








Bangor Bancorp, MHC, Parent of Bangor Savings Bank

Consolidated Balance Sheets
March 31, 2009 and 2008

(in thousands of dollars)

Assets
Cash and due from banks (Notes 9 and 10)
Investment securities available for sale
at market value (amortized cost of $415,178
and $396,063, respectively) (Notes 2 and 10)

Loans, net (Notes 3 and 10)
Less allowance for loan losses (Note 4)
Net loans
Premises and equipment, net (Notes 6 and 7)
Bank owned life insurance

Goodwill, net of amortization
Other assets (Notes 5, 8, 13 and 16)

Total assets
Liabilities and Retained Earnings
Liabilities
Deposits (Notes 5 and 9)

Borrowed funds (Notes 2 and 10)
Other liabilities (Notes 12, 13, and 16)

Total liabilities
Commitments and contingent liabilities (Notes 7, 11, 13, 14, and 16)

Retained earnings
Retained earnings (Note 14)
Accumulated other comprehensive income

Total retained earnings
Total liabilities and retained earnings

2009 2008
$ 34476  $ 48,767
430,420 404,333
1,664,471 1,681,565
20,623 20,256
1,643,848 1,661,309
42,855 41,883
46,671 45,259
29,633 29,633
34,485 35,036
$ 2,262,388 $ 2,266,220
$ 1539,724 $ 1,589,581
457,913 438,956
29,329 21,691
2,026,966 2,050,228
225,551 209,030
9,871 6,962
235,422 215,992
$ 2,262,388 $ 2,266,220

The accompanying notes are an integral part of these consolidated financial statements.
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Bangor Bancorp, MHC, Parent of Bangor Savings Bank

Consolidated Statements of Income
Years Ended March 31, 2009 and 2008

(in thousands of dollars)

Interest and dividend income

Interest on loans
Interest and dividends on investment securities
Total interest and dividend income

Interest expense

Interest on deposits
Interest on borrowed funds
Total interest expense

Net interest income
Provision for loan losses (Note 4)
Net interest income after provision for loan losses

Non-interest income

Deposit and branch services
Card services
Trust, brokerage, and insurance services
Mortgage services (Note 5)
Payroll services
Bank owned life insurance
Loan services
Other fees and income (Note 16)
Total non-interest income

Net gains on sales of investment securities (Note 2)

Non-interest expense

Compensation and benefits (Note 12)

Occupancy and equipment (Note 7)

Data and card processing

Other expenses (Notes 8 and 16)
Total non-interest expense

Income before income tax expense
Income tax expense (Note 13)

Net income

2009 2008
$ 105,723 $ 110,556
20,553 18,725
126,276 129,281
33,506 46,890
14,623 17,197
48,129 64,087
78,147 65,194
10,330 4,783
67,817 60,411
9,241 7,932
4,027 7,120
4,127 4,765
2,499 1,686
3,202 2,813
1,412 2,151
1,204 1,184
603 2,859
26,315 30,510
414 791
40,307 38,065
10,056 9,707
4,704 7,930
15,597 13,036
70,664 68,738
23,882 22,974
7,361 6,938
$ 16521 $ 16,036

The accompanying notes are an integral part of these consolidated financial statements.
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Bangor Bancorp, MHC, Parent of Bangor Savings Bank
Consolidated Statements of Changes in Retained Earnings

Years Ended March 31, 2009 and 2008

(in thousands of dollars)
Balance, March 31, 2007

Net income

Other comprehensive income
Unrealized gains on cash flow hedges
Unrealized gains on securities available for sale

Total comprehensive income
Unrealized gains on adoption of SFAS No.158

Balance, March 31, 2008
Cumulative effect of implementation of EITF 06-4
and EITF 06-10

Net income

Other comprehensive income (loss)
Unrealized losses on cash flow hedges
Unrealized gains on securities available for sale
Unrealized losses on postretirement plans

Total comprehensive income
Balance, March 31, 2009

Accumulated

Other
Retained Comprehensive
Earnings Income (Loss) Total
$ 192,994 $ (654) $ 192,340
16,036 - 16,036
- 845 845
- 6,026 6,026
16,036 6,871 22,907
- 745 745
209,030 6,962 215,992
- (1,191) (1,191)
16,521 - 16,521
- (400) (400)
- 4,531 4,531
- (31) (31)
16,521 4,100 20,621
$ 225551 $ 9,871 $ 235422

The following table shows the components of other comprehensive income (loss) for the years ended:

March 31, 2008

Unrealized gains on cash flow hedges
Unrealized losses on securities available for sale
Change in unrealized holding losses arising

from securities during period
Reclassification adjustment for net gains
realized in net income

Other comprehensive income
March 31, 2009

Reclassification adjustment for net losses on cash
flow hedges realized in net income
Unrealized losses on securities available for sale
Change in unrealized holding gains arising
from securities during period
Reclassification adjustment for net gains
realized in net income

Unrealized losses on postretirement plans
Other comprehensive income

Before-Tax Tax Net-of-Tax
Amount Benefit Amount
$ 1,300 $ (455) % 845
10,062 (3,522) 6,540
(791) 277 (514)
$ 10,571 $ (3,700) $ 6,871
$ (615) % 215 $ (400)
7,385 (2,585) 4,800
(414) 145 (269)
(48) 17 (31)
$ 6,308 $ (2,208) $ 4,100

The accompanying notes are an integral part of these consolidated financial statements.
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Bangor Bancorp, MHC, Parent of Bangor Savings Bank

Consolidated Statements of Cash Flows
Years Ended March 31, 2009 and 2008

(in thousands of dollars)

Cash flows from operating activities
Net income
Adjustments to reconcile net income to net cash provided by operating activities
Depreciation of bank premises and equipment
Amortization of intangible assets
Provision for loan losses
Increase in cash surrender value of bank owned life insurance
Net gains on sales of investment securities
Net accretion of premiums and discounts
Deferred income tax provision
Net increase in deferred loan fees
Amortization of loan servicing rights
Proceeds from sale (amortization) of hedging instruments
Net increase in other assets
Net increase in other liabilities

Net cash provided by operating activities

Cash flows from investing activities

Proceeds from sales and calls of securities available for sale and other securities
Proceeds from maturities and prepayments of securities available for sale
Purchases of securities available for sale

Net decrease (increase) in loans

Net purchases of bank premises and equipment

Cash used in business acquisition, net of cash acquired
Net cash used by investing activities
Cash flows from financing activities
Net (decrease) increase in deposits
Net (decrease) increase in short-term borrowed funds
Long-term borrowed funds advanced
Long-term borrowed funds repaid
Net cash provided (used) by financing activities
Net decrease in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year
Supplemental disclosures of cash flow information
Cash paid during the year for

Interest
Income taxes

In conjunction with the purchase acquisition detailed in Note 1 to the Consolidated

Financial Statements, assets acquired and liabilities were assumed as follows:
Fair value of assets acquired
Less liabilities assumed
Noncash transaction
Transfer from loans to other real estate owned
Transfer from other real estate owned to loans

2009 2008
16521 $ 16,036
4,567 4,370
331 267
10,330 4,783
(1,412) (2,151)
(414) (791)
(555) (632)
1,296 565
639 784
1,024 457
(615) 1,679
(182) (1,645)
2,895 3,539
34,425 27,261
119,843 184,666
50,897 40,951
(188,888) (287,846)
5,871 (85,308)
(5,539) (7,505)
- (10,398)
(17,816) (165,440)
(49,857) 16,110
(4,143) 75,245
25,000 33,976
(1,900) (32,713)
(30,900) 92,618
(14,291) (45,561)
48,767 94,328
34476 $ 48767
48814 $ 64,227
6,071 4,295

- $ 96543

- 94,030

651 $ -
837 -

The accompanying notes are an integral part of these consolidated financial statements.
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Bangor Bancorp, MHC, Parent of Bangor Savings Bank
Notes to Consolidated Financial Statements
March 31, 2009 and 2008

(in thousands of dollars)

1.

