered, defense approach that leverages people, processes and technology to manage and maintain cyber
security controls. Notwithstanding the strength of our defensive measures, the threat from cyber attacks is severe,
attacks are sophisticated and attackers
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respond rapidly to changes in defensive measures. Cyber security risks may also occur with our third-party service
providers, and may interfere with their ability to fulfill their contractual obligations to us, with additional potential for
financial loss or liability that could adversely affect our financial condition or results of operations. We offer our
customers the ability to bank remotely and provide other technology based products and services, which services
include the secure transmission of confidential information over the Internet and other remote channels. To the extent
that our customers systems are not secure or are otherwise compromised, our network could be vulnerable to
unauthorized access, malicious software, phishing schemes and other security breaches. To the extent that our
activities or the activities of our clients or third-party service providers involve the storage and transmission of
confidential information, security breaches and malicious software could expose us to claims, regulatory scrutiny,
litigation and other possible liabilities. While to date we have not experienced a significant compromise, significant
data loss or material financial losses related to cyber security attacks, our systems and those of our clients and
third-party service providers are under constant threat and we may experience a significant event in the future. We
may suffer material financial losses related to these risks in the future or we may be subject to liability for
compromises to our client or third-party service provider systems. Any such losses or liabilities could adversely affect
our financial condition or results of operations, and could expose us to reputation risk, the loss of client business,
increased operational costs, as well as additional regulatory scrutiny, possible litigation, and related financial liability.
These risks also include possible business interruption, including the inability to access critical information and
systems.

We continually encounter technological change.

The financial services industry is continually undergoing rapid technological change with frequent introductions of
new technology-driven products and services. The effective use of technology increases efficiency and enables
financial institutions to better serve customers and to reduce costs. Our future success depends, in part, upon our
ability to address the needs of our customers by using technology to provide products and services that will satisfy
customer demands, as well as to create additional efficiencies in our operations. Many of our competitors have
substantially greater resources to invest in technological improvements. We may not be able to effectively implement
new technology-driven products and services or be successful in marketing these products and services to our
customers.

We are subject to possible claims and litigation pertaining to fiduciary responsibilities.

From time to time, customers make claims and take legal action pertaining to our performance of our fiduciary
responsibilities. Whether customer claims and legal action related to our performance of our fiduciary responsibilities
are founded or unfounded, if such claims and legal actions are not resolved in a manner favorable to us, they may
result in significant financial liability and/or adversely affect the market perception of us and our products and
services as well as impact customer demand for our products and services.

Strong competition within our markets may significantly impact our profitability.
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We compete with an ever-increasing array of financial service providers. See the section entitled Competition of Item
1 of this Form 10-K for additional information about our competitors. Competition from nationwide banks, as well as
local institutions, continues to mount in our markets.

Regional, national and international competitors have far greater assets and capitalization than we do and have greater
access to capital markets and can offer a broader array of financial services than we can. For example, consumers can
maintain funds that would have historically been held as bank deposits in brokerage accounts or mutual funds.
Consumers can also complete transactions such as paying bills and/or transferring funds directly without the
assistance of banks. The process of eliminating banks as intermediaries, known as disintermediation, could result in
the loss of fee income, as well as the loss of customer deposits and the related income generated from those deposits.
Further, many of our competitors have fewer regulatory constraints and may have lower cost structures. Additionally,
due to their size, many competitors may be able to achieve economies of scale and, as a result, may offer a broader
range of products and services as well as better pricing for those products and services than we can.

To compete, we focus on quality customer service, making decisions at the local level, maintaining long-term
customer relationships, building customer loyalty, and providing products and services designed to address the
specific needs of customers. Failure to perform in any of these areas could significantly weaken our competitive
position, which could adversely affect our growth and profitability.

Tax law changes may adversely affect our net income, effective tax rate, and our overall results of operations and
financial condition.

Our financial performance is impacted by federal and state tax laws. Given the current economic and political
environment, and ongoing state budgetary pressures, the enactment of new federal or state tax legislation may occur.
The enactment of such legislation, or changes in the interpretation of existing law, including provisions impacting tax
rates, apportionment, consolidation or combination, income, expenses, and credits, may have a material adverse effect
on our financial condition and results of operations.

Our controls and procedures may fail or be circumvented.

We regularly review and update our internal controls, disclosure controls and procedures, and corporate governance
policies and procedures. Any system of controls, however well designed and operated, is based in part on certain
assumptions and can provide only reasonable, not absolute, assurance that the objectives of the system are met.

The preparation of our financial statements requires the use of estimates that could significantly vary from actual
results.
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The preparation of our consolidated financial statements in conformity with U.S. generally accepted accounting
principles requires management to make significant estimates that affect the financial statements. The most critical
estimate is the allowance for loan losses. Due to the inherent nature of estimates, we cannot provide absolute
assurance that we will not significantly increase the allowance for loan losses and/or sustain credit losses that are
significantly higher than provided for in the allowance.

Our access to funds from subsidiaries may be restricted.

Bar Harbor Bankshares is a separate and distinct legal entity from our Bank and nonbanking subsidiaries. Bar Harbor
Bankshares depends on dividends, distributions and other payments from its banking and nonbanking subsidiaries to
fund dividend payments on its common stock and to fund all payments on its other obligations. Our subsidiaries are
subject to laws that authorize regulatory bodies to block or reduce the flow of funds from those subsidiaries to Bar
Harbor Bankshares, which could impede access to funds it needs to make payments on its obligations or dividend
payments.

We may be unable to attract and retain key personnel.

Our success depends, in large part, on our ability to attract and retain key personnel. Competition for qualified
personnel in the financial services industry can be intense and the Company and its subsidiaries may not be able to
hire or retain the key personnel that it depends upon for success. In addition, the Bank s rural geographic marketplace,
combined with relatively expensive real estate purchase prices within the area of the Bank s principal office location in
Bar Harbor, Maine, create additional risks for the Company and the Bank s ability to attract and retain key personnel.
The unexpected loss of services of one or more of the our key personnel could have a material adverse impact on our
business because of their skills, knowledge of the markets in which the we operate, years of industry experience and
the difficulty of promptly finding qualified replacement personnel.

To the extent that we acquire other companies, our business may be negatively impacted by certain risks inherent
with such acquisitions.

To the extent that we may acquire other financial services companies or assets in the future, our business may be
negatively impacted by certain risks inherent with such acquisitions. These risks include, but are not limited to, the
following:

the risk that the acquired business or assets will not perform in accordance with the Company s expectations;
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the risk that difficulties will arise in connection with the integration of the operations of the acquired business with the
operations of our businesses;

the risk that we will divert our attention from other aspects of our existing business;

the risk that we may lose key employees of the combined business; and

the risks associated with entering into geographic and product markets in which we have limited or no direct prior
experience.

We are exposed to risk of environmental liabilities with respect to properties to which we take title.

In the course of our business, we may own or foreclose and take title to real estate, and could be subject to
environmental liabilities with respect to these properties. We may be held liable to a governmental entity or to third
parties for property damage, personal injury, investigation and clean-up costs incurred by these parties in connection
with environmental contamination, or may be required to investigate or clean up hazardous or toxic substances, or
chemical releases at a property. The cost associated with investigation or remediation activities could be substantial.
In addition, as the owner or former owner of a contaminated site, we may be subject to common law claims by third
parties based on damages and costs resulting from environmental contamination emanating from the property.

Severe weather, natural disasters, acts of war or terrorism, and other external events could significantly impact our
business and the business of our customers.

Severe weather, natural disasters, acts of war or terrorism, and other adverse external events could have a significant
impact on our ability to conduct business. Such events could affect the stability of our borrowers to repay outstanding
loans, impair the value of collateral securing loans, cause significant property damage, result in loss of revenue and/or
cause us to incur additional expenses. In particular, such events may have a particularly negative impact upon the
business of our customers who are engaged in the hospitality and natural resource dependent industries in our market
area, which could have a direct negative impact on our business and results of operations.

ITEM 1B. UNRESOLVED STAFF COMMENTS
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None

ITEM 2. PROPERTIES

The Company s headquarters are located at 82 Main Street, Bar Harbor, Maine, which also serves as the main office
for the Bank.

As of December 31, 2014, the Bank operated fifteen (15) full-service banking offices throughout downeast, midcoast
and central Maine, namely: Bar Harbor, Northeast Harbor, Southwest Harbor, Somesville, Deer Isle, Blue Hill,
Ellsworth, Rockland, Topsham, South China, Augusta, Winter Harbor, Milbridge, Machias, and Lubec. The Bank
owns twelve of these banking offices and leases three at prevailing market rates.

The Bank s Ellsworth office consists of a new branch office building constructed in 2012, as well as a substantial
reconfiguration of its surrounding campus to better meet the Company s business needs at that location. The City of
Ellsworth is considered the hub of downeast Maine and the Bank s Ellsworth office is its busiest location.

During 2013 and 2014, the Bank completed a substantial renovation and expansion of its Rockland and South China
offices to better meet its business needs at those locations.

An Operations Center is located in Ellsworth, Maine, that houses the Company s operations and data processing
centers. During 2012 the Company completed a major renovation of its Operations Center to better meet its business
needs at that location. The Bank also leases space at One Cumberland Place in Bangor, Maine, which houses regional
business lending and Trust Services staff.

In the opinion of management, the physical properties of the Company and the Bank are considered adequate to meet
the needs of customers in the communities served. Additional information relating to the Company s properties is
provided in Part II, Item 8, Note 16 of the Consolidated Financial Statements contained in this Annual Report on Form
10-K and incorporated herein by reference.

ITEM 3. LEGAL PROCEEDINGS

The Company and its subsidiaries are parties to certain ordinary routine litigation incidental to the normal conduct of
their respective businesses, which in the opinion of management based upon currently available information will have
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no material effect on the Company's consolidated financial statements.

ITEM 4. MINE SAFETY DISCLOSURES Not applicable

PART II

ITEM 5. MARKET FOR REGISTRANT S COMMON STOCK, RELATED SHAREHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES

Market Information

The common stock of the Company is traded on the NYSE MKT, LLC ( NYSE MKT ), under the trading symbol
BHB.

On April 22, 2014, the Company s Board of Directors declared a three-for-two split of its common stock, payable as a
large stock dividend, which was paid on May 19, 2014 (the payment date ) to all stockholders of record at the close of
business on May 5, 2014. All previously reported share and per share data included in public filings subsequent to the
payment date have been adjusted to reflect the retroactive effect of this three-for-two stock split. Refer to Note 3
Three-for-two Common Stock Split, of the Consolidated Financial Statements, in this Annual Report on Form 10-K,
for further discussion and analysis concerning the stock split.

The following table sets forth the high and low market prices per share of BHB Common Stock as reported by NYSE
MKT by calendar quarter for each of the last two years:

1st Quarter 2nd Quarter 3rd Quarter 4th Quarter
High Low High Low High Low High Low
2014 $26.89 $24.02 $28.02 $24.24  $30.00 $26.02 $32.86 $28.00
2013 $24.87 $22.59 $24.66 $22.71  $27.65 $22.74 $27.00 $23.41

As of March 10, 2015, there were 5,958,521 shares of Company common stock, par value $2.00 per share,
outstanding and approximately 882 Registered Shareholders of record, as obtained through the Company s transfer
agent.

Performance Graph
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The following graph illustrates the estimated yearly change in value of the Company's cumulative total stockholder
return on its common stock for each of the last five years. Total stockholder return is computed by taking the
difference between the ending price of the common stock at the end of the previous year and the current year, plus any
dividends paid divided by the ending price of the common stock at the end of the previous year. For purposes of
comparison, the graph also matches Bar Harbor Bankshares' cumulative 5-Year total shareholder return on common
stock with the cumulative total returns of the NYSE MKT Composite index, the S&P 500 index, and the ABA Nasdaq
Community Bank index. The graph tracks the performance of a $100 investment in our common stock and in each
index (with the reinvestment of all dividends) from December 31, 2009 to December 31, 2014.

12/09 12/10 12/11 12/12 12/13 12/14

Bar Harbor Bankshares 100.00 109.84 117.78 136.89 168.36  209.07
NYSE MKT Composite 100.00 129.56 133.75 140.87 150.79 153.24
S&P 500 100.00 115.06 117.49 136.30 180.44  205.14

ABA Nasdaq Community Bank Index ~ 100.00 113.77 107.15 124.86 175.61 184.04

Dividends
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Common stock dividends paid by the Company in 2014 and 2013 are summarized below:

1st 2nd 3rd 4th
Quarter Quarter Quarter Quarter Total
2014 $0.217 $0.223 $0.230 $0.235 $0.905
2013 $0.203 $0.207 $0.210 $0.213 $0.833

During 2014, the Company declared and distributed regular cash dividends on its common stock in the aggregate
amount of $5,362 compared with $4,915 in 2013. The Company s 2014 dividend payout ratio amounted to 36.7%
compared with 37.3% in 2013. The total regular cash dividends paid in 2014 amounted to $0.905 per share of
common stock, compared with $0.833 in 2013, representing an increase of $0.072 per share, or 8.6%.

In the first quarter of 2015, the Company s Board of Directors declared a regular cash dividend of $0.245 per share of
common stock, representing an increase of $0.0283 or 13.1% compared with the first quarter of 2014.

The Company has a history of paying quarterly dividends on its common stock. However, the Company s ability to
pay such dividends depends on a number of factors, including the Company s financial condition, earnings, its need for
funds and restrictions on the Company s ability to pay dividends under federal laws and regulations. Therefore, there
can be no assurance that dividends on the Company s common stock will be paid in the future.

For further information, refer to Item 6, Selected Consolidated Financial Data for dividend related ratios and Item 7,
Management s Discussion and Analysis of Financial Condition and Results of Operations, (specifically the Capital
Resources section).

Sale of Unregistered Securities; Use of Proceeds from Registered Securities

No unregistered securities were sold by the Company during the years ended December 31, 2014 and 2013.

Purchases of Equity Securities by the Issuer and Affiliated Purchasers

There were no purchases of shares of the Company s common stock made by or on behalf of the Company or any

affiliated purchaser for the quarter ended December 31, 2014.
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Information relating to the Company s stock repurchase program is provided in Part II, Item 7, Stock Repurchase Plan,
contained in this Annual Report on Form 10-K and incorporated herein by reference.

Stock Based Compensation Plans

Information regarding stock-based compensation awards both outstanding and available for future grants as of
December 31, 2014, represents stock-based compensation plans approved by shareholders and is presented in the table
below. There are no compensation plans under which equity securities of the Company may be issued that have not
been approved by shareholders. Additional information is presented in Note 14, Stock-Based Compensation Plans, in
the Notes to the Consolidated Financial Statements included in Part II, Item 8, Financial Statements and
Supplementary Data, within this Annual Report on Form 10-K.

Number of securities
remaining available for
issuance under equity

Number of securities compensation
to be issued upon Weighted (excluding
exercise of outstanding average exercise
options, warrants and price of securities referenced
rights, net of forfeits  outstanding
and exercised shares options, in column (a))
warrants and
Plan Category (a) rights (b) (¢
Equity compensation plans
approved by security holders 240,308 $22.21 23,396
Equity compensation plans
not approved by security holders - N/A -
Total 240,308 $22.21 23,396

Transfer Agent Services
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American Stock Transfer & Trust Company provides transfer agent services for the Company. Inquiries may be
directed to: American Stock Transfer & Trust Company, 6201 15t Avenue, 3t Floor, Brooklyn, NY, 11219,
telephone: 1-800-937-5449, Internet address: www.amstock.com.

ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA

The supplementary financial data presented in the following table contains information highlighting certain significant
trends in the Company s financial condition and results of operations over an extended period of time.

The following information should be analyzed in conjunction with Item 7 - Management s Discussion and Analysis of
Financial Condition and Results of Operations, and with the audited consolidated financial statements included in this
Annual Report on Form 10-K. Unless otherwise noted, all dollars are expressed in thousands except share and per
share data.