Summary of Significant Accounting Policies

Basis of Presentation
Effective May 2007, Bangor Savings Bank reorganized from a mutual savings bank to a mutual
holding company and changed its name to Bangor Bancorp, MHC.  Concurrently, Bangor
Bancorp, MHC (the “Company”) established a wholly-owned Maine-chartered stock universal
bank named Bangor Savings Bank (the “Bank”) and contributed a substantial majority of its assets
and liabilities thereto.

The accounting and reporting policies of Bangor Bancorp, MHC conform to accounting principles
generally accepted in the United States of America and to general practice within the banking
industry. The accompanying consolidated financial statements include the accounts of Bangor
Bancorp, MHC and its wholly-owned subsidiary, Bangor Savings Bank. All significant
intercompany balances and transactions have been eliminated in consolidation. Bangor Insurance
Services, Inc. was merged into the Bank in June 2007. In preparing the consolidated financial
statements, management is required to make estimates and assumptions that affect the reported
amounts of assets and liabilities at the balance sheet date and income and expenses for the period.
Material estimates that are particularly susceptible to change in the near term relate to the
determination of the allowance for loan losses, the value of loan servicing rights, classification of
unrealized losses on investment securities, and goodwill and intangible asset valuations.

Effective August 1, 2007, Bangor Bancorp, MHC acquired 100% of the outstanding stock of
Pepperell Bancshares Financial Group, Inc. (PBFG) and merged its subsidiary, Pepperell Bank and
Trust, into the Bank. The acquisition was recorded using the purchase method of accounting.
These financial statements present the results of operations of the acquired business from the date
of acquisition.

The allocation of purchase price consisted of the following:

Cash and due from banks $ 2,940
Investments 29,985
Loans, net 59,281
Premises and equipment 2,888
Core deposit intangible 1,380
Goodwill 8,019
Other assets 2,876
Deposits (85,410)
Borrowed funds (7,988)
Other liabilities (179)

$ 13,792

Management believes the acquisition provides the opportunity to leverage the Bank’s brand
identity to offer its services to a broader range of customers in southern Maine. The amortization
period is seven years for the core deposit intangible. The goodwill is not deductible for tax
purposes.



Bangor Bancorp, MHC, Parent of Bangor Savings Bank
Notes to Consolidated Financial Statements
March 31, 2009 and 2008

(in thousands of dollars)

Business

Bangor Bancorp, MHC is subject to supervision and examination by the Board of Governors of the
Federal Reserve System (the “Federal Reserve™). It files reports with the Federal Reserve on a
quarterly basis.

Bangor Savings Bank is subject to supervision and examination by the Federal Deposit Insurance
Corporation (FDIC) and the State of Maine Bureau of Financial Institutions. It files reports with
the FDIC on a quarterly basis.

The Company provides various services to individuals, include checking, NOW, savings, money
markets, and time deposit accounts; electronic banking; Internet banking; secured and unsecured
consumer and personal loans; mortgage loans; indirect auto financing; other credit services;
investment management and trust services; brokerage services; and insurance services.

The Company provides various services to businesses and governmental units, including demand,
savings, money market, and time deposit accounts; electronic banking; Internet banking; merchant
credit card services; payroll services; cash management and payment solution services; investment
management and trust services; brokerage services; and insurance services; and also originates
commercial real estate and other types of commercial loans.

The Company's primary market area covers the State of Maine.

Cash and Cash Equivalents

The Company’s due from bank accounts, at times, may exceed federally insured limits. The
Company has not experienced any losses in such accounts. The Company believes it is not
exposed to any significant risk on cash and cash equivalents.

Investment Securities

Investment securities are classified in three categories and accounted for as follows: debt securities
that the Company has the positive intent and ability to hold to maturity are classified as held to
maturity and reported at amortized cost; debt and equity securities that are bought and held
principally for the purpose of selling them in the near term are classified as trading and reported at
fair value with unrealized gains and losses included in earnings; and debt and equity securities not
classified as either held to maturity or trading are classified as available for sale and reported at fair
value with unrealized gains and losses excluded from earnings and reported as other
comprehensive income (loss), net of tax.

Premiums and discounts on investment securities are amortized or accreted to income over the
expected life of the investment using a method that approximates the level yield method. Gains
and losses on the sale of securities are recognized on a specific identification basis. Unrealized
losses on marketable equity securities held as available for sale are recorded as a loss in the
statement of income when the decrease in value is deemed to be other than temporary.

Derivative Instruments and Hedging Activities

Statement of Financial Accounting Standards (SFAS) No. 133, “Accounting for Derivative
Instruments and Hedging Activities,” as amended and interpreted, establishes accounting and
reporting standards for derivative instruments, including certain derivative instruments embedded



Bangor Bancorp, MHC, Parent of Bangor Savings Bank
Notes to Consolidated Financial Statements
March 31, 2009 and 2008

(in thousands of dollars)

in other contracts, and for hedging activities. As required by SFAS No. 133, the Company records
all derivatives on the balance sheet at fair value. The accounting for changes in the fair value of
derivatives depends on the intended use of the derivative and the resulting designation. Derivatives
used to hedge the exposure to variability in expected future cash flows, or other types of forecasted
transactions, are considered cash flow hedges.

For derivatives designated as cash flow hedges, the effective portion of changes in the fair value of
the derivative is initially reported in other comprehensive income (loss), outside of earnings, and
subsequently reclassified to earnings when the hedged transaction affects earnings, and the
ineffective portion of changes in the fair value of the derivative is recognized directly in earnings.
The Company assesses the effectiveness of each hedging relationship by comparing the changes in
cash flows of the derivative hedging instrument with the changes in cash flows of the designated
hedged item or transactions. For derivatives not designated as hedges, changes in fair value are
recognized in earnings.

The Company’s objective in using derivatives is to add stability to interest income and to manage
its exposure to adverse interest rate movements or other identified risks. To accomplish this
objective, the Company uses interest rate caps and floors as part of its cash flow hedging strategy.
Interest rate caps and floors designated as cash flow hedges protect the Company against
movements in interest rates above or below the instruments’ strike rates over the life of the
agreements. During the Company’s 2008 fiscal year, such derivatives were used to hedge the
variable cash flows associated with existing variable rate assets and liabilities.

As of March 31, 2009, no derivatives were designated as fair value hedges or hedges of net
investments in foreign operations. Additionally, the Company does not use derivatives for trading
or speculative purposes. The derivatives not designated as hedges as of March 31, 2009, are not
speculative, but are used to manage the Company’s exposure to interest rate movements and other
identified risks, and do not meet the strict hedge accounting requirements of SFAS No. 133.

The change in net unrealized losses of $615 in 2009 for derivatives designated as cash flow hedges
is separately disclosed in the statement of changes in retained earnings, net of income tax benefit of
of $215. The change in fair value of the derivatives not designated as hedges that is included in
other income is immaterial. Hedge ineffectiveness due to basis mismatch of the derivative and
hedged item that was reclassified out of accumulated other comprehensive loss into other expense
during 2009 was also immaterial.