FIVE-YEAR SUMMARY OF FINANCIAL DATA

As of and For the Years Ended December 31,

2014 2013 2012 2011 2010
Balance Sheet Data
Total assets $1,459,320 $1,373,893 $1,302,935 $1,167,466 $1,117,933
Total securities 470,525 450,170 418,040 381,880 357,882
Total loans 919,024 852,857 815,004 729,003 700,670
Allowance for loan losses (8,969) (8,475) (8,097) (8,221) (8,500)
Total deposits 858,049 835,651 795,012 722,890 708,328
Total borrowings 447,020 409,445 371,567 320,283 300,014
Total shareholders' equity 146,287 121,379 128,046 118,250 103,608
Average assets 1,424,209 1,345,353 1,252,390 1,151,163 1,087,327
Average shareholders' equity 136,672 125,340 125,600 111,135 105911
Results Of Operations
Interest and dividend income $ 53,718 $ 50,749 $ 50,838 $ 50,907 $ 51,141
Interest expense 9,905 11,663 13,867 16,518 19,432
Net interest income 43,813 39,086 36,971 34,389 31,709
Provision for loan losses 1,833 1,418 1,652 2,395 2,327
Net interest income after provision for loan
losses 41,980 37,668 35,319 31,994 29,382
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Non-interest income
Non-interest expense

Income before income taxes
Income taxes
Net income

Preferred stock dividends and accretion of

discount
Net income available to common
shareholders

Per Common Share Data:
Basic earnings per share
Diluted earnings per share
Cash dividends per share
Dividend payout ratio

Selected Financial Ratios:
Return on total average assets
Return on total average equity
Tax-equivalent net interest margin

&L L P

7,758
29,211

20,527
5,914
14,613

14,613

247

245
0.905
36.69%

1.03%
10.69%
3.33%

7,566
26,860

18,374
5,191
13,183

13,183

224

222
0.833
37.28%

0.98%
10.52%
3.15%

7,709
25,618

17,410
4,944
$ 12,466

$ 12,466

2.13

2.12
0.780
36.62%

“@LH LH P

1.00%
9.93%
3.23%

6,792
23,281

15,505
4,462
11,043

11,043

1.91

1.90
0.730
38.29%

0.96%
9.94%
3.23%

&L L L

7,458
22,046

14,794
4,132
10,662

653

10,009

1.76

1.74
0.697
39.43%

0.98%
10.07%
3.18%
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2014 2013 2012 2011 2010
Capital Ratios:
Tier 1 leverage capital ratio 9.30% 9.01% 8.87% 9.32% 9.01%
Tier 1 risk-based capital ratio 15.60% 14.97% 14.15% 14.29% 13.57%
Total risk-based capital ratio 17.24% 16.62% 15.78% 16.06% 15.41%
Asset Quality Ratios:
Net charge-offs to average loans 0.15% 0.12% 0.23% 0.37% 0.24%
Allowance for loan losses to total loans 0.98% 0.99% 0.99% 1.13% 1.21%
Allowance for loan losses to
non-performing loans 73.0% 95.9% 82.1% 63.7% 62.1%
Non-performing loans to total loans 1.34% 1.04% 1.21% 1.77% 1.95%

ITEM 7. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

Management s discussion and analysis, which follows, focuses on the factors affecting the Company s consolidated
results of operations for the years ended December 31, 2014, 2013, and 2012, and financial condition at December 31,
2014, and 2013, and where appropriate, factors that may affect future financial performance. The following discussion
and analysis of financial condition and results of operations of the Company and its subsidiaries should be read in
conjunction with the consolidated financial statements and notes thereto, and selected financial and statistical
information appearing elsewhere in this Annual Report on Form 10-K.

Amounts in the prior period financial statements are reclassified whenever necessary to conform to current period
presentation.

Unless otherwise noted, all dollars are expressed in thousands except share and per share data.

Use of Non-GAAP Financial Measures: Certain information discussed below is presented on a fully tax-equivalent
basis. Specifically, included in 2014, 2013 and 2012 interest income was $3,926, $3,589 and $3,336, respectively, of
tax-exempt interest income from certain investment securities and loans. An amount equal to the tax benefit derived
from this tax exempt income has been added back to the interest income totals discussed in certain sections of this
Management s Discussion and Analysis, representing tax-equivalent adjustments of $1,885, $1,762 and $1,628 in
2014, 2013 and 2012, respectively, which increased net interest income accordingly. The analysis of net interest
income tables included in this Annual Report on Form 10-K provide a reconciliation of tax-equivalent financial
information to the Company's consolidated financial statements, which have been prepared in accordance with U.S.
generally accepted accounting principles.
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Management believes the disclosure of tax-equivalent net interest income information improves the clarity of financial
analysis, and is particularly useful to investors in understanding and evaluating the changes and trends in the
Company's results of operations. Other financial institutions commonly present net interest income on a tax-equivalent
basis. This adjustment is considered helpful in the comparison of one financial institution's net interest income to that
of another institution, as each will have a different proportion of tax-exempt interest from their earning asset
portfolios. Moreover, net interest income is a component of a second financial measure commonly used by financial
institutions, net interest margin, which is the ratio of net interest income to average earning assets. For purposes of this
measure as well, other financial institutions generally use tax-equivalent net interest income to provide a better basis
of comparison from institution to institution. The Company follows these practices.

EXECUTIVE OVERVIEW

General Information

Bar Harbor Bankshares is a Maine corporation and a registered bank holding company under the Bank Holding
Company Act of 1956, as amended. At December 31, 2014, the Company had consolidated assets of $1.46 billion and
was one of the larger independent community banking institutions in the state of Maine.

The Company s principal asset is all of the capital stock of Bar Harbor Bank & Trust (the Bank ), a community bank
incorporated in March 1887. With fifteen (15) branch office locations, the Company is a diversified financial services
provider, offering a full range of banking services and products to individuals, businesses, governments, and
not-for-profit organizations throughout downeast, midcoast and central Maine.

The Bank attracts deposits from the general public in the markets it serves and uses such deposits and other sources of
funds to originate commercial business loans, commercial real estate loans, residential mortgage and home equity
loans, and a variety of consumer loans. The Bank also invests in mortgage-backed securities issued by U.S.
Government agencies and Government-sponsored enterprises, obligations of state and political subdivisions, as well

as other debt securities. In addition to community banking, the Bank provides a comprehensive array of trust and
investment management services through its second tier subsidiary, Bar Harbor Trust Services ( Trust Services ), a
Maine chartered non-depository trust company. The Bank retains Infinex Investments, Inc., ( Infinex ) as a full service
third-party broker-dealer, conducting business under the assumed business name Bar Harbor Financial Services. Bar
Harbor Financial Services is a branch office of Infinex, an independent registered broker-dealer offering securities and
insurance products that is not affiliated with the Bank or its subsidiaries.
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Major Sources of Revenue

The principal source of the Company s revenue is net interest income, representing the difference or spread between
interest income from its loan and securities portfolios, and the interest expense paid on deposits and borrowed funds.
In addition to net interest income, non-interest income is a significant source of revenue for the Company and an
important factor in its results of operations. The Company s non-interest income is derived from financial services
including trust, investment management and third-party brokerage services, as well as service charges on deposit
accounts, merchant credit card processing referral and transaction fees, realized gains or losses on the sale of
securities, and a variety of other miscellaneous product and service fees.

Business Strategy

The Company, as a diversified financial services provider, pursues a strategy of achieving long-term sustainable
profitability, growth, and shareholder value, without sacrificing its soundness. The Company works toward achieving
this goal by focusing on increasing its loan and deposit market share in downeast, midcoast and central Maine, either
organically or by way of strategic acquisitions. The Company believes one of its more unique strengths is an
understanding of the financial needs of coastal communities and the businesses vital to Maine s coastal economy,
namely: tourism, hospitality, retail establishments and restaurants, seasonal lodging and campgrounds, biological
research laboratories, lobster and other fishing, boat building, and marine services.

Operating under a community banking philosophy, the Company s key strategic focus is vigorous financial
stewardship, by deploying investor capital safely yet efficiently for the best possible returns. The Company strives to
provide unmatched service to its customers, while maintaining strong asset quality and a focus toward improving
operating efficiencies. In managing its earning asset portfolios, the Company seeks to utilize funding and capital
resources within well-defined credit, investment, interest-rate and liquidity guidelines. In managing its balance sheet,
the Company seeks to preserve the sensitivity of net interest income to changes in interest rates, and to enhance
profitability through strategies that promise sufficient reward for understood and controlled risk. The Company is
deliberate in its efforts to maintain adequate liquidity under prevailing and expected conditions, and strives to
maintain a balanced and appropriate mix of loans, securities, core deposits, brokered deposits and borrowed funds.

Material Risks and Challenges

In its normal course of business, the Company faces many risks inherent with providing banking and financial
services. Among the more significant risks managed by the Company are losses arising from loans not being repaid,
commonly referred to as credit risk, and losses of income arising from movements in interest rates, commonly referred
to as interest rate and market risk. The Company is also exposed to national and local economic conditions,
downturns in the economy, or adverse changes in real estate markets, which could negatively impact its business,
financial condition, results of operations or liquidity.
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Management has numerous policies and control processes in place that provide for the monitoring and mitigation of
risks based upon and driven by a variety of assumptions and actions which, if changed or altered, could impact the
Company s business, financial condition, results of operations or liquidity. The foregoing matters are more fully
discussed in Part I, Item 1A, Risk Factors, and throughout this Annual Report on Form 10-K.

Summary Financial Results

On April 22, 2014, the Company s Board of Directors declared a three-for-two split of its common stock, payable as a
large stock dividend, which was paid on May 19, 2014 (the payment date ) to all stockholders of record at the close of
business on May 5, 2014. As of April 22, 2014, the Company had 3,944,290 shares of common stock outstanding.
After the stock split effectuated as a large stock dividend, the number of shares of Company common stock
outstanding increased to 5,916,435. All previously reported share and per share data included in public filings
subsequent to the payment date has been restated to reflect the retroactive effect of this three-for-two stock split.

For the year ended December 31, 2014, the Company reported net income of $14,613, compared with $13,183 for the
year ended December 31, 2013, representing an increase of $1,430, or 10.8%. The Company s 2014 diluted earnings
per share amounted to $2.45, compared with $2.22 in 2013, representing an increase of $0.23, or 10.4%.

The Company s 2014 return on average shareholders equity amounted to 10.69%, up from 10.52% in 2013. The
Company s 2014 return on average assets amounted to 1.03%, compared with 0.98% in 2013.

As more fully enumerated in the following management discussion and analysis, the Company s 2014 operating results
were highlighted by a $4,850 or 11.9% increase in tax-equivalent net interest income, continued loan and core deposit
growth, relatively stable credit quality and higher levels of fee income. The Company continued to focus on the
management of its operating expenses, posting a 2014 efficiency ratio of 54.7% compared with 55.6% in 2013.

APPLICATION OF CRITICAL ACCOUNTING POLICIES
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Management s discussion and analysis of the Company s financial condition and results of operations are based on the
Consolidated Financial Statements, which are prepared in accordance with U.S. generally accepted accounting
principles. The preparation of such financial statements requires management to make estimates and assumptions that
affect the reported amounts of assets, liabilities, revenues and expenses and related disclosure of contingent assets and
liabilities. Management evaluates its estimates, including those related to the allowance for loan losses, on an ongoing
basis. Management bases its estimates on historical experience and various other assumptions that are believed to be
reasonable under the circumstances, the results of which form the basis in making judgments about the carrying values
of assets that are not readily apparent from other sources. Actual results could differ from the amount derived from
management s estimates and assumptions under different assumptions or conditions.

The Company s significant accounting policies are more fully enumerated in Note 1 to the Consolidated Financial
Statements included in Part II, Item 8 of this Annual Report on Form 10-K. The reader of the financial statements
should review these policies to gain a greater understanding of how the Company s financial performance is reported.
Management believes the following critical accounting policies represent the more significant estimates and
assumptions used in the preparation of the Consolidated Financial Statements:

Allowance for Loan Losses: The allowance for loan losses ( allowance ) is a significant accounting estimate used in the
preparation of the Company s consolidated financial statements. The allowance, which is established through a
provision for loan loss expense, is based on management s evaluation of the level of allowance required in relation to
the estimated inherent risk of probable loss in the loan portfolio. Management regularly evaluates the allowance for
adequacy by taking into consideration factors such as previous loss experience, the size and composition of the
portfolio, current general economic and real estate market conditions and the performance of individual loans in
relation to contract terms and estimated fair values of collateral. The use of different estimates or assumptions could
produce different provisions for loan losses. A smaller provision for loan losses results in higher net income, and
when a greater amount of provision for loan losses is necessary, the result is lower net income. Refer to Part II, Item 7,
Allowance for Loan Losses and Provision, and Part II, Item 8, Note 5, Loans and allowance for loan losses, of the
Consolidated Financial Statements, in this Annual Report on Form 10-K, for further discussion and analysis
concerning the allowance.

Other-Than-Temporary Impairments on Securities: One of the significant estimates related to investment securities
is the evaluation of other-than-temporary impairments. The evaluation of securities for other-than-temporary
impairments is a quantitative and qualitative process, which is subject to risks and uncertainties and is intended to
determine whether declines in the fair value of investments should be recognized in current period earnings. The risks
and uncertainties include changes in general economic conditions, the issuer s financial condition and/or future
prospects, the effects of changes in interest rates or credit spreads and the expected recovery period of unrealized
losses.

Securities that are in an unrealized loss position, are reviewed at least quarterly to determine if an
other-than-temporary impairment is present based on certain quantitative and qualitative factors and measures. The
primary factors considered in evaluating whether a decline in value of securities is other-than-temporary include: (a)
the cause of the impairment; (b) the financial condition, credit rating and future prospects of the issuer; (c) whether the
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debtor is current on contractually-obligated interest and principal payments; (d) the volatility of the securities fair
value; (e) performance indicators of the underlying assets in the security including default rates, delinquency rates,
percentage of non-performing assets, loan to collateral value ratios, third party guarantees, current levels of
subordination, vintage, and geographic concentration and; (f) any other information and observable data considered
relevant in determining whether other-than-temporary impairment has occurred, including the expectation of the
receipt of all principal and interest due.

For securitized financial assets with contractual cash flows, such as private-label mortgage-backed securities, the
Company periodically updates its best estimate of cash flows over the life of the security. The Company s best estimate
of cash flows is based upon assumptions consistent with an economic recession, similar to those the Company
believes market participants would use. If the fair value of a securitized financial asset is less than its cost or
amortized cost and there has been an adverse change in timing or amount of anticipated future cash flows since the
last revised estimate to the extent that the Company does not expect to receive the entire amount of future contractual
principal and interest, an other-than-temporary impairment charge is recognized in earnings representing the estimated
credit loss if management does not intend to sell the security and believes it is more-likely-than-not the Company will
not be required to sell the security prior to recovery of cost or amortized cost. Estimating future cash flows is a
quantitative and qualitative process that incorporates information received from third party sources along with certain
assumptions and judgments regarding the future performance of the underlying collateral. In addition, projections of
expected future cash flows may change based upon new information regarding the performance of the underlying
collateral.

Refer to Part II, Item 7, Impaired Securities, and Part II, Item 8, Notes 1 and 4 of the Consolidated Financial
Statements in this Annual Report on Form 10-K, for further discussion and analysis concerning other-than-temporary
impairments.

Income Taxes: The Company estimates its income taxes for each period for which a statement of income is presented.
This involves estimating the Company s actual current tax liability, as well as assessing temporary differences
resulting from differing timing of recognition of expenses, income and tax credits, for tax and accounting purposes.
These differences result in deferred tax assets and liabilities, which are included in the Company s consolidated
balance sheets. The Company must also assess the likelihood that any deferred tax assets will be recovered from
historical taxes paid and future taxable income and, to the extent that the recovery is not likely, a valuation allowance
must be established. Significant management judgment is required in determining income tax expense, and deferred
tax assets and liabilities. As of December 31, 2014 and 2013, there were no valuation allowances for deferred tax
assets, which are included in other assets on the consolidated balance sheet.

Goodwill and Identifiable Intangible Assets: In connection with acquisitions, the Company generally records as
assets on its consolidated financial statements both goodwill and identifiable intangible assets, such as core deposit
intangibles.

The Company evaluates whether the carrying value of its goodwill has become impaired, in which case the value is
reduced through a charge to its earnings. Goodwill is evaluated for impairment at least annually, or upon a triggering
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event using certain fair value techniques. Goodwill impairment testing is performed at the segment (or reporting unit )
level. Goodwill is assigned to reporting units at the date the goodwill is initially recorded. Once goodwill has been
assigned to the reporting units, it no longer retains its association with a particular acquisition, and all of the activities
within a reporting unit, whether acquired or organically grown, are available to support the value of the goodwill.