Amounts reported in accumulated other comprehensive income related to derivatives that have been
sold will be reclassified to interest income as interest payments are received on the Company’s
variable rate assets. The change in net unrealized losses on cash flow hedges includes an immaterial
reclassification of net unrealized losses from accumulated other comprehensive loss to interest
income during 2009. During its 2010 fiscal year, the Company estimates that $543 will be
reclassified.

Commitments to Extend Credit
In the ordinary course of business, the Company has entered into commitments to extend credit.
Such financial instruments are recorded in the financial statements when they are funded.



Bangor Bancorp, MHC, Parent of Bangor Savings Bank
Notes to Consolidated Financial Statements
March 31, 2009 and 2008

(in thousands of dollars)

Loans Held for Sale

Residential mortgage loans originated for sale are classified as held for sale. These loans are
specifically identified and carried at the lower of cost or estimated market value. Market value is
estimated based on outstanding investor commitments or, in the absence of such commitments,
current investor yield requirements. Gains and losses from sales of residential mortgages held for
sale are recognized on the trade date and recorded as mortgage banking services in non-interest
income.

Loans
Loans are reported at their principal amount outstanding, net of any unearned discount or deferred
loan fees.

Interest on loans is taken into income using methods which report income earned in relation to the
balances of loans outstanding. The accrual of interest income on problem loan accounts ceases
when collectibility within a reasonable period of time becomes doubtful. Cash payments received
on non-accrual loans, which includes impaired loans, are applied to reduce the loan’s principal
balance until the remaining principal is deemed collectible, after which interest is recognized when
collected. Nonaccrual loans may be returned to accrual status when principal and interest
payments are not delinquent and the risk characteristics of the loan have improved to the extent that
there no longer exists a concern as to the collectibility of principal.

Loan origination fees and certain direct origination costs are deferred and recognized in interest
income as an adjustment to the yield over the life of the related loans. The Company amortizes
these amounts using the effective yield method. When loans are sold or paid off, the remaining
unamortized fees and costs are transferred to interest income.

Allowance for Loan Losses

The allowance for loan losses is maintained at a level determined to be adequate by management to
absorb future charge-offs of loans previously deemed partially or wholly uncollectible. Loan
losses are charged against the allowance when management believes the uncollectibility of a loan
balance is confirmed.

Arriving at an appropriate level of allowance for loan losses necessarily involves a high degree of
judgment. The main considerations in this evaluation are prior loan and loss experience, the
characteristics and size of the loan portfolio, business and economic conditions and trends in loan
delinquencies, and net charge-offs. Although management uses available information to establish
the allowance for losses on loans, future additions to the allowance may be necessary based on
estimates that are susceptible to significant change as a result of changes in economic conditions
and other factors. In addition, periodic review of the Company's allowance for loan losses is
performed by various regulatory agencies as part of their examination process. These agencies
may require the Company to recognize additions to the allowance based on their judgments about
information available to them at the time of their examination.

Impaired loans are commercial, commercial real estate, and individually significant residential
mortgage and consumer loans for which it is probable that the Company will not be able to collect
all amounts due according to the contractual terms of the loan agreement or the loan is delinquent
90 days. Loans less than 90 days delinquent are deemed to have an insignificant delay in payment



Bangor Bancorp, MHC, Parent of Bangor Savings Bank
Notes to Consolidated Financial Statements
March 31, 2009 and 2008

(in thousands of dollars)

and are generally not considered impaired based on their delinquent status. Loans more than 30
days past due are considered delinquent. Creditors are generally required to account for impaired
loans, except those loans that are accounted for at fair value or at lower of cost or fair value, at the
present value of the expected future cash flows discounted at the loan's effective interest rate or the
fair market value of collateral. If appropriate, a valuation reserve is established to recognize the
difference between the recorded investment and the present value. Impairment of troubled debt
restructurings is measured using the market rate of interest at the time of restructuring.

Premises and Equipment

Premises and equipment are stated at cost less accumulated depreciation. Buildings, leasehold
improvements, equipment and furniture and fixtures are depreciated under the straight-line method
over the estimated lives of the assets.

Expenditures for premises, equipment, renewals and betterments that extend the useful life of
assets are capitalized. Expenditures for maintenance and repairs are charged to expense. When
items are disposed, the cost and accumulated depreciation are eliminated and gains or losses are
included in income.

Bank Owned Life Insurance (BOLI)

BOLI represents life insurance on the lives of certain employees who have provided positive
consent allowing the Company to be the beneficiary of such policies. Increases in the cash value of
the policies, net of insurance costs, as well as insurance proceeds received, are recorded in non-
interest income, and are not subject to income taxes. The cash value is included in assets.

Goodwill

In connection with acquisitions of other companies, the Company records as an asset on its
financial statements goodwill, an intangible asset which is equal to the excess of the purchase price
which it pays for another company over the estimated fair value of the net assets acquired. The
Company adopted the provisions of SFAS No. 141, “Business Combinations,” and SFAS No. 142,
"Goodwill and Other Intangible Assets,”” as of April 1, 2002. SFAS No. 141 revised accounting
standards and disclosure requirements for business combinations. SFAS No. 141 requires, in part,
that goodwill be initially recognized as an asset in the financial statements and that an acquired
intangible asset be recognized apart from goodwill if that asset arises from contractual or other
legal rights. SFAS No. 142, as amended, requires that most goodwill not be amortized, but rather
that it be tested at least annually, or whenever events or changes in circumstances indicate that the
carrying amount of the asset may not be fully recoverable, for impairment.

Intangible Assets

In accordance with SFAS No. 141, “Business Combinations,” the Company records acquired
intangible assets (other than goodwill) with finite lives as an asset on its financial statements.
These intangible assets include customer relationships acquired in connection with the acquisition
of other companies. The value of identifiable intangible assets is determined using historical
financial results, estimated valuation multiple factors, and other management estimates, all of
which are subject to change based on changes in economic conditions and other factors. Intangible
assets are amortized to expense under the straight-line method over their estimated economic useful
lives ranging from 7 to 15 years, and are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount of the asset may not be fully recoverable.
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Bangor Bancorp, MHC, Parent of Bangor Savings Bank
Notes to Consolidated Financial Statements
March 31, 2009 and 2008

(in thousands of dollars)

Loan Servicing Rights

Loan servicing rights are initially recorded at fair value and amortized in proportion to, and over
the period of, estimated net servicing revenues. Impairment of loan servicing rights is assessed
based on the fair value of those rights. Fair values are estimated using a discounted cash flow
model based on a current market interest rate. For purposes of measuring impairment, the rights
are stratified by institutional investor and take into consideration the following predominant risk
characteristics of the underlying loans: interest rate, term, period of origination, and prepayment
speed. The most recent valuation model utilizes a discount rate of 12% and prepayment
assumptions based on Bloomberg long term projections as of March 2, 2009. The amount of
impairment recognized is the amount by which the capitalized loan servicing rights for a stratum
exceed their fair value.

Other Real Estate Owned

Other real estate owned is comprised of properties or other assets acquired through (i) foreclosure
proceedings, or (ii) acceptance of a deed or title in lieu of foreclosure. Other real estate owned is
initially recorded at the lower of cost or fair value of the collateral less estimated costs to sell.
Losses arising from the acquisition of such properties are charged against the allowance for loan
losses. Operating expenses are charged to operations while gains and losses upon disposition are
reflected in earnings.