Goodwill represents the excess of the purchase price over the fair value of net assets acquired in accordance with the
purchase method of accounting for business combinations. Goodwill is not amortized but, instead, is subject to
impairment tests on at least an annual basis or more frequently if an event occurs or circumstances change that reduce
the fair value of a reporting unit below its carrying amount. The Company completes its annual goodwill impairment
test as of December 31 of each year. The impairment testing process is conducted by assigning assets and goodwill to
each reporting unit. Currently, the Company s goodwill is evaluated at the entity level as there is only one reporting
unit. The Company first assesses certain qualitative factors to determine if it is more likely than not that the fair value

of the reporting unit is less than its carrying value. If it is more likely than not that the fair value of the reporting unit

is less than the carrying value, then the fair value of each reporting unit is compared to the recorded book value step
one. If the fair value of the reporting unit exceeds its carrying value, goodwill is not considered impaired and step two
is not considered necessary. If the carrying value of a reporting unit exceeds its fair value, the impairment test
continues ( step two ) by comparing the carrying value of the reporting unit s goodwill to the implied fair value of
goodwill. The implied fair value is computed by adjusting all assets and liabilities of the reporting unit to current fair
value with the offset adjustment to goodwill. The adjusted goodwill balance is the implied fair value of the goodwill.
An impairment charge is recognized if the carrying fair value of goodwill exceeds the implied fair value of goodwill.
At December 31, 2014, there was no indication of impairment that led the Company to believe it needed to perform a
two-step test.

Identifiable intangible assets, included in other assets on the consolidated balance sheet, consist of core deposit
intangibles amortized over their estimated useful lives on a straight-line method, which approximates the economic
benefits to the Company. These assets are reviewed for impairment at least annually, or whenever events or changes in
circumstances indicate that the carrying amount of the asset may not be recoverable. The determination of which
intangible assets have finite lives is subjective, as is the determination of the amortization period for such intangible
assets.

Any changes in the estimates used by the Company to determine the carrying value of its goodwill and identifiable
intangible assets, or which otherwise adversely affect their value or estimated lives, would adversely affect the
Company s consolidated results of operations.

Refer to Notes 1 and 7 of the consolidated financial statements in Part II, Item 8 of this Annual Report on Form 10-K
for further details of the Company s accounting policies and estimates covering goodwill.

FINANCIAL CONDITION
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Asset/Liability Management

In managing its asset portfolios, the Bank utilizes funding and capital resources within well-defined credit,
investment, interest rate, and liquidity risk guidelines. Loans and investment securities are the Bank s primary earning
assets with additional capacity invested in money market instruments. Average earning assets represented 96.3% of
total average assets during 2014, unchanged compared with 2013.

The Company, through its management of liabilities, attempts to provide stable and flexible sources of funding within
established liquidity and interest rate risk guidelines. This is accomplished through retail deposit products offered
within the markets served, as well as through the prudent use of borrowed and brokered funds.

The Company s objectives in managing its balance sheet are to preserve the sensitivity of net interest income to actual
or potential changes in interest rates, and to enhance profitability through strategies that promise sufficient reward for
understood and controlled risk. The Company is deliberate in its efforts to maintain adequate liquidity, under
prevailing and forecasted economic conditions, and to maintain an efficient and appropriate mix of core deposits,
brokered deposits, and borrowed funds.

Earning Assets

For the year ended December 31, 2014, the Company s total average earning assets amounted to $1,371,800, compared
with $1,296,121 in 2013, representing an increase of $75,679, or 5.8%. The 2014 increase in average earning assets
was attributed to a $42,379 or 5.1% increase in the Bank s average loan portfolio and, to a lesser extent, a $31,299 or
7.1% increase in average securities.

The tax-equivalent yield on total average earning assets amounted to 4.05% in 2014, unchanged compared with 2013.
While the weighted average loan yield declined fifteen basis points in 2014 to 4.31%, this decline was offset by a
twenty-eight basis point increase in securities yields to 3.69%, as higher long-term interest rates and slowing mortgage
refinance activity over this past year caused the amortization of mortgage-backed security purchase premiums to slow.

For the year ended December 31, 2014, total tax-equivalent interest income amounted to $55,603 compared with
$52,511 in 2013, representing an increase of $3,092, or 5.9%. Interest income from the securities portfolio increased
$2,349 or 15.7% in 2014 compared with 2013, while tax-equivalent interest income from the loan portfolio increased
$522, or 1.4%.

Total Assets
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The Company s assets principally consist of loans and securities, which at December 31, 2014 represented 63.0% and
32.2% of total assets, compared with 62.1% and 32.8% at December 31, 2013, respectively.

At December 31, 2014, the Company s total assets stood at $1,459,320, compared with $1,373,893 at December 31,
2013, representing an increase of $85,427, or 6.2%. The increase in total assets was principally attributed to a $66,167
or 7.8% increase in total loans, followed by a $20,355 or 4.5% increase in securities.

Securities

The average securities portfolio represented 34.3% of the Company s total average earning assets in 2014 and
generated 31.2% of its total tax-equivalent interest and dividend income, compared with 33.9% and 28.5% in 2013.

Bank management considers securities as a relatively attractive means to effectively leverage the Bank s strong capital
position, as securities are typically assigned a significantly lower risk weighting for the purpose of calculating the
Bank s and the Company s risk-based capital ratios. The overall objectives of the Bank s strategy for the securities
portfolio include maintaining appropriate liquidity reserves, diversifying earning assets, managing interest rate risk,
leveraging the Bank s strong capital position, and generating acceptable levels of net interest income. The securities
portfolio is managed under the policy guidelines established by the Bank s Board of Directors.

The securities portfolio is comprised of mortgage-backed securities ( MBS ) issued by U.S. government agencies, U.S.
Government-sponsored enterprises and, to a much lesser extent, other non-agency, private-label issuers. The
securities portfolio also includes tax-exempt obligations of state and political subdivisions thereof.

Total Securities: At December 31, 2014, total securities amounted to $470,525 compared with $450,170 at December
31, 2013, representing an increase of $20,355, or 4.5%. Securities purchased during 2014 consisted of MBS securities
issued and guaranteed by U.S. Government agencies and sponsored enterprises and, to a lesser extent, tax exempt
obligations of state and political subdivisions.

Securities Available for Sale: Securities available for sale represented 100% of total securities at December 31, 2014
and 2013.

The designation of securities available for sale is made at the time of purchase, based upon management s intent to
hold the securities for an indefinite time; however, these securities would be available for sale in response to changes
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in market interest rates, related changes in the securities prepayment risk, needs for liquidity, or changes in the
availability of and yield on alternative investments. The securities available for sale portfolio is used for liquidity
purposes while simultaneously producing earnings.

Securities classified as available for sale are reported at their fair value with unrealized gains or losses, net of taxes,
excluded from earnings but shown separately as a component of shareholders equity. Gains and losses on the sale of
securities available for sale are determined using the specific-identification method and are shown separately in the
consolidated statements of income.

The following table summarizes the securities available for sale portfolio as of December 31, 2014 and 2013:

December 31, 2014 Gross Gross
Amortized Unrealized Unrealized Estimated
Available for Sale: Cost Gains Losses Fair Value

Mortgage-backed securities:
US Government-sponsored enterprises ~ $282,217 $ 7,530 $ 1,537 $288,210
US Government agency 82,249 1,626 529 83,346
Private label 3,723 815 14 4,524
Obligations of states and

political subdivisions thereof 90,181 4,516 252 94,445
Total $458,370 $14,487 $ 2,332 $470,525
December 31, 2013 Gross Gross

Amortized Unrealized Unrealized Estimated
Available for Sale: Cost Gains Losses Fair Value

Mortgage-backed securities:
US Government-sponsored enterprises ~ $277,838 $ 4,386 $ 8,592 $273,632
US Government agency 83,153 833 2,457 81,529
Private label 5,423 825 78 6,170
Obligations of states and

political subdivisions thereof 95,221 1,121 7,503 88,839
Total $461,635 $7,165 $18,630 $450,170
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Mortgage-backed Securities Issued by U.S. Government-sponsored Enterprises: This category of securities
represents MBS issued and guaranteed by U.S. Government-sponsored enterprises, specifically, FNMA and FHLMC.

These Government-sponsored enterprises were placed under the conservatorship of the U.S. Government on
September 7, 2008. In August of 2011, Standard and Poor s, a major credit rating agency, downgraded all debt issued

and guaranteed by the United States from AAA to AA+ . Accordingly, all of these securities were credit rated AA+ a
December 31, 2014.

At December 31, 2014, the amortized cost of MBS issued by U.S. Government-sponsored enterprises totaled
$282,217, compared with $277,838 at December 31, 2013, representing an increase of $4,379, or 1.6%. At December
31, 2014, the amortized cost of MBS issued by U.S. Government enterprises comprised 61.6% of the securities
portfolio, compared with 60.2% at December 31, 2013.

At December 31, 2014, the Bank s weighted average yield on MBS issued by U.S. Government-sponsored enterprises
amounted to 3.24% compared with 3.34% at December 31, 2013.

Mortgage-backed Securities Issued by U.S. Government Agencies: This category of securities represents MBS
backed by the full faith and credit of the U.S. Government, such as the Government National Mortgage Association
( GNMA ). All of these securities were credit rated AA+ at December 31, 2014 and 2013.

At December 31, 2014, the total amortized cost of the Bank s MBS issued by U.S. Government agencies totaled
$82,249, compared with $83,153 at December 31, 2013, representing a decline of $904, or 1.1%. At December 31,
2014, the amortized cost of mortgage-backed securities issued by U.S. Government agencies comprised 17.9% of the
Bank s securities portfolio, compared with 18.0% at December 31, 2013.

At December 31, 2014, the weighted average yield on mortgage-backed securities issued by U.S. Government
agencies amounted to 2.85%, compared with 2.97% at December 31, 2013.

Mortgage-backed Securities Issued by Private-label Issuers: This category of securities represents MBS issued by
banks, investment banks, and thrift institutions. Typically, these securities are largely based on mortgages which
exceed the conforming loan sizes required by agency securities. While private-label MBS are not guaranteed by any
U.S. Government agency, they are credit rated by the major rating agencies (Moody s, Standard & Poor s and FITCH).

Most of the Bank s MBS issued by private-label issuers carry various amounts of credit enhancement, and none are
classified as sub-prime MBS pools. All of these securities were purchased prior to 2008 based on the underlying loan
characteristics such as loan to value ratios, borrower credit scores, property type and location, and the level of credit
enhancement.
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At December 31, 2014, the total amortized cost of the Bank s private-label MBS amounted to $3,723, compared with
$5,423 at December 31, 2013, representing a decline of $1,700, or 31.3%. This decline was attributed to principal pay
downs on the underlying securities collateral throughout 2014. At December 31, 2014, the amortized cost of
mortgage-backed securities issued by private-label issuers comprised 0.8% of the Bank s securities portfolio, compared
with 1.2% at December 31, 2013.

At December 31, 2014, the weighted average yield on the Bank s private-label MBS portfolio amounted to 10.79%,
compared with 12.31% at December 31, 2013. The unusually high yields were largely attributed to interest received
on certain other-than-temporarily impaired securities where the book value was significantly lower than the
contractual par value.

At December 31, 2014, $2,794 of the total amortized cost of the Bank s private-label MBS portfolio was rated below
investment grade by at least one of the major credit rating agencies, compared with $3,820 at December 31, 2013. All
of these below investment grade securities had been rated AAA by the credit rating agencies at the date of purchase
and continued to be rated AAA through December 31, 2007. Beginning in 2008 and continuing through 2014,
unprecedented market stresses began affecting all MBS (Government agency and private-label) as the economy, in
general, and the housing market, in particular, seriously deteriorated. As a result, the Bank revised its assessments as

to the full recoverability of its private-label MBS, which necessitated OTTI write-downs under existing accounting
standards each year from 2008 through 2013. Refer to Part II, item 8, Notes to Consolidated Financial Statements,
Notes 1 and 4 in this Annual Report on Form 10-K for further information on OTTIL.

Obligations of States and Political Subdivisions Thereof: Obligations of states and political subdivisions thereof

( municipal bonds ) are issued by city, county and state governments, as well as by enterprises with a public purpose,

such as certain electric utilities, universities and hospitals. One of the primary attractions of municipal bonds is that
Bank Qualified issues are federally tax exempt. The Bank s municipal securities primarily consist of general obligation

bonds and, to a lesser extent, revenue bonds. General obligation bonds carry less risk, as they are supported by the full

faith, credit and taxing authority of the issuing government and in the cases of school districts, are supported with state

aid. Revenue bonds are generally backed by municipal revenue streams generated through user fees or lease payments

associated with specific municipal projects that have been financed. The Bank s municipal bond portfolio is generally

concentrated in school districts across the U.S.A., which have historically been considered among the safer municipal

bond investments.

Municipal bonds are frequently supported with insurance, which guarantees that in the event the issuer experiences
financial problems, the insurer will step in and assume payment of both principal and interest. Historically, insurance
support has strengthened an issuer s underlying credit rating to AAA or AA status. Starting in 2008, many of the
insurance companies providing municipal bond insurance experienced financial difficulties and, accordingly, were
downgraded by at least one of the major credit rating agencies. Consequently, since 2008 a portion of the Bank s
municipal bond portfolio was downgraded by at least one of the major credit rating agencies. Notwithstanding the
credit rating downgrades, at December 31, 2014 and 2013, the Bank s municipal bond portfolio did not contain any
below investment grade securities as reported by major credit rating agencies. In addition, at December 31, 2014 and
2013 all municipal bond issuers were current on contractually obligated interest and principal payments.
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At December 31, 2014, the amortized cost of the Bank s municipal bond portfolio, totaled $90,181, compared with
$95,221 at December 31, 2013, representing a decline $5,040, or 5.3%. At December 31, 2014, the amortized cost of
municipal bonds comprised 19.7% of the Bank s securities portfolio, compared with 20.6% at December 31, 2013. At
December 31, 2014, the fully tax-equivalent yield on the Bank s municipal bond portfolio amounted to 5.47%,
compared with 5.65% at December 31, 2013.

Securities Maturity Distribution and Weighted Average Yields: The following table summarizes the maturity
distribution of the amortized cost of the Bank s securities portfolio and weighted average yields of such securities on a
fully tax-equivalent basis as of December 31, 2014. The maturity distribution is based upon the final maturity date of
the securities. Expected maturities may differ from contractual maturities because issuers may have the right to call or
pre-pay certain securities. In the case of mortgage-backed securities, actual maturities may also differ from expected
maturities due to the amortizing nature of the underlying mortgage collateral, and the fact that borrowers have the
right to prepay.

SECURITIES
MATURITY SCHEDULE AND WEIGHTED AVERAGE YIELDS
DECEMBER 31, 2014

(at fair value)

Greater than
Greater than

one year to Five Greater than ten
One Year or less years Five to ten years years TOTAL
Estimated Estimated Estimated Weighted Estimated Weighted Estimated
Weighted Weighted Weighte

Fair  Average Fair  Average Fair = Average Fair = Average Fair  Averag
Value Yield Value Yield Value Yield Value Yield Value Yield
Mortgage-backed
securities:
usS
Government-
sponsored
enterprises $--- 0.00%  $3,484 3.68%  $10,152 3.76% $274,574 3.22%  $288,210 3.24¢
US Government --- 0.00% 423 2.47% 1,632 2.69% 81,291 2.86% 83,346  2.85¢
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agency

Private label --- 0.00% 385 5.87% 323 57.51% 3,816 10.49% 4,524 10.79¢
Obligations of
states

and political

subdivisions
thereof — 0.00% 1,015 6.16% 1,532 7.26% 91,898 5.44% 94,445 5.47¢
Total $--- $5,307 $13,639 $451,579 $470,525

Securities Concentrations: At December 31, 2014 and 2013, the Bank did not hold any securities for a single issuer,
other than U. S. Government agencies and sponsored enterprises, where the aggregate book value of the securities
exceeded 2% of the Company s shareholders equity.

Impaired Securities: The securities portfolio contains certain securities where amortized cost exceeds fair value,
which at December 31, 2014, amounted to an excess of $2,332, or 0.5% of the total amortized cost of the securities
portfolio. At December 31, 2013 this amount represented an excess of $18,630, or 4.0% of the total amortized cost of
the securities portfolio. As of December 31, 2014, unrealized losses on securities in a continuous unrealized loss
position more than twelve months amounted to $434, compared with $6,185 at December 31, 2013. The decline in net
unrealized losses was attributed to a significant decline in long-term interest rates and pricing spreads at December 31,
2014 compared with December 31, 2013, which favorably impacted the fair value of the Bank s fixed income
portfolio.

As part of the Company s ongoing security monitoring process, the Company identifies securities in an unrealized loss
position that could potentially be other-than-temporarily impaired. If a decline in the fair value of an available for sale
security is judged to be other-than temporary, a charge is recorded in pre-tax income equal to the estimated credit
losses inherent in the security. Further information regarding impaired securities, other-than-temporarily impaired
securities and evaluation of securities for impairment is incorporated by reference to Part II, Item 8, Notes 1 and 4 of
the Consolidated Financial Statements in this Annual Report on Form 10-K.

Federal Home Loan Bank Stock

The Bank is a member of the Federal Home Loan Bank of Boston (the FHLB ). The FHLB is a cooperatively owned
wholesale bank for housing and finance in the six New England states. Its mission is to support the residential
mortgage and community-development lending activities of its members, which include over 450 financial institutions
across New England. 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
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FHLB for most of its wholesale funding needs.

At December 31, 2014, the Bank s investment in FHLB stock totaled $21,354, compared with $18,370 at December
31, 2013, representing an increase of $2,984, or 16.2%. The foregoing increase was principally attributed to increased
FHLB borrowing levels during 2014. Shares held in excess of the minimum required amount are generally redeemable
at par value.

FHLB stock is a non-marketable equity security and therefore is reported at cost, which generally equals par value.
The ratio of the FHLB s market value of equity to its par value of capital stock was 129% at December 31, 2014
compared with 119% at December 31, 2013.

The Company periodically evaluates its investment in FHLB stock for impairment based on, among other things, the
capital adequacy of the FHLB and its overall financial condition. The FHLB recently reported that it remained in
compliance with all regulatory capital ratios as of December 31, 2014 and was classified as adequately capitalized by
its regulator, the Federal Housing Finance Agency, based on the FHLB s financial information at September 30, 2014.
Based on the capital adequacy, liquidity position and sustained profitability of the FHLB, management believes there
is no impairment related to the carrying amount of the Bank s FHLB stock as of December 31, 2014 The Bank will
continue to monitor its investment in FHLB stock.

Loans

Total Loans: At December 31, 2014 total loans amounted to $919,024, compared with $852,857 at December 31,
2013, representing an increase of $66,167, or 7.8%.

The loan portfolio is primarily secured by real estate in the counties of Hancock, Washington, Knox, Kennebec and
Sagadahoc Maine. The following table summarizes the major components of the Bank s loan portfolio, net of deferred
loan fees and costs, as of December 31 over the past five years.

SUMMARY OF LOAN PORTFOLIO AT DECEMBER 31
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2014 2013 2012 2011 2010
Commercial real estate mortgages $325,949 $336,542 $324,493 $285,484 $283,799
Commercial and industrial 73,893 73,972 59,373 62,450 57,323
Commercial construction
and land development 25,421 18,129 22,120 30,060 32,114
Agricultural and other loans to farmers 30,471 26,929 24,922 26,580 24,359
Total commercial loans 455,734 455,572 430,908 404,574 397,595
Residential real estate mortgages 382,678 317,115 297,103 239,799 231,434
Home equity loans 51,795 49,565 53,303 51,462 54,289
Other consumer loans 12,140 14,523 19,001 22,906 4,417
Total consumer loans 446,613 381,203 369,407 314,167 290,140
Tax exempt loans 16,693 16,355 15,244 9,700 12,126
Net deferred loan costs and fees (16) (273) (555) 562 809
Total loans 919,024 852,857 815,004 729,003 700,670
Allowance for loan losses (8,969) (8,475) (8,097) (8,221) (8,500)
Total loans net of allowance
for loan losses $910,055 $844,382 $806,907 $720,782 $692.170

At December 31, 2014, commercial loans comprised 49.6% of the total loan portfolio, compared with 53.4% at
December 31, 2013. Consumer loans, which principally consisted of residential real estate mortgage loans, comprised
48.6% of total loans at December 31, 2014 compared with 44.7% at December 31, 2013.

Factors contributing to the changes in the loan portfolio are enumerated in the following discussion and analysis.

Commercial Loans: The Bank offers a variety of commercial lending products including term loans and lines of
credit. The Bank offers a broad range of commercial loans, primarily collateralized, to businesses for working capital
(including inventory and receivables), business expansion (including acquisitions of real estate and improvements)
and the purchase of equipment and machinery. The purpose of a particular loan generally determines its structure.
Commercial loans are provided primarily to organizations and sole proprietors in the tourism, hospitality, healthcare,
blueberry, boatbuilding, biological research, and fishing industries, as well as to other small and mid-size businesses
associated with the coastal communities of Maine.

At December 31, 2014, total commercial loans amounted to $455,734, compared with $455,572 at December 31,
2013, representing an increase of $162. New commercial loan originations during 2014 were largely offset with
certain sizable loan payoffs and line of credit pay downs, as well as scheduled principal amortization from the
portfolio.
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Commercial loan growth has generally been challenged by a still-recovering economy, continued economic
uncertainty, diminished demand, and strong competition for quality loans.

Reflecting the Bank s business region, at December 31, 2014, approximately $107,286 or 32.9% of the commercial
real estate mortgage portfolio was represented by loans to the lodging industry, compared with 32.6% at December
31, 2013. The Bank underwrites lodging industry loans as operating businesses, lending primarily to seasonal
establishments with stabilized cash flows.

The proportion of commercial and industrial loans to total commercial loans is generally reflective of the Bank s
market area demographics, which have historically limited the opportunity and growth potential in this particular
category of loans. Similarly, the communities served by the Bank generally offer limited opportunities for agricultural
and other loans to farmers. This category of loans principally includes loans related to Maine s wild blueberry
industry.

Consumer Loans: At December 31, 2014, total consumer loans stood at $446,613 compared with $381,203 at
December 31, 2013, representing an increase of $65,410, or 17.2%. At December 31, 2014, residential real estate
mortgage loans represented 85.7% of total consumer loans, compared with 83.2% at year end 2013.

Residential real estate mortgage loans totaled $382,678 as of December 31, 2014, compared with $317,115 at
December 31, 2013, representing an increase of $65,563, or 20.7%. Mortgage origination activity slowed during
2014, driven by higher interest rates, rising home prices and inclement weather early in the year. The increase in
residential real estate mortgage loans compared with year-end 2013 was largely attributed to purchased loans. Loans
originated and closed by the Bank during 2014 were largely offset by loan re-financings and scheduled principal
amortization from the existing residential real estate loan portfolio.

Home equity loans totaled $51,795 at December 31, 2014, compared with $49,565 at December 31, 2013,
representing an increase of $2,230, or 4.5%. The Bank did not aggressively campaign for home equity loans during
2014.

Loans to individuals for household, family and other personal expenditures ( other consumer loans ) totaled $12,140 at
December 31, 2014, compared with $14,523 at December 31, 2013, representing a decline of $2,383, or 16.4%. Given
strong competition from the financing affiliates of consumer durable goods manufacturers, among other
considerations, the Bank does not campaign aggressively for consumer installment loans.

Tax Exempt Loans: Tax-exempt loans totaled $16,693 at December 31, 2014, compared with $16,355 at December
31, 2013, representing an increase of $338, or 2.1%. Tax-exempt loans include loans to local government
municipalities, not-for-profit organizations, and other organizations that qualify for tax-exempt treatment.
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Government municipality loans typically have short maturities (e.g., tax anticipation notes, etc.). Government
municipality loans are normally originated through a bid process among local financial institutions and are typically
priced aggressively, thus generating relatively narrow net interest margins.

Loan Concentrations: Because of the Bank s proximity to Acadia National Park, a large part of the economic activity
in the area is generated from the hospitality business associated with tourism. At December 31, 2014, approximately
$112,520 or 12.2% of the Bank s loan portfolio was represented by loans to the lodging industry, compared with
$114,982 or 13.5% at December 31, 2013. Loan concentrations continued to principally reflect the Bank s business
region.

Real Estate Loans Under Foreclosure: At December 31, 2014, real estate loans under foreclosure totaled $2,588
compared with $2,900 at December 31, 2013, representing a decrease of $312, or 10.8%.

At December 31, 2014, real estate loans under foreclosure were represented by twelve residential mortgage loans
totaling $2,091, one commercial construction and land development loan totaling $67 and five commercial real estate
loans totaling $430.

Other Real Estate Owned: Real estate acquired in satisfaction of a loan is reported in other assets. Properties acquired
by foreclosure or deed in lieu of foreclosure are transferred to other real estate owned ( OREO ) and recorded at the
lower of cost or fair market value less estimated costs to sell based on appraised value at the date actually or
constructively received. Loan losses arising from the acquisition of such property are charged against the allowance
for loan losses. Subsequent reductions in fair value below the carrying value are charged to other operating expenses.

At December 31, 2014, total OREO amounted to $523, compared with $1,625 as of December 31, 2013, representing
a decline of $1,102 or 67.8%. Three residential and three commercial properties comprised the December 31, 2014
balance of OREQ.

During the twelve months ended December 31, 2014, two properties were added to OREO. There were two
properties written down for an aggregate total of $293 in write downs, and there were seven sales of OREO properties,
of which five were sold at an aggregate loss of $104.

Mortgage Loan Servicing: The Bank, from time to time, will sell residential mortgage loans to other institutions and
investors such as the FHLMC. In prior years, the Bank has generally sold fixed rate, long term residential mortgage
loans, as a means of managing interest rate risk. The sale of loans also allows the Bank to make more funds available
to customers in its servicing area, while the retention of servicing rights provides an additional source of income. At
December 31, 2014, the unpaid balance of mortgage loans serviced for others totaled $13,360 compared with $15,116
at December 31, 2013, representing a decline of $1,756 or 11.6%.
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Loan Portfolio Interest Rate Composition: The following table summarizes the commercial, tax-exempt and
consumer components of the loan portfolio by fixed and variable interest rate composition, as of December 31, 2014
and 2013:

2014 2013

Commercial:
Fixed $ 80,641 $ 73,391
Variable 375,101 382,045
Total $455,742 $455,436

Tax exempt:
Fixed $ 8,129 $ 7,563
Variable 8,548 8,792
Total $ 16,677 $ 16,355

Consumer:

Fixed $349,389 $290,259
Variable 97,216 90,807
Total $446,605 $381,066

Total loans:
Fixed $438,159 $371,213
Variable 480,865 481,644
Total $919,024 $852,857

At December 31, 2014, fixed and variable rate loans comprised 47.7% and 52.3% of the loan portfolio, respectively,
compared with 43.5% and 56.5% at December 31, 2013.

Loan Maturities and Re-pricing Distribution: The following table summarizes fixed rate loans reported by
remaining maturity, and floating rate loans by next re-pricing date, as of December 31, 2014 and 2013. Actual
maturity dates may differ from contractual maturity dates due to prepayments, modifications and re-financings.

Maturities 2014 2013
One year or less $276,259 $287,279
Over 1 - 5 years 172,117 167,838
Over 5 years 470,648 397,740
Total loans $919,024 $852,857

Credit Risk: Credit risk is managed through loan officer authorities, loan policies, and oversight from the Bank's Chief
Risk Officer, the Bank s Senior Loan Officers Committee, the Directors Loan Committee, and the Bank's Board of
Directors. Management follows a policy of continually identifying, analyzing and grading credit risk inherent in the
loan portfolio. An ongoing independent review, subsequent to management's review, of individual credits is
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performed by an independent loan review function, which reports to the Audit Committee of the Board of Directors.

Management recognizes that early and accurate recognition of risk is the best means to reduce credit losses and
maximize earnings. The Bank employs a comprehensive risk management structure to identify and manage the risk of
loss. For consumer loans, the Bank identifies loan delinquency beginning at 10-day delinquency and provides
appropriate follow-up by written correspondence or personal contact. Non-residential mortgage loan losses are
recognized no later than the point at which a loan is 120 days past due. Residential mortgage loan losses are
recognized during the foreclosure process, or sooner, when that loss is quantifiable and reasonably assured. For
commercial loans the Bank applies a risk grading system, which stratifies the portfolio and allows management to
focus appropriate efforts on the highest risk components of the portfolio. The risk grades include ratings that correlate
with regulatory definitions of Pass,  Other Assets Especially Mentioned,  Substandard, = Doubtful, and Loss.

As a result of management s ongoing review of the loan portfolio, loans are placed on non-accrual status, either due to
the delinquent status of principal and/or interest, or a judgment by management that, although payments of principal
and/or interest are current, such action is prudent because collection in full of all outstanding principal and interest is
in doubt. Loans are generally placed on non-accrual status when principal and or interest is 90 days overdue, or sooner
if judged appropriate by management. Consumer loans are generally charged-off when principal and or interest
payments are 120 days overdue, or sooner if judged appropriate by management.

Non-performing Loans: Non-performing loans include loans on non-accrual status and loans past due 90 days or
more and still accruing interest. The following table sets forth the details of non-performing loans over the past five
years.

TOTAL NON-PERFORMING LOANS

AT DECEMBER 31

2014 2013 2012 2011 2010
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Commercial real estate mortgages $ 3,156 $2,046 $1.888 $ 2,676 $ 3,572
Commercial and industrial loans 624 793 818 1,078 778
Commercial construction

and land development 1,328 1,913 2,359 3,753 5,899
Agricultural and other loans to farmers 84 56 664 595 254
Total commercial loans 5,192 4,808 5,729 8,102 10,503
Residential real estate mortgages 6,051 3,227 3,017 4,266 3,022
Home equity loans 1,029 745 814 266 146
Other consumer loans 16 60 72 273 ---
Total consumer loans 7,096 4,032 3,903 4,805 3,168
Total non-accrual loans 12,288 8,840 9,632 12,907 13,671

Accruing loans contractually

past due 90 days or more - - 235 - 6
Total non-performing loans $12,288 $8,840 $9.867  $12,907 $13,677
Allowance for loan losses
to non-performing loans 73.0% 95.9% 82.1% 63.7% 62.1%
Non-performing loans to total loans 1.34% 1.04% 1.21% 1.77% 1.95%
Allowance to total loans 0.98% 0.99% 0.99% 1.13% 1.21%

At December 31, 2014, total non-performing loans amounted to $12,288, compared with $8,840 at December 31,
2013, representing an increase of $3,448, or 39.0%. One residential real estate mortgage loan, which was placed in
non-accrual status in the fourth quarter of 2014, represented 73.5% of this increase. Despite the increase in
non-performing loans, the Bank does not believe it is reflective of credit deterioration in the loan portfolio as a whole.

Non-performing commercial real estate mortgages totaled $3,156 at December 31, 2014, representing an increase of
$1,110, or 54.3%, compared with December 31, 2013. At December 31, 2014, non-performing commercial real estate
mortgages were represented by fourteen business relationships, with outstanding balances ranging from $22 to $1,209.

Non-performing commercial and industrial loans totaled $624 at December 31, 2014, representing a decline of $169,
or 21.3%, compared with December 31, 2013. At December 31, 2014, non-performing commercial and industrial
loans were represented by thirteen business relationships, with outstanding balances ranging from $7 to $272.

Non-performing commercial construction and land development loans totaled $1,328 at December 31, 2014,
representing a decline of $585, or 30.6%, compared with December 31, 2013. At December 31, 2014, non-performing
commercial construction and land development loans were almost entirely represented by a $1,261 commercial real
estate loan to a local, non-profit affordable housing authority in support of an affordable housing project. This loan is
principally secured by the housing units from the project. The project is fully constructed and there is no construction
risk associated with the loan. The primary source of repayment is the sale of the existing housing units. This loan is
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impaired and was put on non-accrual status in late 2010. To date, the Bank has charged off $2,014 of the original
outstanding balance of this collateral dependent impaired loan, of which $192 was recorded in 2012 and $1,822 in
2011. These charge-offs were based on current appraisals and revised prospects for future cash flows. This loan is
recorded at fair value in the Company s financial statements.

Non-performing residential real estate mortgages totaled $6,051 at December 31, 2014, representing an increase of
$2,824, or 87.5%, compared with December 31, 2013. One residential real estate mortgage loan, which was placed in
non-accrual status in the fourth quarter of 2014, represented 41.8% of this increase. At December 31, 2014,
non-performing residential real estate loans were represented by thirty-four, conventional, 1-4 family mortgage loans,
with outstanding balances ranging from $7 to $2,535.

Non-performing home equity loans totaled $1,029 at December 31, 2014, representing an increase of $284, or 38.1%,
compared with December 31, 2013. At December 31, 2014, non-performing home equity loans were represented by
four relationships with outstanding balances ranging from $3 to $450.

While the level and mix of non-performing loans continued to reflect favorably on the overall quality of the loan
portfolio as of December 31, 2014, Bank management is cognizant of the still-recovering real estate market, elevated
unemployment rates and soft economic conditions overall. Future levels of non-performing loans may be influenced
by economic conditions, including the impact of those conditions on the Bank s customers, including debt service
levels, collateral values, tourism activity, consumer confidence and other factors existing at the time. Management
believes the economic activity and conditions in the local real estate markets will continue to be significant
determinants of the quality of the loan portfolio in future periods and, thus, the Company s results of operations and
financial condition.

Delinquencies and Potential Problem Loans: In addition to the non-performing loans discussed above, the Bank also
has loans that are 30 to 89 days delinquent. These loans amounted to $3,120 and $4,201 at December 31, 2014, and
2013, or 0.34% and 0.49% of total loans, respectively, net of any loans classified as non-performing that are within
these delinquency categories. These loans and delinquency trends in general are considered in the evaluation of the
allowance for loan losses and the related determination of the provision for loan losses.