Securities Sold Under Agreements to Repurchase

Securities sold under repurchase agreements are treated as collateralized financing transactions and
are reported at the amounts at which the securities will be subsequently repurchased, plus accrued
interest. The value of securities is monitored, and additional collateral may be pledged when
considered appropriate to protect Company creditors against credit exposure.

Income Taxes

The Company recognizes taxes under the asset and liability method of accounting. Under the asset
and liability method, deferred tax assets and liabilities are recognized for the future tax
consequences attributable to differences between the financial statement carrying amounts of
existing assets and liabilities and their respective tax bases. Deferred tax assets and liabilities are
measured using enacted tax rates expected to apply to taxable income in the years in which those
temporary differences are expected to be recovered or settled. Deferred tax assets are reduced by a
valuation allowance if, based on the weight of available evidence, it is more likely than not that
some portion or all of the deferred tax assets will not be realized.

Postretirement Benefits
The Company accrues for postretirement benefits other than pensions during the years that
employees render service, instead of when benefits are paid.

Comprehensive Income

Comprehensive income represents the change in retained earnings of the Company during the
period. Comprehensive income includes all changes in retained earnings including the impact of
net income.
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Bangor Bancorp, MHC, Parent of Bangor Savings Bank
Notes to Consolidated Financial Statements
March 31, 2009 and 2008

(in thousands of dollars)

Accumulated other comprehensive income consists of the following, net of applicable income
taxes, as of March 31:

2009 2008
Unrealized gains on securities available for sale $ 9,907 $ 5376
Unrealized gains on postretirement plans 714 745
Unrealized gains on cash flow hedges 441 841
Other (1,191) -
$ 9871 $ 6,962

Consolidated Statements of Cash Flows

For purposes of the consolidated statements of cash flows, the Company considers cash on hand,
amounts due from banks, federal funds sold, and other short-term investments as cash and cash
equivalents. Generally, federal funds are purchased and sold for one-day periods.

Reclassifications

Certain amounts in the 2008 consolidated financial statements have been reclassified to conform
with the current year's presentation. Such reclassifications had no effect on previously reported net
income.

Recently Issued Accounting Pronouncements

In September 2006 and March 2007, the Financial Accounting Standards Board (FASB) ratified
the consensus reached by the Emerging Issues Task Force (EITF) in Issue 06-4, "Accounting for
Deferred Compensation and Postretirement Benefit Aspects of Endorsement Split-Dollar Life
Insurance Arrangements” (EITF 06-4), and Issue 06-10, “Accounting for Collateral Assignment
Split-Dollar Life Insurance Arrangements” (EITF 06-10), respectively. EITF 06-4 and EITF 06-10
apply to life insurance arrangements that provide an employee with a specified benefit that is not
limited to the employee's active service period, including certain BOLI policies. EITF 06-4 and
EITF 06-10 require an employer to recognize a liability for future benefits that extend to
postretirement periods. EITF 06-4 and EITF 06-10 are effective for fiscal years beginning after
December 15, 2007, with earlier application permitted. The Company recognized an additional
liability related to its BOLI policies effective April 1, 2008, with an effect of $1,191 recorded
through retained earnings on April 1, 2008.

In September 2006, the FASB issued SFAS No. 157, "Fair Value Measurements.” This Statement
defines fair value, establishes a framework for measuring fair value in accordance with U.S.
generally accepted accounting principles, and expands disclosures about fair value measurements.
Although this Statement does not require any new fair value measurements, it has expanded fair
value disclosures. This Statement is effective for financial statements issued for fiscal years
beginning after November 15, 2007, and did not have a material impact on the Company's financial
statements. In February 2008, the FASB issued FASB Staff Position (FSP) FAS 157-2, “Effective
Date of FASB Statement No. 157,” which delays by one year the effective date of SFAS No. 157
for all nonfinancial assets and nonfinancial liabilities, except those that are recognized or disclosed
at fair value on a recurring basis (at least annually) to fiscal years beginning after November 15,
2008, and interim periods within those fiscal years. Although this Statement does not require any
new fair value measurements, it has expanded fair value disclosures.
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Bangor Bancorp, MHC, Parent of Bangor Savings Bank
Notes to Consolidated Financial Statements
March 31, 2009 and 2008

(in thousands of dollars)

In February 2007, the FASB issued SFAS No. 159, "The Fair Value Option for Financial Assets
and Financial Liabilities,"” which gives entities the option to measure eligible financial assets and
financial liabilities at fair value on an instrument-by-instrument basis. The election to use the fair
value option is available when an entity first recognizes a financial asset or financial liability.
Subsequent changes in fair value must be recorded in earnings. SFAS No. 159 contains provisions
to apply the fair value option to existing eligible financial instruments at the date of adoption. This
statement is effective as of the beginning of an entity's first fiscal year after November 15, 2007,
with provisions for early adoption. The Company does not expect to apply the fair value option to
any financial instruments; therefore, SFAS No. 159 is not expected to have any impact on the
financial statements of the Company.

In October 2008, the FASB issued FSP FAS 157-3, “Determining the Fair Value of a Financial
Asset When the Market for That Asset Is Not Active.” FSP FAS 157-3 clarifies the application of
SFAS No. 157 in a market that is not active and provides an example to illustrate key
considerations in determining the fair value of a financial asset when the market for that financial
asset is not active. Management has adopted FSP FAS 157-3 and there was no material impact on
the financial statements of the Company.

In April 2009, the FASB issued FSP FAS 157-4, “Determining Fair Value When the Volume and
Level of Activity for the Asset or Liability has Significantly Decreased and ldentifying
Transactions that are Not Orderly,” which provides guidance in determining when and how to use
modeled values, as opposed to broker price quotes. The FSP should result in a greater use of
models for estimating fair value, as well as more consistent approaches in modeling. The FSP is
effective for fiscal periods ending after June 15, 2009. Management does not expect
implementation of FSP FAS 157-4 to have a material impact on the financial statements of the
Company.

In April 2009, the FASB issued FSP FAS 115-2, “Recognition and Presentation of Other-Than-
Temporary-Impairments,” which changes how entities will recognize other than temporary
impairment (“OTTI”) of the value of debt securities. Under the FSP, for many securities with
OTTI, only the amount of the estimated credit loss is recorded through current earnings, while the
remaining mark-to-market loss is recognized through other comprehensive income. The change is
retroactive, meaning entities will reclassify amounts back into retained earnings related to non-
credit-related market losses on certain investments held at the beginning of the period. The FSP is
effective for fiscal periods ending after June 15, 2009. Management does not expect
implementation of FSP FAS 115-2 to have a material impact on the financial statements of the
Company.

In March 2008, the FASB issued SFAS No. 161, “Disclosures about Derivative Instruments and
Hedging Activities — an Amendment of FASB Statement No. 133.” SFAS No. 161 is intended to
enhance the current disclosure framework in SFAS No. 133. This Statement has the same scope as
SFAS No. 133, which requires that objectives for using derivative instruments be disclosed in
terms of underlying risk and accounting designation. SFAS No. 161 better conveys the purpose of
derivative use in terms of the risk that the entity is intending to manage, disclosing the fair values
of the derivative instruments and their gains and losses in a tabular format, as well as disclosing
information about credit-risk-related contingent features. This Statement is effective for financial
statements issued for fiscal years beginning after November 15, 2008. The Company is currently
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evaluating the impact of SFAS No. 161 but does not expect it will have a material impact on the
financial statements of the Company.