On an ongoing basis, the Bank reviews the commercial loan portfolio for evidence of potential problem loans.
Potential problem loans are loans that are currently performing in accordance with contractual terms, but where
known information about possible credit problems of the borrower causes doubt about the ability of the borrower to
comply with the loan payment terms and may result in disclosure of such loans as non-performing at some time in the
future.

At December 31, 2014, the Bank identified twenty-seven commercial relationships totaling $13,534 as potential
problem loans, or 1.50% of total loans. At December 31, 2013, the Bank identified twenty-eight commercial
relationships totaling $11,123 as potential problem loans, or 1.30% of total loans. Factors such as payment history,
value of supporting collateral, and personal or government guarantees led the Bank to conclude that the current risk
exposure on these potential problem loans did not warrant accounting for the loans as non-performing. Although in a
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performing status as of year-end, these loans exhibited certain risk factors, which have the potential to cause them to
become non-performing at some point in the future.

Allowance for Loan Losses: At December 31, 2014, the allowance for loan losses (the allowance ) stood at $8,969,
compared with $8,475 at December 31, 2013, representing an increase of $494, or 5.8%. The increase in the
allowance from December 31, 2013 was largely due to elevated levels of loan charge-off activity during 2014, as well

as higher levels of potential problem loans as of year end.

The allowance is available to absorb probable losses on loans. The determination of the adequacy of the allowance
and provisioning for estimated losses is evaluated quarterly based on review of loans, with particular emphasis on
non-performing and other loans that management believes warrant special consideration.

The allowance is maintained at a level that, in management s judgment, is appropriate for the amount of risk inherent
in the current loan portfolio, and adequate to provide for estimated, probable losses. Allowances are established for
specific impaired loans, a pool of reserves based on historical net loan charge-offs by loan types, and supplemental
reserves that adjust historical loss experience to reflect current economic conditions, industry specific risks, and other
qualitative and environmental considerations impacting the inherent risk of loss in the current loan portfolio.

Specific allowances for impaired loans are determined based upon a discounted cash flows analysis, or as an
expedient, a collateral shortfall analysis. The amount of collateral dependent impaired loans totaled $1,986 as of
December 31, 2014, compared with $2,699 as of December 31, 2013, representing a decline of $713 or 26.4%. The
related allowances for loan losses on these impaired loans amounted to $776 and $120 as of December 31, 2014 and
2013.

Management reviews impaired loans to ensure such loans are transferred to interest non-accrual status, and written
down when necessary. The amount of interest income not recorded on impaired loans amounted to $58, $52, and $37
for the years ended December 31, 2014, 2013 and 2012, respectively.

General allowances for loan losses account for the risk and estimated loss inherent in certain pools of industry and
geographic loan concentrations within the loan portfolio. There were no material changes in loan concentrations
during 2014 compared with 2013.

Based upon the process employed and giving recognition to all attendant factors associated with the loan portfolio,
management believes the allowance for loan losses at December 31, 2014, is appropriate for the risks inherent in the
loan portfolio.
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While management uses available information to recognize losses on loans, changing economic conditions and the
economic prospects of the borrowers may necessitate future additions or reductions to the allowance. In addition,
various regulatory agencies, as an integral part of their examination process, periodically review the Bank s allowance,
which also may necessitate future additions or reductions to the allowance, based on information available to them at
the time of their examination.

The following table details changes in the allowance for loan losses and summarizes loan loss experience by loan type
over the past five years.
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ALLOWANCE FOR LOAN LOSSES

SUMMARY OF LOAN LOSS EXPERIENCE

2014 2013 2012 2011 2010

Balance at beginning of period $ 8,475 $ 8,097 $ 8221 $ 8500 $ 7,814
Charge offs:
Commercial real estate mortgages 238 214 474 423 296
Commercial and industrial 475 405 102 123 652
Commercial construction and land development -— - 344 1,943 167
Agricultural and other loans to farmers 14 81 160 - 396
Residential real estate mortgages 650 406 568 254 160
Other consumer loans 191 120 294 90 103
Home equity loans 52 29 92 94 100

Total charge-offs 1,620 1,255 2,034 2,927 1,874
Recoveries:
Commercial real estate mortgages $ 8 $ 105 $ 9 % 8 $ 3
Commercial and industrial loans 16 23 25 82 10
Commercial construction and land development - - - 77 -
Agricultural and other loans to farmers 130 37 82 45 5
Residential real estate mortgages 12 7 104 --- 106
Other consumer loans 37 23 38 41 69
Home equity loans 1 20 - --- 40

Total recoveries 281 215 258 253 233
Net charge-offs 1,339 1,040 1,776 2,674 1,641
Provision charged to operations 1,833 1,418 1,652 2,395 2,327
Balance at end of period $ 8969 $ 8,475 $ 8,097 $ 8221 $ 8,500
Average loans outstanding during period $881,389  $839,010 $779,800 $717,895 $681,988
Annualized net charge-offs to average loans

outstanding 0.15% 0.12% 0.23% 0.37% 0.24%

For the year ended December 31, 2014, total net loan charge-offs amounted to $1,339, representing an increase of
$299, or 28.8%, compared with 2013. Total net charge-offs to average loans outstanding amounted to 0.15% in 2014,
compared with 0.12% in 2013.
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The following table presents the five-year summary of the allowance by loan type at each respective year-end.

ALLOCATION OF ALLOWANCE FOR LOAN LOSSES

(at December 31)
2014 2013 2012 2011 2010
Percent Percent Percent Percent Percent
of of of of of
Loans in Loans in Loans in Loans in Loans in
Each Each Each Each Each

Amount Category Amount Category Amount Category Amount Category Amount Category

to to to to to

Total Total Total Total Total
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loans loans loans loans loans
Commercial and
Industrial,

and agricultural $1,206 11.35% $1,601 11.83% $1,329 10.35% $1,653 12.22% $1,460 11.66%
Commercial and
Consumer

real estate
mortgages:
Real
estate-construction

and land
development 145 2.77% 314 2.13% 515 271% 594  4.12% 999  4.58%
Real
estate-mortgage 7,453 82.74% 6,255 82.42% 5905 82.74% 5,602 79.19% 5,858 81.40%
Installments and
other

loans to
individuals 94 1.32% 137 1.70% 207 2.33% 286 3.14% 73 0.63%
Tax exempt 71 1.82% 168 1.92% 141 1.87% 86 1.33% 110 1.73%
TOTAL $8.,969 100.00% $8,475 100.00% $8,097 100.00% $8,221 100.00% $8,500 100.00%

Bank Owned Life Insurance

Bank-owned life insurance ( BOLI ) represents life insurance on the lives of certain retired employees who had
provided positive consent allowing the Bank to be the beneficiary of such policies. Increases in the cash value of the
policies, as well as insurance proceeds received in excess of the cash value, are recorded in other non-interest income,
and are not subject to income taxes. The cash surrender value of the BOLI is included on the Company s consolidated
balance sheet.

At December 31, 2014, the cash surrender value of BOLI amounted to $8,141, compared with $7,879 at December 31,
2013, representing an increase of $262, or 3.3%.

Other Assets

The Company s other assets are principally comprised of accrued interest receivable, deferred income taxes and other
real estate owned.
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At December 31, 2014 total other assets amounted to $13,992, compared with $18,812 at December 31, 2013,
representing a decline of $4,820, or 25.6%. The decline in other assets was principally attributed to a decline in
deferred income taxes, which resulted from unrealized gains in the Bank s securities portfolio at December 31, 2014
compared with unrealized losses at December 31, 2013.

Funding Sources

The Bank utilizes various traditional sources of funding to support its earning asset portfolios. Funding sources
principally consist of retail deposits and, to a lesser extent, borrowings from the Federal Home Loan Bank of Boston
( FHLB ) of which it is a member, and certificates of deposit obtained from the national market.
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Deposits

Historically, the banking business in the Bank s market area has been seasonal, with lower deposits in the winter and
spring and higher deposits in the summer and autumn. These seasonal swings have been fairly predictable and have
not had a materially adverse impact on the Bank. Seasonal swings in deposits have been typically absorbed by the
Bank s strong liquidity position, including borrowing capacity from the FHLB, brokered certificates of deposit
obtained from the national market and cash flows from its securities portfolio.

Total Deposits: At December 31, 2014, total deposits amounted to $858,049 compared with $835,651 at December
31, 2013, representing an increase of $22,398, or 2.7%. Demand NOW and money market accounts posted a
combined increase of $39,923, or 9.1%, while time deposits declined $17,525, or 4.4%. The decline in time deposits
was attributed to lower levels of brokered deposits compared with December 31, 2013.

Demand Deposits: The Bank s demand deposits are principally business accounts, which account for approximately
two-thirds of total demand deposits. At December 31, 2014, total demand deposits amounted to $78,802, compared
with $72,259 at December 31, 2013, representing an increase of $6,543, or 9.1%. As discussed above, the Bank s
deposits are seasonal in nature and the timing and extent of seasonal swings vary from year to year. This is
particularly the case with demand deposits. For the year ended December 31, 2014, total average demand deposits
amounted to $72,706 compared with $70,978 in 2013, representing an increase of $1,728, or 2.4%. The increase in
average demand deposits was largely attributed to a relatively strong tourist season in the local communities served by
the Bank combined with new customer relationships.

The Bank strives to attract demand deposits in connection with its commercial lending activities, on a total
relationship basis. The Bank s business checking account offerings include Easy Business Checking, Small Business
Checking, Business Checking with Interest, Business Plus Checking, and Non-Profit Business Plus Checking, each
designed to help business owners manage the varying financial aspects of their business. The Bank also offers Remote
Deposit Capture, enabling its business customers to deposit checks remotely. Business demand deposits are also
generated by way of the Bank s Merchant Credit Card Processing Program.

NOW Accounts: The Bank offers interest bearing NOW accounts to individuals and not-for-profit organizations. At
December 31, 2014, total NOW accounts amounted to $153,499, compared with $135,246 at December 31, 2013,
representing an increase of $18,253, or 13.5%. For the year ended December 31, 2014, average NOW accounts
amounted to $137,972, compared with $124,382 in 2013, representing an increase of $13,590, or 10.9%.

Savings and Money Market Deposits: At December 31, 2014, total savings and money market accounts amounted to
$247,685, compared with $232,558 at December 31, 2013, representing an increase of $15,127, or 6.5%. For the year
ended December 31, 2014, average savings and money market accounts amounted to $247,609, compared with
$241,670 in 2013, representing an increase of $5,939 or 2.5%. This increase was principally attributed to both new
and existing customer relationships.
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Time Deposits: At December 31, 2014, total time deposits amounted to $378,063, compared with $395,588 at
December 31, 2013, representing a decline of $17,525, or 4.4%. The decline in time deposits was attributed to lower
levels of brokered deposits at December 31, 2014 compared with December 31, 2013. A portion of the Bank s time
deposits include certificates of deposit obtained from the national market. This source of funds is generally utilized to
help support the Bank s earning asset growth, while maintaining its strong on-balance-sheet liquidity position via
secured borrowing lines of credit with the FHLB and the Federal Reserve Bank of Boston.

The following table summarizes the changes in the average balances of deposits during the periods indicated,
including the weighted average interest rates paid for each category of deposits:

AVERAGE DEPOSIT BALANCES BY CATEGORY OF DEPOSIT

2014 2013

Average Average Average Average

Balance Rate Balance Rate
Demand deposits $ 72,706 --- $ 70,978 ---
NOW accounts 137,972 0.20% 124,382 0.19%
Savings and money market deposits 247,609 0.23% 241,670 0.24%
Time deposits 415,643 1.21% 400,044 1.45%

Total deposits $873,930 $837,074

The following table summarizes the maturity distribution of time deposits of $100 or greater:

MATURITY SCHEDULE

TIME DEPOSITS $100 OR GREATER

DECEMBER 31, 2014
Three months or less $21,048
Over three to six months 20,494
Over six to twelve months 18,567
Over twelve months 35,730
$95,839
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Time deposits in denominations of $100 or greater totaled $95,839 at December 31, 2014, compared with $152,321 at
December 31, 2013, representing a decrease of $56,482, or 37.1%.

Borrowed Funds

The Bank utilizes borrowed funds in leveraging its strong capital position and supporting its earning asset portfolios.
Borrowed funds are principally utilized to support the Bank s investment securities portfolio and, to a lesser extent,
fund loan growth. Borrowed funds also provide a means to help manage balance sheet interest rate risk, given the
Bank s ability to select desired amounts, terms and maturities on a daily basis.

Borrowed funds principally consist of advances from the FHLB and, to a lesser extent, securities sold under
agreements to repurchase, Fed funds purchased and borrowings from the Federal Reserve Bank of Boston. Advances
from the FHLB are secured by stock in the FHLB, investment securities, certain commercial real estate loans, and
blanket liens on qualifying mortgage loans and home equity loans.

Refer to Part II, Item 7, Contractual Obligations, and Notes 10 and 11, Short-term Borrowings and Long-term Debt,
of the consolidated financial statements in this annual report on form 10-K for further information on borrowed funds.

Total Borrowings: At December 31, 2014, total borrowings amounted to $447,020, compared with $409,445 at
December 31, 2013, representing an increase of $37,575, or 9.2%. The increase in borrowings was principally utilized
to help fund the Bank s earning asset growth.

Junior Subordinated Debentures: In the second quarter of 2008, the Bank issued $5,000 aggregate principal amount
of subordinated debt securities. These securities qualify as Tier 2 capital for the Bank and the Company and were
issued to help support future earning asset growth without jeopardizing the Bank s historically strong capital position.
The subordinated debt securities are due in 2023, but are callable by the Bank after five years without penalty. The
rate of interest on these securities is three month Libor plus 345 basis points. The subordinated debt securities are
classified as borrowings on the Company s consolidated balance sheet.

Capital Resources

Consistent with its long-term goal of operating a sound and profitable organization, at December 31, 2014 the
Company maintained its strong capital position and continued to be a well-capitalized financial institution according
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to applicable regulatory standards. Management believes this to be vital in promoting depositor and investor
confidence and providing a solid foundation for future growth.

The Company s Articles of Incorporation authorize the Company to issue up to 10,000,000 shares of the Company s
common stock, par value $2.00 per share and up to 1,000,000 shares of preferred stock, no par value. In October 2009,

the Company filed a shelf registration statement on Form S-3 with the SEC to register an indeterminate number of
shares of common stock and preferred stock, which together have an aggregate initial offering price not to exceed
$35,000 (the Shelf Registration ). The SEC declared the Company s Shelf Registration effective on November 3, 2009.
In December of 2009 the Company announced that it had completed its offering of 800,000 shares of its common
stock to the public at $27.50 per share. The principal use of the net proceeds from that offering were used to
repurchase all the Company s Series A preferred shares previously sold to the U.S. Department of the Treasury under
its Capital Purchase Program.

The Company s Shelf Registration expired on November 3, 2012. The Company has not decided whether to file a new
shelf registration statement and does not have any current plans to raise additional capital; however, the Company
does recognize that financial flexibility is important and that a shelf registration filed with the SEC can be a prudent
capital management tool should the need or opportunity to raise capital on attractive terms arise and, therefore, the
Company may consider the filing of a new shelf registration with the SEC on terms similar to the Shelf Registration or
other terms during 2015 or in other future years.

Capital Ratios: As of December 31, 2014 and 2013, the Company and the Bank were considered well-capitalized
under the regulatory framework for prompt corrective action. Under the capital adequacy guidelines, a
well-capitalized institution must maintain a minimum total risk-based capital to total risk-weighted assets ratio of at
least 10.0%, a minimum Tier I capital to total risk-weighted assets ratio of at least 6.0%, and a minimum Tier I
Leverage ratio of at least 5.0%. At December 31, 2014, the Company s Total Risk-based, Tier I Risk-based, and Tier I
Leverage ratios were 17.24%, 15.60% and 9.30%, respectively.
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The following table sets forth the Company's regulatory capital at December 31, 2014 and 2013, under the rules
applicable at that date.

As of December 31, As of December 31,
2014 2013

Amount Ratio Amount Ratio
Total Capital to Risk Weighted Assets ~ $148,188 17.24% $137,311 16.62%
Regulatory Requirement 68,766 8.00% 66,106 8.00%
Excess over "adequately capitalized" $ 79,422 9.24% $ 71,205 8.62%
Tier 1 Capital to Risk Weighted Assets ~ $134,099 15.60% $123,730 14.97%
Regulatory Requirement 34,383 4.00% 33,053 4.00%
Excess over "adequately capitalized" $ 99,716 11.60% $ 90,677 10.97%
Tier 1 Capital to Average Assets $134,099 9.30% $123,730 9.01%
Regulatory Requirement 57,689 4.00% 54,954 4.00%
Excess over "adequately capitalized" $ 76,410 5.30% $ 68,776 5.01%

As more fully disclosed in Note 13 of the Consolidated Financial Statements in this Annual Report on Form 10-K, the
Bank also maintained its standing as a well-capitalized institution as defined by applicable regulatory standards. At
December 31, 2014, the Bank s Total Risk-based, Tier I Risk-based, and Tier I Leverage ratios were 17.24%, 15.60%
and 9.30%, respectively.