2. Investment Securities

A summary of securities available for sale as of March 31, 2009, follows:

Amortized Unrealized Unrealized Market
Cost Gains Losses Value
U.S. government and government sponsored
enterprise obligations
Maturing within 1 year $ 1,000 $ 10 $ - $ 1,010
Maturing after 1 year but within 5 years 19,957 660 3) 20,614
Maturing after 5 years but within 10 years 53,823 2,570 - 56,393
Maturing after 10 years but within 20 years 2,023 48 - 2,071
Other bonds and obligations
Maturing after 1 year but within 5 years 6,186 263 1) 6,448
Maturing after 5 years but within 10 years 7,283 224 (11) 7,496
Maturing after 10 years but within 20 years 16,700 121 (427) 16,394
Mortgage-backed securities
Government issued and guaranteed 294,161 12,056 (19) 306,198
Equity securities
Federal Home Loan Bank stock 12,533 - - 12,533
Marketable equity securities 1,512 3 (252) 1,263
$ 415,178 $ 15,955 $ (713) % 430,420

Issuers may have the right to call or prepay obligations with or without call or prepayment
penalties. This right may cause actual maturities to differ from the contractual maturities
summarized above. As of March 31, 2009, the book value of the Company's investment securities
with call or prepayment features was $374,203.

Within the available for sale investment securities portfolio, net proceeds from the sales and calls
of investment securities for the year ended March 31, 2009, were $119,843. The resulting realized
gains and losses for the year ended March 31, 2009, were $1,519 and $1,105, respectively.

As of March 31, 2009, securities with a book value of $377,085 were pledged to secure borrowed
funds, public deposits, and for other purposes as compared with $340,115 as of March 31, 2008.
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As of March 31, 2009, investments with unrealized losses and the length of time they have been in
a continuous loss position are as follows:

Less than 12 months 12 months or more
Fair Unrealized Fair Unrealized
Value Losses Value Losses
U.S. govemment obligations $ 2,998 $ B3 3 - $ -
Other bonds and obligations 9,123 (385) 1,103 (54)
Mortgage-backed securities 2,990 12) 645 )
Marketable equity secunties 1,030 (240) 91 12)
$ 16,141 $ (640) $ 1,839 $ (73)

The aggregate decline in the market value of these securities has been deemed temporary due to
positive factors supporting the recoverability of the respective investments. Positive factors
considered include changes in market interest rates, credit ratings, overall financial health of the
investee and other pertinent information.

A summary of securities available for sale as of March 31, 2008, follows:

Amortized Unrealized Unrealized Market
Cost Gains Losses Value
U.S. government and government sponsored
enterprise obligations
Maturing within 1 year $ 2,200 $ 31 $ - $ 2,231
Maturing after 1 year but within 5 years 9,169 381 - 9,550
Maturing after 5 years but within 10 years 44,808 1,495 (20) 46,283
Maturing after 10 years but within 20 years 2,031 4 ?3) 2,032
Other bonds and obligations
Maturing within 1 year 358 5 - 363
Maturing after 1 year but within 5 years 4,817 150 - 4,967
Maturing after 5 years but within 10 years 8,159 276 (10) 8,425
Maturing after 10 years but within 20 years 17,903 144 (383) 17,664
Mortgage-backed securities
Government issued and guaranteed 292,134 6,534 (79) 298,589
Equity securities
Federal Home Loan Bank stock 10,887 - - 10,887
Marketable equity securities 3,597 94 (349) 3,342
$ 396,063 $ 9,114 $ 844) 3 404,333

Within the available for sale investment securities portfolio, net proceeds from the sales and calls
of investment securities for the year ended March 31, 2008, were $184,666. The resulting realized
gains and losses for the year ended March 31, 2008, were $1,033 and $242, respectively.
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As of March 31, 2008, investments with unrealized losses and the length of time they have been in

a continuous loss position are as follows:

U.S. government obligations
Other bonds and obligations
Mortgage-backed securities

Marketable equity securities

Less than 12 months 12 months or more

Fair Unrealized Fair Unrealized
Value Losses Value Losses
3,007 $ 23) $ - $ -
10,170 (392) 159 1)
12,753 (32) 8,336 (47)
2,204 (349) - -
28,134 $ (796) $ 8,495 $ (48)

The aggregate decline in the market value of these securities has been deemed temporary due to
positive factors supporting the recoverability of the respective investments. Positive factors
considered include changes in market interest rates, credit ratings, overall financial health of the

investee and other pertinent information.

3. Loans

A summary of the composition of the Company's loan portfolio as of March 31 follows:

Mortgage loans
Residential
Fixed rate
Adjustable rate
Construction
Commercial

Total mortgage loans
Indirect consumer auto loans
Indirect commercial auto loans
Commercial loans
Consumer loans
Small business loans
Revolving credit loans

Net deferred fees and unearned discounts

2009 2008

$ 320814 $ 249,345

50,471 46,441
8,270 16,929
377,987 345,977
757,542 658,692
253,522 369,805
39,718 57,276
172,340 162,264
83,579 88,896
153,678 145,816
203,892 198,010
1,664,271 1,680,759
200 806

$ 1,664,471 $ 1,681,565

Certain trustees and officers of the Company, including their related interests, are borrowers of the
Company. Such loans are made in the ordinary course of business at the Company's normal credit
terms, including interest rates and collateralization.

16



Bangor Bancorp, MHC, Parent of Bangor Savings Bank
Notes to Consolidated Financial Statements
March 31, 2009 and 2008

(in thousands of dollars)

An analysis of aggregate loan activity to these related parties for the years ended March 31 follows:

2009 2008
Beginning balance $ 42237 $ 19,391
Loans made/advanced and additions 10,481 31,674
Repayments and reductions (5,279) (8,828)
Ending balance $ 47439 $ 42,237

As of March 31, 2009, all loans to related parties were performing in accordance with their
contractual terms.

As of March 31, 2009 and 2008, loans on nonaccrual status and in impaired status totaled
approximately $8,052 and $6,136, respectively. Included in the allowance for loan losses were
specific valuation reserves for impaired loans totaling $2,078 and $1,187 as of March 31, 2009 and
2008, respectively. The principal balance of impaired loans for which no specific reserve had been
established was $2,820 and $0 as of March 31, 2009 and 2008, respectively. Average balances on
impaired loans for the years ended March 31, 2009 and 2008, were $7,094 and $4,078,
respectively. No income was recognized on nonaccrual loans for the years ended March 31, 2009
and 2008. Income recognized on impaired loans for the years ended March 31, 2009 and 2008,
was $638 and $126, respectively.

The Company grants residential, commercial, and consumer loans to customers located throughout
Maine. Collateral on these loans typically consists of residential or commercial real estate, or
personal property. Although the loan portfolio is diversified, the ability of the Company's
customers to honor their contracts is largely dependent on economic conditions in the area,
especially in the real estate sector.

4, Allowance for Loan Losses

Activity in the allowance for loan losses of the Company for the years ended March 31 is as

follows:
2009 2008

Beginning balance $ 20,256 $ 18,343
Allowance for new business combination - 705
Provision for loan losses 10,330 4,783
Loans charged off (11,468) (4,987)
Recoveries on loans 1,505 1,412
Ending balance $ 20623 $ 20,256

17



Bangor Bancorp, MHC, Parent of Bangor Savings Bank
Notes to Consolidated Financial Statements
March 31, 2009 and 2008

(in thousands of dollars)
5. Loan Servicing

The components of capitalized loan servicing rights as of March 31 are as follows:

2009 2008
Beginning balance $ 1686 $ 1,896
Net additions 336 247
Amortization (397) (306)
Additions to impairment reserve (627) (151)
Ending balance $ 9298 $ 1,686

Loans serviced for others are not included in the accompanying consolidated balance sheets of the
Company. The unpaid principal balance of loans serviced for others was $247,926 and $248,203
as of March 31, 2009 and 2008, respectively.

Custodial escrow balances, including those maintained in connection with the foregoing loan
servicing, were $1,008 and $817 as of March 31, 2009 and 2008, respectively, and are included in
savings accounts.

6. Premises and Equipment

Premises and equipment consisted of the following as of March 31:

2009 2008

Land $ 3,947 % 3,987
Premises 36,001 33,702
Furniture and equipment 30,986 30,643
Leasehold improvements 2,741 2,739
Construction-in-progress 1,726 1,474

Total premises and equipment 75,401 72,545
Less accumulated depreciation 32,546 30,662

$ 42855 $ 41,883

The Company has adopted SFAS No. 144, “Accounting for the Impairment of Disposal of Long-
Lived Assets.” During the year ended March 31, 2007, an impairment valuation of $18 was
established for impairment related to signage scheduled for replacement as part of the Company’s
branding initiative. During the year ended March 31, 2008, an additional $45 related to signage
was added, bringing the balance to $63. The impairment valuation was reduced to $0 during the
year ended March 31, 2008, as the affected signage was replaced and losses were charged against
the impairment valuation.
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7.

Lease Commitments

The Company is obligated under a number of noncancelable operating leases for branch and
operations locations. Total rent expense incurred under all operating leases for the years ended
March 31, 2009 and 2008, was approximately $1,381 and $1,312, respectively.

A schedule by year of approximate future minimum rental payments required under noncancelable
operating leases as of March 31, 2009, is as follows:

2010 3 1,439
2011 1,392
2012 1,134
2013 1,023
2014 945
Thereafter 8,794

$ 14,727

The rental agreements provide for renewal options upon expiration of the initial lease term.
Additionally, the leases provide that the Company pay taxes, maintenance, insurance, and certain
other operating expenses for the leased premises. Management expects that, in the normal course
of business, leases that expire will be renewed or replaced by other leases.

There are no capital leases as of March 31, 2009.

Intangible Assets

The following table shows identifiable intangible asset balances, net of amortization, included in
other assets as of March 31:

Estimated
Amortization
Period
2009 2008 (in Years)
Customer relationships $ 2,265 % 2,265 15
Customer deposits 1,380 1,380 7

Accumulated amortization (1,378) (1,048)
$ 2,267 % 2,597

Amortization expense of intangibles included in other expenses for the years ended March 31, 2009
and 2008, was $331 and $267, respectively. For the intangible assets as of March 31, 2009, the
approximate annual future amortization expense is estimated to be $331 for 2010 through 2014.
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9.

10.

Deposits

The following table shows deposit balances as of March 31:

2009 2008

Demand deposit accounts $ 250857 $ 212,645
NOW accounts 141,223 128,229
Savings accounts 208,090 180,594
Money market accounts 186,368 192,821
Time deposits 547,875 603,111
Time deposits - $100,000 or more 205,311 272,181

$ 1,539,724 $ 1,589,581

Included within the table above are brokered deposits of $51,997 and $191,481 as of March 31,

2009 and 2008, respectively.

The following table summarizes time deposits by maturity as of March 31:

2009 2008
Within 1 year $ 635771 $ 783,416
1to 2 years 46,915 64,393
2 to 3 years 26,446 11,037
3 to 4 years 24,136 5,568
410 5 years 19,918 10,878
$ 753186 $ 875,292

The Federal Reserve Bank requires depository institutions to maintain available cash and, as
necessary, noninterest-bearing reserves at specified levels against their transaction accounts
(primarily depositor checking and NOW accounts). Aggregate cash reserves (in the form of
deposits with the Federal Reserve Bank and vault cash) of $5,390 and $5,236 were maintained to

satisfy regulatory requirements as of March 31, 2009 and 2008, respectively.

Borrowed Funds

The Company considers all advances from the Federal Home Loan Bank and securities sold under
agreements to repurchase that have original maturities of less than one year to be short-term
borrowed funds. Typically, securities sold under agreements to repurchase have maturities of 30
days or less and are collateralized by mortgage-backed securities and U.S. Government obligations.
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The following table shows short-term borrowed funds as of March 31:

2009 2008
Weighted Weighted
Average Average
Amount Rate Amount Rate
Securities sold under agreements to repurchase $ 164,842 0.30% $ 204,985 2.08%
Federal discount window 66,000 0.50% - -
Federal funds purchased - - 30,000 2.15
Short-term advances from Federal Home Loan Bank - - 25,000 2.31
$ 230,842 $ 259,985

Long-term advances from the Federal Home Loan Bank of Boston and term repurchase agreements
with JP Morgan Chase consisted of the following maturities as of March 31:

2009 2008
Weighted Weighted
Average Average
Amount Rate Amount Rate
Payable during year ending March 31,
2009 $ - - $ 1,900 4.40%
2010 50,610 5.70% 50,610 5.70
2011 55,134 5.84 55,134 5.84
2012 140 4.04 140 4.04
2013 20,140 4.13 20,140 4.13
2014 27 4.25 27 4.25
Beyond 2014 101,020 3.72 51,020 3.84
$ 227,071 $ 178,971

The advances were collateralized by all of the Company's Federal Home Loan Bank stock, a
blanket pledge of substantially all first lien mortgages against real property, certain pledged
investment securities, and all funds placed in deposit accounts at the Federal Home Loan Bank.

The term repurchase agreements with JP Morgan Chase were collaterized by certain pledged
investment securities.

11. Financial Instruments with Off-Balance-Sheet Risk

In the normal course of business, the Company is party to financial instruments with off-balance-
sheet risk to meet the financing needs of its customers and to reduce its own exposure to
fluctuations in interest rates. These financial instruments include commitments to originate loans,
commercial and standby letters of credit, interest rate cap contracts, and swap agreements entered
into for the benefit of commercial customers. The instruments involve, to varying degrees,
elements of credit and interest rate risk in excess of the amounts recognized in the consolidated
balance sheets. The contractual or notional amounts of those instruments reflect the extent of
involvement the Company has in particular classes of financial instruments.
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12.

The Company's exposure to credit loss in the event of nonperformance by the other party to the
above financial instruments is represented by the contractual amounts of the instruments. The
Company uses the same credit policies in making commitments and conditional obligations as it
does for on-balance-sheet instruments.

Financial instruments with off-balance-sheet risk as of March 31 are as follows:

Approximate Contract or
Notional Amount

2009 2008

Commitments to originate loans $ 37,708 $ 17,516
Unused lines of credit

Commercial 195,928 180,424

Home equity 136,452 139,396

Consumer/Standby 38,880 31,585

No Return Benefit 32,229 29,612
Commercial letters of credit 2,129 1,893
Financial standby letters of credit 3,529 2,239
Performance standby letters of credit 3,795 1,902
Gross notional amounts of swap contracts 53,086 55,816
Gross notional amounts of interest rate cap contracts 50,000 50,000

Commitments to extend credit are agreements to lend to a customer as long as there is no violation
of any condition established in the contract. Commitments generally have fixed expiration dates or
other termination clauses and may require payment of a fee. Since many of the commitments are
expected to expire without being drawn upon, the total commitment amounts do not necessarily
represent future cash requirements. The Company evaluates each customer's creditworthiness on a
case-by-case basis. The amount of collateral obtained, if deemed necessary by the Company upon
the credit extension, is based on management's credit evaluation of the counterparty. Collateral
held varies but may include residential and commercial real estate and, to a lesser degree, personal
property, business inventory, and accounts receivable.