Shareholders Equity: At December 31, 2014, total shareholders equity amounted to $146,287, compared with
$121,379 at December 31, 2013, representing an increase of $24,908, or 20.5%. The increase in shareholder s equity
was largely attributed to a $14,631 increase in accumulated other comprehensive income. This increase was
principally the result of a reduction in unrealized losses in the Bank s securities portfolio, which changed from a tax
effective unrealized loss of $7,567 at December 31, 2013 to a tax effected unrealized gain of $7,901 at December 31,
2014. The net unrealized losses at December 31, 2013 were attributed to a significant increase in interest rates and
pricing spreads during 2013, which negatively impacted the fair value of the Bank s fixed income securities portfolio.
The unrealized gains at December 31, 2014 were attributed to significantly lower interest rates at December 31, 2014
compared with December 31, 2013, which positively impacted the value of the securities portfolio.

At December 31, 2014, the Company s retained earnings stood at $113,149, compared with $103,907 at December 31,
2013, representing an increase of $9,242, or 8.9%.
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Trends, Events or Uncertainties: There are no known trends, events or uncertainties, nor any recommendations by
any regulatory authority, that are reasonably likely to have a material effect on the Company s capital resources,
liquidity, or financial condition.

Stock Repurchase Plan: In August 2008, the Company s Board of Directors approved a program to repurchase up to
450,000 shares of the Company s common stock, or approximately 10.2% of the shares then currently outstanding. The
stock repurchase program became effective as of August 21, 2008, and was authorized to continue for a period of up
to twenty-four consecutive months. In August of 2010, the Company s Board of Directors authorized the continuance
of this program through August 17, 2012. In August of 2012, the Company s Board of Directors authorized the
continuance of this program through August 17, 2014. In July of 2014, the Company s Board of Directors authorized
the continuance of this program through August 17, 2016. Depending on market conditions and other factors, these
purchases may be commenced or suspended at any time, or from time to time, without prior notice and may be made
in the open market or through privately negotiated transactions.

As of December 31, 2014, the Company had repurchased 157,757 shares of stock under this plan, at a total cost of
$2,945 and an average price of $18.67 per share. During 2014, the Company repurchased 327 shares under the plan.
The Company records repurchased shares as treasury stock.

Cash Dividends: The Company has historically paid regular quarterly cash dividends on its common stock. Each
quarter, the Board of Directors declares the payment of regular quarterly cash dividends, subject to adjustment from
time to time, based on the Company s earnings outlook, the strength of its balance sheet, its need for funds, and other
relevant factors. There can be no assurance that dividends on the Company s common stock will be paid in the future.

The Company s principal source of funds to pay cash dividends and support its commitments is derived from Bank
operations. During 2014, the Company declared and distributed regular cash dividends on its common stock in the
aggregate amount of $5,362 compared with $4,915 in 2013. The Company s 2014 dividend payout ratio amounted to
36.7%, compared with 37.3% in 2013. The total regular cash dividends paid in 2014 amounted to $0.905 per common
share of common stock, compared with $0.833 in 2013, representing an increase of $0.072 per share, or 8.6%.

In the first quarter of 2015, the Company declared a regular cash dividend of $0.245 per share of common stock,
representing an increase of $0.0283 or 13.1%, compared with the first quarter of 2014. Based on the December 31,
2014 price of the Company s common stock of $32.00 per share, the dividend yield amounted to 3.06%.

Contractual Obligations
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The Company is a party to certain contractual obligations under which it is obligated to make future payments. These
principally include borrowings from the FHLB, consisting of short and long-term fixed rate borrowings, and
collateralized by all stock in the FHLB, a blanket lien on qualified collateral consisting primarily of loans with first
and second mortgages secured by one-to-four family properties, and certain pledged investment securities. The
Company has an obligation to repay all borrowings from the FHLB.

The Company is also obligated to make payments on operating leases for its retail branch offices in Somesville,
Topsham and Augusta, Maine, as well as office space in Ellsworth and Bangor, Maine.

Borrowings are stated at their contractual maturity due dates and do not reflect call features, or principal amortization
features, on certain borrowings. The following table summarizes the Company s contractual obligations at December
31,2014.

CONTRACTUAL OBLIGATIONS

Payments Due By Period
Total
Amount of 1-3 4-5 >5
Description Obligations <1 Year Years Years Years

Borrowings from Federal Home Loan Bank  $422,300 $293,800 $63,500 $62,000 $ 3,000
Securities sold under agreements

to repurchase 19,720 19,720 - -— -—
Junior subordinated debentures 5,000 -— - -— 5,000
Operating Leases 1,327 405 421 282 219
Total $448,347 $313,925 $63,921 $62,282  $8,219

All FHLB advances are fixed-rate instruments. Advances are payable at their call dates or final maturity dates. At
December 31, 2014, the Bank had $19,000 in callable advances.

In the normal course of its banking and financial services business, and in connection with providing products and
services to its customers, the Company has entered into a variety of traditional third party contracts for support
services. Examples of such contractual agreements would include services providing ATMs, Visa Debit Card
processing, trust services accounting support, check printing, and the leasing of T-1 telecommunication lines
supporting the Company s wide area technology network.
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The majority of the Company s core operating systems and software applications are maintained in-house with
traditional third party maintenance agreements of one year.

Off-Balance Sheet Arrangements

The Company is, from time to time, a party to certain off-balance sheet arrangements that have or are reasonably
likely to have a current or future effect on the Company's financial condition, changes in financial condition, revenues
or expenses, results of operations, liquidity, capital expenditures or capital resources, that may be material to
investors.

At December 31, 2014 and 2013, the Company s off-balance sheet arrangements were limited to standby letters of
credit.

Standby Letters of Credit: The Bank guarantees the obligations or performance of certain customers by issuing
standby letters of credit to third parties. These letters of credit are sometimes issued in support of third-party debt. The
risk involved in issuing standby letters of credit is essentially the same as the credit risk involved in extending loan
facilities to customers, and they are subject to the same origination, portfolio maintenance and management
procedures in effect to monitor other credit products. The amount of collateral obtained, if deemed necessary by the
Bank upon issuance of a standby letter of credit, is based upon management's credit evaluation of the customer.

At December 31, 2014, commitments under existing standby letters of credit totaled $325, compared with $378 at
December 31, 2013. The fair value of the standby letters of credit was not significant as of the foregoing dates.

Off-Balance Sheet Risk

The Bank is party to financial instruments with off-balance sheet risk in the normal course of business to meet the
financial needs of its customers and to reduce its own exposure to fluctuations in interest rates. These financial
instruments include commitments to extend credit and certain financial derivative instruments; namely, interest rate
cap agreements.

Commitments to Extend Credit: Commitments to extend credit represent agreements by the Bank to lend to a
customer provided there is no violation of any condition established in the contract. These commitments generally
have fixed expiration dates or other termination clauses and may require payment of a fee.
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Since many of these commitments are expected to expire without being drawn upon, the total commitment amounts
do not necessarily represent future cash requirements. The Bank evaluates each customer's creditworthiness on a
case-by-case basis using the same credit policies as it does for its balance sheet instruments, such as loans. The
amount of collateral obtained, if deemed necessary by the Bank upon the issuance of commitment, is based on
management's credit evaluation of the customer.

The following table summarizes the Bank s commitments to extend credit as of December 31:

COMMITMENTS TO EXTEND CREDIT

December 31, December 31,
2014 2013
Commitments to originate loans $ 21,147 $ 10,269
Unused lines of credit 92,817 98,486
Un-advanced portions of construction loans 23,434 12,203
Total $137,398 $120,958

Financial Derivative Instruments: As part of its overall asset and liability management strategy, the Bank
periodically uses derivative instruments to minimize significant unplanned fluctuations in earnings and cash flows
caused by interest rate volatility. The Bank's interest rate risk management strategy involves modifying the re-pricing
characteristics of certain assets and liabilities so that change in interest rates does not have a significant adverse effect
on net interest income. Derivative instruments that management periodically uses as part of its interest rate risk
management strategy include interest rate swap agreements and interest rate floor agreements.

At December 31, 2014, the Bank had four outstanding, off balance sheet, derivative instruments. These derivative
instruments were interest rate cap agreements, with notional principal amounts totaling $90,000. There were no
outstanding derivative instruments at December 31, 2013. The notional amounts of the financial derivative
instruments do not represent exposure to credit loss. The Bank is exposed to credit loss only to the extent the
counter-party defaults in its responsibility to pay interest under the terms of the agreements. The interest rate cap
agreements were purchased by the Bank to limit its exposure to rising interest rates and were designated as cash flow
hedges.

Further information covering the Bank s derivative instruments is incorporated by reference to Part II, Item 8, Notes 1
and 12 of the Consolidated Financial Statements in this Annual Report on Form 10-K.

Liquidity
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Liquidity is measured by the Company s ability to meet short-term cash needs at a reasonable cost or minimal loss.
The Company seeks to obtain favorable sources of liabilities and to maintain prudent levels of liquid assets in order to
satisfy varied liquidity demands. Besides serving as a funding source for maturing obligations, liquidity provides
flexibility in responding to customer initiated needs. Many factors affect the Company s ability to meet liquidity needs,
including variations in the markets served by its network of offices, its mix of assets and liabilities, reputation and
credit standing in the marketplace, and general economic conditions.

The Bank actively manages its liquidity position through target ratios established under its Asset Liability
Management Policy. Continual monitoring of these ratios, both historical and through forecasts under multiple rate
and stress scenarios, allows the Bank to employ strategies necessary to maintain adequate liquidity. A portion of the
Bank s deposit base has been historically seasonal in nature, with balances typically declining in the winter months
through late spring, during which period the Bank s liquidity position tightens.

The Bank uses a basic surplus model to measure its liquidity over 30 and 90-day time horizons. The relationship
between liquid assets and short-term liabilities that are vulnerable to non-replacement are routinely monitored. The
Bank s policy is to maintain a liquidity position of at least 4% of total assets. At December 31, 2014, liquidity, as
measured by the basic surplus model, was 6.1% over the 30-day horizon and 5.0% over the 90-day horizon.

At December 31, 2014, the Bank had unused lines of credit and net unencumbered qualifying collateral availability to
support its credit line with the FHLB approximating $139 million. The Bank also had capacity to borrow funds on a
secured basis utilizing the Borrower in Custody ( BIC ) program and the Discount Window at the Federal Reserve Bank
of Boston (the FRB ). At December 31, 2014, the Bank s available secured line of credit at the FRB stood at $157,486
or 10.8% of the Bank s total assets. The Bank also has access to the national brokered deposit market, and has used this
funding source to bolster its on balance sheet liquidity position.

The Bank maintains a liquidity contingency plan approved by the Bank s Board of Directors. This plan addresses the
steps that would be taken in the event of a liquidity crisis, and identifies other sources of liquidity available to the
Company. Company management believes that the level of liquidity is sufficient to meet current and future funding
requirements. However, changes in economic conditions, including consumer savings habits and availability or access
to the brokered deposit market could potentially have a significant impact on the Company s liquidity position.

RESULTS OF OPERATIONS

Net Interest Income

Net interest income is the principal component of the Company s income stream and represents the difference or
spread between interest generated from earning assets and the interest expense paid on deposits and borrowed funds.
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Net interest income is entirely generated by the Bank. Fluctuations in market interest rates as well as volume and mix
changes in earning assets and interest bearing liabilities can materially impact net interest income.

Total Net Interest Income: For the year ended December 31, 2014, net interest income on a tax- equivalent basis
amounted to $45,698 compared with $40,848 in 2013, representing an increase of $4,850, or 11.9%. As more fully
discussed below, the increase in 2014 tax-equivalent net interest income compared with 2013 was principally
attributed to average earning asset growth of $75,679 or 5.8%, combined with an eighteen basis point improvement in
the net interest margin.

For the year ended December 31, 2013, net interest income on a tax-equivalent basis amounted to $40,848 compared
with $38,599 in 2012, representing an increase of $2,249, or 5.8%. As more fully discussed below, the increase in
2013 tax-equivalent net interest income compared with 2012 was attributed to average earning asset growth of
$99,321 or 8.3%, as the net interest margin remained declined eight basis points.

Factors contributing to the changes in net interest income and the net interest margin are further enumerated in the
following discussion and analysis.

Net Interest Income Analysis: The following tables summarize the Company s daily average balance sheets and the
components of net interest income, including a reconciliation of tax-equivalent adjustments, for the years ended
December 31, 2014, 2013 and 2012:

AVERAGE BALANCE SHEET AND

ANALYSIS OF NET INTEREST INCOME
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For The Year Ended December 31, 2014

Interest Earning Assets:
Loans (1,3)

Securities (2,3)

Federal Home Loan Bank stock

Total Earning Assets

Non-Interest Earning Assets:
Cash and due from banks
Allowance for loan losses
Other assets (2)

Total Assets

Interest Bearing Liabilities:
Deposits
Borrowings

Total Interest Bearing Liabilities
Rate Spread

Non-Interest Bearing Liabilities:
Demand and other non-interest bearing deposits
Other liabilities
Total Liabilities

Shareholders' equity

Total Liabilities and Shareholders' Equity
Net interest income and net interest margin (3)
Less: Tax Equivalent adjustment

Net Interest Income

Average
Balance

$ 881,389
470,192
20,219

1,371,800

4,204
(8,753)

56,958

$1,424,209

$ 801,224
406,744
1,207,968

72,706
6,863
1,287,537
136,672
$1,424,209

Interest

$37,982
17,331
290

55,603

$ 5,894
4,011
9,905

45,698
(1,885)
$43.813

(1) For purposes of these computations, non-accrual loans are included in average loans.

Weighted
Average
Rate
431%

3.69%
1.43%

4.05%

0.74%
0.99%
0.82%
3.23%

3.33%

3.19%
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(2) For purposes of these computations, unrealized gains (losses) on available-for-sale securities are recorded in
other assets.

(3) For purposes of these computations, reported on a tax-equivalent basis calculated using a tax rate of 34%.

AVERAGE BALANCE SHEET AND
ANALYSIS OF NET INTEREST INCOME

For the year ended December 31, 2013

Weighted
Average Average
Balance Interest Rate
Interest Earning Assets:
Loans (1,3) $ 839,010 $37,460 4.46%
Securities (2,3) 438,893 14,982 3.41%
Federal Home Loan Bank stock 18,217 69 0.38%
Fed funds sold, money market funds, and time
deposits with other banks 1 - 0.00%
Total Earning Assets 1,296,121 52,511 4.05%

Non-Interest Earning Assets:
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Cash and due from banks 3,607
Allowance for loan losses (8,334)
Other assets (2) 53,959

Total Assets $1,345,353
Interest Bearing Liabilities:
Deposits $ 766,096 $ 6,616 0.86%
Borrowings 376,305 5,047 1.34%

Total Interest Bearing Liabilities 1,142,401 11,663 1.02%
Rate Spread 3.03%
Non-Interest Bearing Liabilities:
Demand and other non-interest bearing deposits 70,978
Other liabilities 6,634

Total Liabilities 1,220,013

Shareholders' equity 125,340

Total Liabilities and Shareholders' Equity $1,345,353
Net interest income and net interest margin (3) 40,848 3.15%
Less: Tax-equivalent adjustment (3) (1,762)

Net Interest Income $39,086 3.02%

(1) For purposes of these computations, non-accrual loans are included in average loans.

(2) For purposes of these computations, unrealized gains (losses) on available-for-sale securities are recorded in
other assets.

(3) For purposes of these computations, reported on a tax-equivalent basis calculated using a tax rate of 34%.
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AVERAGE BALANCE SHEET AND

ANALYSIS OF NET INTEREST INCOME

For the year ended December 31, 2012

Average
Balance Interest
Interest Earning Assets:
Loans (1,3) $ 779,800 $36,802
Securities (2,3) 399,601 15,578
Federal Home Loan Bank stock 17,366 86
Fed funds sold, money market funds, and time
deposits with other banks 33 -
Total Earning Assets 1,196,800 52,466
Non-Interest Earning Assets:
Cash and due from banks 3,221
Allowance for loan losses (8,404)
Other assets (2) 60,773
Total Assets $1,252,390
Interest Bearing Liabilities:
Deposits $ 697,641 $ 7,707
Borrowings 354,757 6,160
Total Interest Bearing Liabilities 1,052,398 13,867
Rate Spread
Non-Interest Bearing Liabilities:
Demand and other non-interest bearing deposits 67,900
Other liabilities 6,492
Total Liabilities 1,126,790
Shareholders' equity 125,600
Total Liabilities and Shareholders' Equity $1,252,390
Net interest income and net interest margin (3) 38,599
Less: Tax-equivalent adjustment (3) (1,628)
Net Interest Income $36,971

(1) For purposes of these computations, non-accrual loans are included in average loans.