Commercial letters of credit are commitments to make payment on behalf of a customer. Standby
letters of credit are conditional commitments issued by the Company to guarantee the performance
of a customer to a third party. The credit risk involved in issuing letters of credit is essentially the
same as that involved in extending loan facilities to customers.

Employee Benefits
Defined Contribution Pension Plan
The Company has a defined contribution pension plan which covers substantially all employees.

The total expense associated with this plan for the years ended March 31, 2009 and 2008, was
$2,319 and $1,586, respectively.
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Incentive Compensation Plan

The Company has an incentive compensation plan that covers all employees. Bonuses are awarded
to employees based on preestablished financial performance goals. The expense associated with
this plan for the years ended March 31, 2009 and 2008, was $3,537 and $3,264, respectively.

Supplemental Retirement Plan

In 2003, the Company established an unfunded, nonqualified supplemental retirement plan for
certain key officers. The plan was primarily designed to offset the impact of contribution
thresholds in the Company's defined contribution pension plan that statutorily limit the benefits for
highly paid employees under qualified pension plans. The plan will generally provide the
participants a benefit payable upon retirement, disability, or death, disbursed over a 20-year period.
The expense associated with this plan for the years ended March 31, 2009 and 2008, was $468 and
$843, respectively.

Postretirement Benefits

The Company sponsors a defined benefit postretirement plan that provides limited postretirement
medical and life insurance benefits to certain full-time employees who retire after the age of 60 and
have 10 years of service. The plan is noncontributory. The Company’s policy is to fund the cost of
postretirement benefits in amounts determined at the discretion of management.

The estimated funded status of the plan for years ended March 31 is as follows:

2009 2008

Reconciliation of Benefit Obligation

Obligation at April 1, $ 941 $ 959
Service cost 16 15
Interest cost 56 55
Benefit payments (80) (58)
Actuarial gain (42) (30)
Obligation and funded status at March 31, $ 891 $ 941
Net Periodic Postretirement Benefit Credit

Service cost $ 16 $ 15
Interest cost 56 55
Amortization of prior service credit (21) (21)
Amortization of gain (92) (98)
Net periodic postretirement benefit credit $ 41) 3 (49)

Assumptions used in determining the actuarial present value of the benefit obligation and net
periodic postretirement benefit credit were as follows:

2009 2008

Discount rate 6.75% 6.25%
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For measurement purposes, a 5.5% annual rate of increase in the per capita cost of covered health
care benefits was assumed for 2010. The rate of increase was assumed to decrease gradually to
4.5% for 2013 and remain at that level thereafter. Other information regarding the plan is as

follows:
Postretirement Benefits
2009 2008
Employer contribution $ 80 % 58
Benefits paid 80 58

Expected benefit payments for the ten years following March 31, 2009 are as follows:

2010 $ 80
2011 74
2012 79
2013 92
2014 70
2015-2019 387

Management expects the Company’s contribution to the plan in 2010 will approximate $80.

Amounts not yet reflected in net periodic benefit cost and included in accumulated other
comprehensive income at March 31, 2009 and 2008 are as follows:

2009 2008
Net actuarial gain $ 725 $ 776
Unamortized prior service credit 390 411
$ 1,115 $ 1,187

The following amount was recognized in other comprehensive income in 2009:
Net actuarial loss $ 48

The following amounts are expected to be reclassified from accumulated other comprehensive
income and recognized in net periodic benefit credit in 2010:

Net actuarial gain $ 98
Amortization of prior service credit 21
$ 119
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13.

In September 2006, the FASB issued SFAS No. 158, “Employers’ Accounting for Defined Pension
and Other Postretirement Plans — an amendment of FASB Statements No. 87, 88, 106, and 132
(R).” This statement requires an employer to recognize the funded status of a defined benefit
postretirement plan (other than a multi-employer plan) as an asset or liability on its balance sheet
and to recognize through other comprehensive income changes in the funded status in the year in
which the changes occur. The funded status of a plan should be measured as of the date of the
company’s year-end balance sheet, with limited exceptions. As of March 31, 2008, the Company’s
postretirement plans were underfunded by $941. The Company adopted SFAS No. 158 on March
31, 2008, in accordance with its required effective date. The effect of adopting SFAS No. 158 was
an increase in retained earnings of $745, net of applicable income taxes. The incremental effects of
applying SFAS No. 158 on the individual line items on the consolidated balance sheet as of March
31, 2008 are as follows:

Before application of

After application

SFAS No. 158 Adjustment of SFAS No. 158
Other assets $ 35,477 $ 441 $ 35,036
Total assets 2,266,661 441 2,266,220
Other liabilities 22,877 1,186 21,691
Total liabilities 2,051,414 1,186 2,050,228
Accumulated other comprehensive income 6,217 745 6,962
Total retained earnings 215,247 745 215,992

Income Taxes

A summary of income taxes applicable to income before income tax expense for the years ended
March 31 follows:

2009 2008
Federal State Total Federal State Total
Current $ 5,713 $ 352 $ 6,065 $ 6,031 $ 342 $ 6,373
Deferred 1,296 - 1,29 565 - 565
$ 7,009 $ 352 $ 7,361 $ 6,596 $ 342 $ 6,938
The effective federal income tax rate differed from the statutory rate as follows:
2009 2008
Statutory rate 35.0 % 35.0%
Differences resulting from
Net earnings on life insurance contracts (2.1)% (3.3)%
Municipal income (2.5)% (2.0)%
Tax credits, net of amortization (1.8)% (1.2)%
State income taxes, net of federal tax benefit 10% 10%
Other 12 % 0.7 %
Effective rate 30.8 % 30.2 %
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A summary of the tax effects of temporary differences that give rise to significant portions of
deferred tax assets and deferred tax liabilities as of March 31 follows:

2009 2008
Deferred tax assets
Allowance for loan losses $ 7,218 % 7,090
Accrued benefit and compensation costs 2,358 2,308
Deferred compensation 387 445
Accrued expenses 244 285
Other 793 903
Net operating loss from PBFG acquisition 1,404 1,728
Gross deferred tax assets 12,404 12,759
Deferred tax liabilities
Bank premises and equipment (1,934) (1,394)
Unrealized gains on investment securities available for sale (5,334) (2,895)
Loan origination costs (1,274) (1,403)
Intangibles/goodwill (4,409) (3,745)
Mortgage servicing rights (23) (169)
Interest rate swaps (237) (453)
Other (501) (488)
Gross deferred tax liabilities (13,712) (10,547)
Net deferred tax (liability) asset $ (1,308 $ 2,212

The allocation of deferred tax expense involving items allocated to current year income and items
allocated directly to retained earnings (related solely to other comprehensive income (loss)) for the
years ended March 31 follows:

2009 2008
Deferred tax cost allocated to retained earnings $ 2,266 $ 4,119
Deferred tax cost allocated to operations 1,296 565
Total deferred tax cost $ 3562 $ 4,684

The Company will only recognize a deferred tax asset when, based upon available evidence,
realization is more likely than not.

For the years prior to 1996 the Company used the percentage of income bad debt deduction to
calculate its bad debt expense for tax purposes as was permitted by the Internal Revenue Code.
The cumulative effect of this deduction of approximately $13,773 is subject to recapture, if used
for purposes other than to absorb loan losses. Deferred taxes of $4,820 have not been provided on

this amount because the Company does not intend to use the tax reserve other than to absorb loan
losses.
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The Company has net operating loss carryforwards for tax purposes that may be deducted against
future taxable income. These carryforwards total $4,011 and expire in the years 2026 through
2027.