(2) For purposes of these computations, unrealized gains (losses) on available-for-sale securities are recorded in

other assets.

Weighted
Average
Rate
4.72%
3.90%
0.50%
0.00%

4.38%

1.10%
1.74%
1.32%
3.06%

3.23%

3.09%
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(3) For purposes of these computations, reported on a tax-equivalent basis calculated using a tax rate of 34%.

Net Interest Margin: The net interest margin, expressed on a tax-equivalent basis, represents the difference between
interest and dividends earned on interest-earning assets and interest paid to depositors and other creditors, expressed
as a percentage of average earning assets.

The net interest margin is determined by dividing tax-equivalent net interest income by average interest-earning
assets. The interest rate spread represents the difference between the average tax-equivalent yield earned on interest
earning-assets and the average rate paid on interest bearing liabilities. The net interest margin is generally higher than
the interest rate spread due to the additional income earned on those assets funded by non-interest bearing liabilities,
primarily demand deposits and shareholders equity.

Recent data suggests the U.S. economy continues to slowly emerge from a deep recession, which was driven by sharp
downturns in the nationwide housing and credit markets, followed by multi-decade high unemployment rates and
diminished consumer confidence and spending. In 2008, the Board of Governors of the Federal Reserve System
addressed the economic decline with changes in its monetary policy by reducing the Federal Funds rate from 4.25% to
arange of 0% to 0.25%, where it stayed all the way through 2014. These actions have put considerable pressure on the
Bank s net interest margin.

During 2012, long-term interest rates again declined to historic levels with the 10-year U.S. Treasury closing as low as
1.39%. While the 2012 interest rate environment pressured a further decline in earning asset yields, the Bank was able
to offset this decline by lowering the cost of its interest bearing deposits and borrowings, resulting in a stable net
interest margin compared with 2011.

In 2013, long-term interest rates increased, with the ten-year U.S. Treasury surpassing 3.00% during the second half
of the year. While this increase helped strengthen the net interest margin in the third and fourth quarters of 2013, the
Bank s full year 2013 net interest margin declined eight basis points compared with 2012, as the yield on earning
assets declined more than the cost of interest bearing liabilities. In 2014, the higher long-term interest rate
environment benefited the Bank s earning asset yields, which remained unchanged compared with 2013. Similarly, the
extended period of short-term interest rates during 2014 benefited the cost of interest bearing liabilities, which
declined twenty basis points.

The foregoing trends are discussed in more detail below.
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The following table summarizes the net interest margin components, on a quarterly basis, over the past two years.
Factors contributing to the changes in the net interest margin are enumerated in the following discussion and analysis.

WEIGHTED AVERAGE
RATES

Quarter: 4
Interest Earning Assets:
Loans (1,3) 4.19%
Securities (2,3) 3.74%
Federal Home Loan Bank stock 1.50%
Fed Funds sold, money market
funds,

and time deposits with other

banks 0.00%
Total Earning Assets 4.00%

Interest Bearing Liabilities:

Deposits 0.75%

Borrowings 0.96%
Total Interest Bearing

Liabilities 0.82%

Rate Spread 3.18%

Net Interest Margin (3) 3.28%

Net Interest Margin without Tax
Equivalent Adjustments 3.15%

2014
3 2
444% 4.26%
3.50% 3.77%
1.32% 1.43%
0.00% 0.00%
4.08% 4.05%
0.73% 0.73%
0.89% 0.99%
0.79% 0.82%
329% 3.23%
338% 3.32%
325% 3.18%

4.35%
3.75%
1.49%

0.00%
4.10%

0.73%
1.12%

0.85%

3.25%

3.34%

3.20%

NET INTEREST MARGIN ANALYSIS

4.33%
3.61%
0.37%

0.00%
4.03%

0.82%
1.15%

0.93%

3.10%

3.21%

3.07%

2013
3 2
4.39% 4.55%
333% 3.25%
0.39% 0.27%
0.00% 0.00%
397% 4.06%
0.82% 0.86%
1.27% 1.50%
097% 1.06%
3.00% 3.00%
3.12% 3.12%
298% 2.99%

(1) For purposes of these computations, non-accrual loans are included in average loans.

(2) For purposes of these computations, unrealized gains (losses) on available-for-sale securities are recorded in

other assets.

4.59%
3.45%
0.49%

0.00%
4.16%

0.96%
1.46%

1.14%

3.02%

3.15%

3.02%

(3) For purposes of these computations, reported on a tax-equivalent basis calculated using a tax rate of 34%.
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For the year ended December 31, 2014, the tax equivalent net interest margin amounted to 3.33%, compared with
3.15% in 2013, representing an increase of eighteen basis points. The increase in the net interest margin was attributed
to a twenty basis point decline in the weighted average cost of interest bearing liabilities, as the weighted average
yield on earning assets remained unchanged at 4.05%. While the weighted average yield on loans declined fifteen
basis points to 4.31%, this decline was offset by a twenty-eight basis point increase in the weighted average yield on
securities to 3.69%.

The 2014 decline in the cost of interest bearing liabilities was largely attributed to higher cost, maturing time deposits
and borrowings being replaced at significantly lower interest rates. The decline in the 2014 weighted average loan
yield was attributed to the replacement of cash flows from the loan portfolio as well as new loan originations during a
period of historically low interest rates. The 2014 increase in the weighted average securities yield was principally
attributed to increases in long-term interest rates and slowing mortgage refinance activity over this past fiscal year,
causing a slowing of prepayment speeds and purchase premium amortization and higher book yields compared with
2013. Company management believes future prepayment speeds and purchase premium amortization will largely be
dependent on policy decisions by the Federal Reserve and the pace of the economic recovery.

For the year ended December 31, 2013, the tax equivalent net interest margin amounted to 3.15%, compared with
3.23% in 2012, representing a decline of eight basis points. The weighted average yield on average earning assets
amounted to 4.05% in 2013, compared with 4.38% in 2012, representing a decline of 33 basis points. The weighted
average cost of interest bearing liabilities amounted to 1.02% in 2013, compared with 1.32% in 2012, representing a
decline of 30 basis points. To summarize, comparing 2013 with 2012, the decline in the Bank s weighted average yield
on its earning asset portfolios exceeded the decline in its weighted average cost of interest bearing liabilities by three
basis points. This resulted in an eight basis point decline in the Bank s 2013 net interest margin and a three basis point
decline in the Bank s rate spread, principally reflecting the volume of lower yielding earning assets added to the
balance sheet during the year.

The 2013 decline in earning asset yields was principally attributed to the replacement of accelerated cash flows from
the securities and loan portfolios, as well as the origination of new loans and the purchase of securities, during a
period of historically low interest rates. The 2013 decline in the cost of interest bearing liabilities was largely
attributed to higher cost, maturing time deposits and borrowings being replaced at significantly lower interest rates.
While the Bank was able to continue lowering the rates on many of its core deposit products during 2012 while
remaining competitive in the markets served by the Bank, such opportunities subsided during 2013.

Interest and Dividend Income: For the year ended December 31, 2014, total interest and dividend income on a
tax-equivalent basis amounted to $55,603, compared with $52,511 in 2013, representing an increase of $3,092, or
5.9%. The increase in interest and dividend income was attributed to average earning growth of $75,679 or 5.8%, as
the weighted average earning asset yield remained unchanged at 4.05%.
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For the year ended December 31, 2014, tax-equivalent interest income from the securities portfolio amounted to
$17,331, compared with $14,982 in 2013, representing an increase of $2,349 or 15.7%. This increase was principally
attributed to the previously discussed twenty-eight basis point increase in the weighted average securities yield to
3.69%, combined with a $31,299 or 7.1% increase in total average securities.

For the year ended December 31, 2014, tax-equivalent interest income from the loan portfolio amounted to $37,982,
compared with $37,460 in 2013, representing an increase of $522, or 1.4%. This increase was attributed to average
loan portfolio growth of $42,379 or 5.1%, as the previously discussed weighted average loan yield declined fifteen
basis points to 4.31%.

As depicted on the rate/volume analysis table below, comparing 2014 with 2013, the impact of the increased volume
of total average earning assets contributed $2,967, or 96.0%, to the increase in total tax-equivalent interest income.

For the year ended December 31, 2013, total interest and dividend income on a tax-equivalent basis amounted to
$52,511, compared with $52,466 in 2012, representing an increase of $45, or 0.1%. The increase in interest and
dividend income was attributed to average earning growth of $99,321 or 8.3%, which was almost entirely offset by a
33 basis point decline in the weighted average earning asset yield.

For the year ended December 31, 2013, tax-equivalent interest income from the securities portfolio amounted to
$14,982, compared with $15,578 in 2012, representing a decline of $596 or 3.8%. This decline was principally
attributed to a 49 basis point decline in the weighted average securities yield to 3.41%, partially offset by a $39,292 or
9.8% increase in total average securities. The decline in the weighted average securities yield was principally
attributed to the ongoing replacement of MBS cash flows in a historically low interest rate environment combined
with incremental securities purchases at prevailing low market yields. Accelerated cash flows were principally
attributed to increased securitized loan refinancing activity driven by historically low interest rates, a variety of
government stimulus programs, quantitative easing efforts by the Federal Reserve, as well as continuing credit
defaults.

For the year ended December 31, 2013, tax-equivalent interest income from the loan portfolio amounted to $37,460,
compared with $36,802 in 2012, representing an increase of $658, or 1.8%. This increase was principally attributed to
average loan portfolio growth of $59,210 or 7.6%, as the weighted average loan yield declined 26 basis points to
4.46%. The decline in yield principally reflected the origination and competitive re-pricing of certain commercial
loans, as well as an elevated level of residential mortgage loan refinancing activity during a period of historically low
interest rates.

As depicted on the rate/volume analysis table below, comparing 2013 with 2012, the impact of the increased volume
of total average earning assets contributed $4,332 to the increase in total tax-equivalent interest income, but this
increase was almost entirely offset by a $4,287 decline attributed to the lower weighted average earning asset yield.
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Interest Expense: For the year ended December 31, 2014, total interest expense amounted to $9,905, compared with
$11,663 in 2013, representing a decline of $1,758, or 15.1%. This decline was principally attributed to a twenty basis
point decline in the weighted average interest rate paid on interest bearing liabilities to 0.82%, offset in part by a
$65,567 or 5.7% increase in average interest bearing liabilities.

The 2014 decline in the average cost of interest bearing liabilities was principally attributed to prevailing, historically
low short-term and long-term market interest rates, with maturing time deposits and borrowings being added or
replaced at a lower cost and other interest bearing deposits re-pricing into the lower interest rate environment. The
weighted average cost of interest bearing deposits declined twelve basis points in 2014 to 0.74%, while the weighted
average cost of borrowings declined thirty-five basis points to 0.99%, principally reflecting the maturity of higher
cost, long-term borrowings that were replaced in a historically low interest rate environment.

As depicted on the rate/volume analysis table below, the impact of the lower weighted average rate paid on interest
bearing liabilities contributed $2,470 to the 2014 decline in interest expense, offset in part by $712 attributed to the
increased volume of interest bearing liabilities.

For the year ended December 31, 2013, total interest expense amounted to $11,663, compared with $13,867 in 2012,
representing a decline of $2,204, or 15.9%. This decline was principally attributed to a 30 basis point decline in the
weighted average interest rate paid on interest bearing liabilities to 1.02%, offset in part by a $90,003 or 8.6% increase
in average interest bearing liabilities.

The 2013 decline in the average cost of interest bearing liabilities was principally attributed to prevailing, historically
low short-term and long-term market interest rates, with maturing time deposits and borrowings being added or
replaced at a lower cost and other interest bearing deposits re-pricing into the lower interest rate environment. The
weighted average cost of interest bearing deposits declined 24 basis points in 2013 to 0.86%, while the weighted
average cost of borrowings declined 40 basis points to 1.34%, principally reflecting the maturity of higher cost,
long-term borrowings that were replaced in a historically low interest rate environment.

As depicted on the rate/volume analysis table below, the impact of the lower weighted average rate paid on interest
bearing liabilities contributed $3,336 to the 2013 decline in interest expense, offset in part by $1,132 attributed to the
increased volume of interest bearing liabilities.

Rate/Volume Analysis: The following tables set forth a summary analysis of the relative impact on net interest
income of changes in the average volume of interest earning assets and interest bearing liabilities, and changes in
average rates on such assets and liabilities. The income from tax-exempt assets has been adjusted to a fully
tax-equivalent basis, thereby allowing uniform comparisons to be made. Because of the numerous simultaneous
volume and rate changes during the periods analyzed, it is not possible to precisely allocate changes to volume or rate.
For presentation purposes, changes which are not solely due to volume changes or rate changes have been allocated to
these categories in proportion to the relationships of the absolute dollar amounts of the change in each.
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ANALYSIS OF VOLUME AND RATE CHANGES ON NET INTEREST INCOME
FOR THE YEARS ENDED DECEMBER 31, 2014 AND 2013

INCREASES (DECREASES) DUE TO:

Average Average Total

Volume Rate Change
Loans (1,3) $1,890 $(1,368) $ 522
Securities (2,3) 1,069 1,280 2,349
Federal Home Loan Bank stock 8 213 221
Fed funds sold, money market funds, and time

deposits with other banks - - -

TOTAL EARNING ASSETS $2,967 $ 125 $ 3,092
Interest bearing deposits 303 (1,025) (722)
Borrowings 409 (1,445) (1,036)

TOTAL INTEREST BEARING LIABILITIES §$ 712 $(2,470)  $(1,758)

NET CHANGE IN NET INTEREST INCOME  $2,255 $2,595 $ 4,850
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ANALYSIS OF VOLUME AND RATE CHANGES ON NET INTEREST INCOME

FOR THE YEAR ENDED DECEMBER 31, 2013 VERSUS 2012

INCREASES (DECREASES) DUE TO:

Average  Average Total

Volume Rate Change
Loans (1,3) $2,789 $(2,131) $ 658
Securities (2,3) 1,539 (2,135) (596)
Federal Home Loan Bank stock 4 21 (17
Fed funds sold, money market funds, and time

deposits with other banks - - -

TOTAL EARNING ASSETS $4,332 $(4,287) $ 45
Interest bearing deposits 758 (1,849) (1,091)
Borrowings 374 (1,487) (1,113)

TOTAL INTEREST BEARING LIABILITIES $1,132 $(3,336)  $(2,204)

NET CHANGE IN NET INTEREST INCOME $3,200 $ (951)  $2,249

(1) For purposes of these computations, non-accrual loans are included in average loans.

(2) For purposes of these computations, unrealized gains (losses) on available-for-sale securities are recorded in
other assets.

(3) For purposes of these computations, reported on a tax-equivalent basis calculated using a tax rate of 34%.

Provision for Loan Losses

The provision for loan losses (the provision ) reflects the amount necessary to maintain the allowance for loan losses
(the allowance ) at a level that, in management s judgment, is appropriate for the amount of inherent risk of probable
loss in the Bank s current loan portfolio.

For the year ended December 31, 2014, the Bank recorded a provision for loan losses of $1,833, compared with
$1,418 in 2013, representing an increase of $415, or 29.3%. The increase in the provision largely reflected elevated
levels of loan loss experience and, to a lesser extent, increases in non-performing and other potential problem loans.
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For the year ended December 31, 2013, the Bank recorded a provision for loan losses of $1,418, compared with
$1,652 in 2012, representing a decline of $234, or 14.2%. The decline in the provision largely reflected stable credit
quality metrics, improved loan loss experience and lower levels of non-performing loans.

Refer to Part II, Item 7, Non-performing Loans, Potential Problem Loans and the Allowance for Loan Losses, in this
Annual Report on Form 10-K for further discussion and analysis related to the provision for loan losses.

Non-interest Income

In addition to net interest income, non-interest income is a significant source of revenue for the Company and an
important factor in its results of operations. In 2014, non-interest income represented 15.0% of total net interest
income and non-interest income, compared with 16.2% and 17.3% in 2013 and 2012, respectively.

For the year ended December 31, 2014, total non-interest income amounted to $7,758, compared with $7,566 in 2013,
representing an increase of $192, or 2.5%.

For the year ended December 31, 2013, total non-interest income amounted to $7,566, compared with $7,709 in 2012,
representing a decline of $143, or 1.9%.

Factors contributing to the 2014 and 2013 changes in non-interest income are enumerated in the following discussion
and analysis:

Trust and Financial Services Income: Income from trust and financial services represented 51.3% of the Company s
total non-interest income in 2014, compared with 48.0% and 42.5% in 2013 and 2012, respectively. Income from trust
and financial services is principally derived from fee income based on a percentage of the fair market value of client
assets under management and held in custody and, to a lesser extent, revenue from brokerage services conducted
through Bar Harbor Financial Services, an independent third-party broker.
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For the year ended December 31, 2014, income from trust and other financial services amounted to $3,976, compared
with $3,634, and $3,278 in 2013 and 2012, representing increases of $342 and $356, or 9.4% and 10.9%, respectively.
These increases were attributed to higher levels of revenue from retail brokerage activities, as well as increases in the
fair value of assets under management.

At December 31, 2014, total assets under management stood at $394,949, compared with $387,633 and $355,461 at
December 31, 2013 and 2012, representing increases of $7,316 and $32,172, or 1.9% and 9.1%, respectively.

Service Charges on Deposit Accounts: This income is principally derived from overdraft fees, monthly deposit
account maintenance and activity fees, automated teller machine ( ATM ) fees and a variety of other deposit account
related fees. Income from service charges on deposit accounts represented 14.8% of total 2014 non-interest income,
compared with 16.5% and 15.5% in 2013 and 2012, respectively.

For the year ended December 31, 2014, income generated from service charges on deposit accounts amounted to
$1,151, compared with $1,248 in 2013, representing a decline of $97, or 7.8%. The Bank has not been aggressive in
selling its fee based overdraft products as a cautionary measure in light of continued regulatory pressure on the
banking industry including the Consumer Financial Protection Bureau, which was established by the Wall Street
Reform and Consumer Protection Act (the Dodd Frank Act ).

For the year ended December 31, 2013, income generated from service charges on deposit accounts amounted to
$1,248, compared with $1,196 in 2012, representing an increase of $52, or 4.3%. This increase was principally
attributed to customer overdraft charge increases instituted in the third quarter of 2012, as the level of customer
overdraft activity was essentially unchanged compared with 2012.

Credit and Debit Card Service Charges and Fees: This income is principally derived from the Bank s Visa debit card
product, merchant credit card processing fees and fees associated with Visa credit cards. Income from credit and debit
card service charges and fees represented 20.4% of total 2014 non-interest income, compared with 20.8% and 19.0%
in 2013 and 2012, respectively.

For the year ended December 31, 2014, credit and debit card service charges and fees amounted to $1,584, compared
with $1,572 in 2013, representing an increase of $12, or 0.8%. Included in prior periods credit and debit card income,
were annual payments of $192 received from the Bank s merchant payment processing provider pursuant to a 2008
Referral and Sales Agreement, at which time the Bank sold its merchant credit card processing portfolio. This
agreement expired in the fourth quarter of 2013.

For the year ended December 31, 2013, credit and debit card service charges and fees amounted to $1,572, compared
with $1,462 in 2012, representing an increase of $110, or 7.5%. This increase was principally attributed to continued
growth of the Bank s retail deposit base, higher levels of merchant credit card processing volumes, and continued
success with a program that offers rewards for certain debit card transactions.
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Net Securities Gains: For the year ended December 31, 2014, total net securities gains amounted to $403, compared
with $676 in 2013, representing a decline of $273, or 40.4%. The net realized securities gains recorded during 2014
were comprised of realized gains of $809, offset by realized losses of $406. The realized losses on the sale of
securities reflected the Bank s efforts to lower the duration of the securities portfolio and its overall interest rate risk
profile.

For the year ended December 31, 2013, total net securities gains amounted to $676, compared with $1,938 in 2012,
representing a decline of $1,262, or 65.1%. The net realized securities gains recorded during 2013 were comprised of
realized gains of $684, offset by realized losses of $8.

Further information regarding securities gains and losses and OTTI losses is incorporated by reference to Part II, Item
8, Notes 1 and 4 of the Consolidated Financial Statements in this Annual Report on Form 10-K.

Net OTTI Losses Recognized in Earnings: For the year ended December 31, 2014 there were no OTTI losses
recognized in earnings compared with $249 and $853 in 2013 and 2012, respectively. During 2013 and 2012 the
Company determined that certain available-for-sale, private-label mortgage-backed securities were
other-than-temporarily impaired, because the Company could no longer conclude that it was probable it would recover
all of the principal and interest on these securities. The decline in 2013 credit losses principally reflected stabilizing
loss severity and constant default rates of the underlying residential mortgage loan collateral, resulting from
stabilizing real estate values, foreclosure and collateral liquidation timelines, and general economic conditions.

The OTTI losses recorded in 2013 and 2012 related to fourteen, available for sale, private-label MBS, all but two of
which the Company had previously determined to be other-than-temporarily impaired. These OTTI losses represented
management s best estimate of credit losses or additional credit losses on the residential mortgage loan collateral
underlying these securities. The estimated 2013 and 2012 credit losses were previously recorded, net of taxes, in
unrealized gains or losses on securities available for sale within accumulated other comprehensive income or loss, a
component of total shareholders equity on the Company s consolidated balance sheet.

Further information regarding impaired securities, other-than-temporarily impaired securities and evaluation of
securities for impairment is incorporated by reference to Part II, Item 8, Notes 1 and 4 of the Consolidated Financial
Statements in this Annual Report on Form 10-K.

Other Operating Income: Other operating income principally includes income from bank-owned life insurance,
representing increases in the cash surrender value of life insurance policies on the lives of certain retired employees
who had provided positive consent allowing the Bank to be the beneficiary of such policies. Other operating income
also includes a variety of miscellaneous service charges and fees. Other operating income represented 8.3% of total
2014 non-interest income, compared with 9.1% and 8.9% in 2013 and 2012, respectively.
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For the year ended December 31, 2014, total other operating income amounted to $644, compared with $685 and $688
in 2013 and 2012, representing declines of $41 and $3, or 6.0% and 0.4%, respectively.

Non-interest Expense

For the year ended December 31, 2014, total non interest expense amounted to $29,211, compared with $26,860 and
$25,618 in 2013 and 2012, representing increases of $2,351 and $1,242, or 8.8% and 4.8%, respectively.

Factors contributing to the changes in non-interest expense are enumerated in the following discussion and analysis.

Salaries and Employee Benefits: For the year ended December 31, 2014, total salaries and employee benefits expense
amounted to $16,836, compared with $15,227 in 2013, representing an increase of $1,609, or 10.6%. The increase in
salaries and employee benefits was attributed to a variety of factors including normal increases in base salaries, higher
levels of employee incentive compensation, higher levels of employee health insurance as well as increases in staffing
levels and strategic changes in staffing mix. The increases in salaries and employee benefits were also attributed to
lower levels of deferred loan origination costs, which for 2014 were down $166, compared with 2013.

For the year ended December 31, 2013, total salaries and employee benefit expenses amounted to $15,227, compared
with $14,027 in 2012, representing an increase of $1,200, or 8.6%. This increase was attributed to a variety of factors
including normal increases in base salaries, higher levels of employee incentive compensation, higher levels of
employee health insurance, as well as strategic changes in staffing levels and mix. The increase in salaries and benefits
also reflected the Bank s acquisition of three branch offices in the third quarter of 2012.

Occupancy Expense: For the year ended December 31, 2014, total occupancy expense amounted to $2,143, compared
with $1,968 in 2013, representing an increase of $175, or 8.9%. This increase was largely attributed to higher levels of
building improvement expenses, as well as higher levels of utilities expense and grounds maintenance, including snow
removal early in 2014.

For the year ended December 31, 2013, total occupancy expense amounted to $1,968, compared with $1,682 in 2012,
representing an increase of $286, or 17.0%. This increase was largely attributed to the acquisition of three branch
offices in the third quarter of 2012, two of which are leased properties. The increase in occupancy expense was also
attributed to the Bank s substantial reconfiguration of its Ellsworth campus, including the replacement of its retail
banking office, which was put in service in the third quarter of 2012.
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Furniture and Equipment Expense: For the year ended December 31, 2014, total furniture and equipment expense
amounted to $2,166, compared with $2,005 and $1,778 in 2013 and 2012, representing increases of $161 and $227, or
8.0% and 12.8%, respectively. The 2014 and 2013 increases in furniture and equipment expense were largely
attributed to a variety of technology upgrades and new technology systems and applications. These increases were
also attributed to the acquisition of three branch offices from Border Trust in the third quarter of 2012, as well as the
replacement of the Bank s Ellsworth retail banking office.

Debit Card Expenses: These expenses relate to the Bank s Visa debit card processing activities. For the year ended
December 31, 2014, total debit card expense amounted to $429, compared with $384 and $367 in 2013 and 2012,
representing increases of $45 and $17, or 11.7% and 4.6%, respectively. These increases were principally attributed to
higher transaction volumes and were more than offset with higher revenues from debit card activity.

FDIC Insurance Assessments: For the year ended December 31, 2014, FDIC assessments amounted to $699,
compared with $696 in 2013, representing an increase of $3, or 0.4%.

For the year ended December 31, 2013, FDIC assessments amounted to $696, compared with $853 in 2012,
representing a decline of $157, or 18.4%. This decline was largely attributed to a new assessment formula, whereby
deposit insurance premiums are principally based on asset size and risk profiles rather than insurable deposits.

Other Operating Expense: For the year ended December 31, 2014, total other operating expenses amounted to
$6,938, compared with $6,580 in 2013, representing an increase of $358, or 5.4%. . These increases were principally
attributed to higher levels of loan collection and other real estate owned expenses.

For the year ended December 31, 2013, total other operating expenses amounted to $6,580, compared with $6,911 in
2012, representing a decline of $331, or 4.8%. The decline in 2013 other operating expenses was principally attributed
to certain non-recurring branch acquisition expenses in connection with the 2012 Border Trust transaction, as well as
lower levels of loan collection and other real estate owned expenses compared with 2012.

Income Taxes

For the year ended December 31, 2014, total income taxes amounted to $5,914, compared with $5,191 and $4,944, in

2013 and 2012, representing increases of $723 and $247, or 13.9% and 5.0%, respectively.
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The Company s 2013 effective income tax rate amounted to 28.8%, compared with 28.3% and 28.4% in 2013 and
2012, respectively. The income tax provisions for these periods were less than the expense that would result from
applying the federal statutory rate of 35% to income before income taxes, principally because of the impact of
tax-exempt income from certain investment securities, loans and bank owned life insurance.

Fluctuations in the Company s effective tax rate are generally attributed to changes in the relationship between
non-taxable income and non-deductible expense, and income before income taxes, during any given reporting period.

Impact of Inflation and Changing Prices

The Consolidated Financial Statements and the accompanying Notes to the Consolidated Financial Statements
presented elsewhere in this report have been prepared in accordance with U.S. generally accepted accounting
principles, which require the measurement of financial position and operating results in terms of historical dollars
without considering changes in the relative purchasing power of money over time due to inflation.

Unlike many industrial companies, substantially all of the assets and virtually all of the liabilities of the Company are
monetary in nature. As a result, interest rates have a more significant impact on the Company s performance than the
general level of inflation. Over short periods of time, interest rates and the U.S. Treasury yield curve may not
necessarily move in the same direction or in the same magnitude as inflation.

While the financial nature of the Company s consolidated balance sheets and statements of income is more clearly
affected by changes in interest rates than by inflation, inflation does affect the Company because as prices increase the
money supply tends to increase, the size of loans requested tends to increase, total Company assets increase, and
interest rates are affected by inflationary expectations. In addition, operating expenses tend to increase without a
corresponding increase in productivity. There is no precise method, however, to measure the effect of inflation on the
Company s financial statements. Accordingly, any examination or analysis of the financial statements should take into
consideration the possible effects of inflation.

Recent Accounting Developments

The following information presents a summary of Accounting Standards Updates ( ASU s ) that were recently adopted
by the Company, as well as those that will be subject to implementation in future periods.
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In May 2014, the FASB issued ASU 2014-09, Revenue from Contracts with Customers (Topic 606): Revenue from
Contracts with Customers ( ASU 2014-09 ). The scope of the guidance applies to revenue arising from contracts with
customers, except for the following: lease contracts, insurance contracts, contractual rights and obligations within the
scope of other guidance and nonmonetary exchanges between entities in the same line of business to facilitate sales to
customers. The core principle of the new guidance is that an entity should recognize revenue to reflect the transfer of
goods and services to customers in an amount equal to the consideration that the entity receives or expects to receive.
ASU 2014-09 is not expected to impact the timing or approach to revenue recognition for financial institutions. The
likely impact for financial institutions will relate only to disclosures. The amendments are effective for public entities
for annual reporting periods beginning after December 15, 2016, including interim periods within that reporting
period. The Company does not expect the adoption of ASU 2014-09 to have a material impact on its financial
position, results of operations or cash flows.

In August 2014, the FASB issued ASU 2014-14, _Receivables - Troubled Debt Restructurings by Creditors (Subtopic
310-40): Classification of Certain Government-Guaranteed Mortgage Loans upon Foreclosure. This update affects
creditors that hold government-guaranteed mortgage loans, including those guaranteed by the Federal Housing
Administration (FHA) of the U.S. Department of Housing and Urban Development (HUD), and the U.S. Department
of Veterans Affairs (VA). The update requires that, upon foreclosure, a guaranteed mortgage loan be derecognized
and a separate other receivable be recognized when specific criteria are met. ASU 2014-14 is effective for fiscal years,
and interim periods within those fiscal years, beginning after December 15, 2014. The adoption of this guidance did
not have a significant impact on the Company's financial statements.

ASU 2014-11, _Transfer and Servicing (Topic 860): Repurchase-to-Maturity Transactions, Repurchase Financings,
and Disclosures. 1In June 2014, the FASB issued ASU 2014-11,_Transfers and Servicing (Topic 860):
Repurchase-to-Maturity Transactions, Repurchase Financings, and Disclosures. This update aligns the accounting for
repurchase-to-maturity transactions and repurchase agreements executed as a repurchase financing with the
accounting for other typical repurchase agreements by accounting for these transactions as secured borrowings. This
update also requires a new disclosure for transactions economically similar to repurchase agreements in which the
transferor retains substantially all of the exposure to the economic return of the transferred financial assets throughout
the term of the transaction. ASU 2014-11 is effective for fiscal years, and interim periods within those fiscal years,
beginning after December 15, 2014. Early adoption is not permitted. The adoption of this guidance did not have a
significant impact on the Company's financial statements.

ASU 2014-04, Receivables Troubled Debt Restructurings by Creditors (Subtopic 310-40), In January 2014, the

FASB issued ASU 2014-04, which clarifies when an in-substance repossession or foreclosure has occurred and the
creditor should be considered to have received physical possession of residential real estate property collateralizing a
consumer mortgage loan such that the loan receivable should be derecognized and the real estate property recognized.
A creditor is considered to have received physical possession of residential real estate property collateralizing a
consumer mortgage loan either when legal title to the residential real estate property is obtained upon completion of a
foreclosure or when the borrower has conveyed all interest in the residential real property to the creditor to satisfy the
loan through completion of a deed in lieu of foreclosure or similar arrangement. The ASU also requires disclosure of
both the amount of foreclosed residential real estate property held by the creditor and the recorded investment in
consumer mortgage loans collateralized by residential real estate property that are in the process of foreclosure. The
guidance is effective for annual periods, and interim periods within those annual periods, beginning after December
15, 2014. The adoption of these provisions did not have a significant impact on the Company s financial statements.
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ASU 2013-11, Presentation of an Unrecognized Tax Benefit When a Net Operating Loss Carryforward, a Similar Tax
Loss. or a Tax Credit Carryforward Exists. which amends ASC 740. Income Taxes. The amendments provide

guidance on the financial statement presentation of an unrecognized tax benefit, as either a reduction of a deferred tax
asset or as a liability, when a net operating loss carry-forward, similar tax loss, or a tax credit carryforward exists. The
amendments are effective for fiscal years, and interim periods within those years, beginning after December 15, 2013
and may be applied on either a prospective or retrospective basis. The adoption of these provisions did not have a
significant impact on the Company s consolidated financial statements.

ITEM 7A. QUALITATIVE AND QUANTITATIVE DISCLOSURES ABOUT MARKET RISK

Market Risk

Market risk is the risk of loss in a financial instrument arising from adverse changes in market rates/prices, such as
interest rates, foreign currency exchange rates, commodity prices and equity prices. Interest rate risk is the most
significant market risk affecting the Company. Other types of market risk do not arise in the normal course of the
Company s business activities.

The responsibility for interest rate risk management oversight resides with the Bank s Senior Executive Team ( SET ).
The SET meets regularly to revie
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