In July 2006, the FASB issued Interpretation No. 48, “Accounting for Uncertainty in Income Taxes
(FIN 48).” FIN 48 clarifies the accounting for uncertainty in income taxes recognized in an
enterprise’s financial statements in accordance with SFAS No. 109, “Accounting for Income
Taxes.” FIN 48 prescribes a recognition threshold and measurement attribute for the financial
statement recognition and measurement of a tax position taken or expected to be taken in a tax
return. FIN 48 also provides guidance on derecognition of tax benefits, classification on the
balance sheet, interest and penalties, accounting in interim periods, disclosure, and transition.

In December 2008, the FASB provided for deferral of the effective date of FIN 48 for certain
nonpublic enterprises to annual financial statements for fiscal years beginning after December 15,
2008. The Company has elected this deferral and accordingly will be required to adopt FIN 48 for
its year ending March 31, 2010, annual financial statements. Prior to adoption of FIN 48, the
Company will continue to evaluate its uncertain tax positions and related income tax contingencies
under SFAS No. 5, “Accounting for Contingencies.” SFAS No. 5 requires the Company to
disclose or accrue for losses it believes are reasonably possible or probable, respectively, and can
be reasonably estimated. While management has not yet completed its analysis, it does not
anticipate that the adoption of FIN 48 will have a material impact on its consolidated financial
position or results of operations.

Regulatory Capital Requirements

The Company is subject to various regulatory capital requirements administered by federal banking
agencies. Failure to meet minimum capital requirements can initiate certain mandatory and
possibly additional discretionary actions by regulators that, if undertaken, could have a direct
material effect on the Company's consolidated financial statements. Under capital adequacy
guidelines and the regulatory framework for prompt corrective action, the Company must meet
specific capital guidelines that involve quantitative measures of the Company's assets, liabilities,
and certain off-balance sheet items as calculated under regulatory accounting practices. The
Company's capital amounts and classification are also subject to qualitative judgments by the
regulators about components, risk weightings, and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the Company to
maintain minimum amounts and ratios (set forth in the table below) of total and Tier | capital (as
defined in the regulations) to risk weighted assets (as defined), and of Tier I capital (as defined) to
average assets (as defined). As of March 31, 2009, management believes that the Company meets
all capital adequacy requirements to which it is subject.

As of March 31, 2009, the most recent notification from the FDIC categorized the Company as
well capitalized under the regulatory framework for prompt corrective action. To be categorized as
well capitalized, the Company must maintain minimum total risk-based, Tier | risk-based, and Tier
I leverage ratios as set forth in the table. There are no conditions or events since that notification
that management believes would cause a change in the Company's categorization.
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The Company's actual capital amounts and ratios are presented in the following table:

To be Well
Capitalized Under Prompt
Actual For Capital Adequacy Corrective Action Provisions
Amount Ratio Amount Ratio Amount Ratio

As of March 31, 2009:
Total capital (to risk weighted
assets) $ 216,607 13.0% $ 133,009 8.0 % $ 166,262 10,0 %
Tier | capital (to risk weighted
assets) 195,983 11.8 66,505 4.0 99,757 6.0
Tier | leverage capital (to
average assets) 195,983 8.8 89,479 4.0 111,848 5.0
As of March 31, 2008:
Total capital (to risk weighted
assets) $ 194,318 113% $ 137,084 80% $ 171356 10.0 %
Tier | capital (to risk weighted
assets) 174,062 10.2 68,542 4.0 102,813 6.0
lier | leverage capital (to
average assets) 174,062 7.9 88,366 4.0 110,457 5.0

The Bank’s regulatory capital requirements approximate those of the Company.
Fair Value

Effective April 1, 2008, the Company adopted SFAS No. 157, “Fair Value Measurements.” SFAS
No. 157 establishes a framework for measuring fair value and expands disclosures about fair value
measurements. SFAS No. 157 defines fair value as the exchange price that would be received for
an asset or paid to transfer a liability in the principal or most advantageous market for the asset or
liability.

SFAS No. 157 establishes a hierarchy for inputs used in measuring fair value that maximizes the
use of observable inputs and minimizes the use of unobservable inputs when measuring fair value.
Observable inputs are inputs that market participants would use in pricing the asset or liability
developed based on market data obtained from sources independent of the Company. Unobservable
inputs are inputs that reflect the Company’s assumptions that the market participants would use in
pricing the asset or liability based on the best information available in the circumstances. The
hierarchy is broken down into three levels based on the reliability of inputs as follows:

Level 1 — Valuations are based on quoted prices in active markets for identical assets or liabilities
that the Corporation has the ability to access. Since valuations are based on quoted prices that are
readily and regularly available in an active market, valuation of these products does not entail a
significant degree of judgment.

Level 2 — Valuations are based on quoted prices in markets that are not active or for which all
significant inputs are observable, either directly or indirectly.

28



Bangor Bancorp, MHC, Parent of Bangor Savings Bank
Notes to Consolidated Financial Statements
March 31, 2009 and 2008

(in thousands of dollars)

Level 3 — Valuations are based on inputs that are unobservable and significant to the overall fair
value measurement.

The following describes the methods and assumptions used by the Company in estimating its fair
value disclosures for financial instruments:

Cash and Cash Equivalents and Accrued Interest
For these financial instruments, fair values approximate the carrying amounts reported on the
consolidated balance sheets.

Investment Securities

Fair values of investment securities are based on quoted bid market prices, where available. Where
quoted market prices for an instrument are not available, fair values are based on quoted market
prices of similar instruments, adjusted for differences between the quoted instruments and the
instruments being valued.

Loans

The fair values of commercial, commercial real estate, residential real estate, and certain consumer
loans are estimated by discounting the contractual cash flows using interest rates currently being
offered for loans with similar terms to borrowers of similar equity.

Loan Servicing Rights
The fair values of loan servicing rights are estimated using discounted cash flows based on a
current market interest rate.

Interest Rate Swaps
The fair values of interest rate swaps are based on observable market prices for similar instruments
or observable market interest rates.

Deposits

The fair value of deposits with no stated maturity is equal to the carrying amount. The fair value of
time deposits is based on the discounted value of contractual cash flows, applying interest rates
currently being offered on time deposits with similar remaining maturities.

The fair value estimates for deposits do not include the benefit that results from the low-cost
funding provided by the deposit liabilities compared to the cost of alternative forms of funding.

Borrowed Funds
The fair value of borrowed funds is based on the discounted value of cash flows, applying interest
rates currently being offered for similar instruments.

Off-Balance Sheet Instruments

The Company's commitments to originate loans, unused lines of credit and outstanding letters of
credit, and unadvanced portions of construction loans are substantially all at floating rates and,
therefore, there is no fair value adjustment.
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The following table summarizes financial assets and financial liabilities measured at fair value on a

recurring basis as of March 31, 20009:

Level 1 Level 2 Level 3 Total
Assets
Investment securities $ 37,664 $ 392,756 $ $ 430,420
Interest rate swaps - 4,158 4,158
Liabilities
Interest rate swaps 3,687 3,687

The following table summarizes financial assets and financial liabilities measured at fair value on a

non-recurring basis as of March 31, 2009:

Level 1 Level 2

Assets
Mortgage servicing rights $ - $
Impaired loans
Other real estate owned

Level 3

998 $

Total

Fair values of impaired loans and other real estate owned are estimated using the market method.

The following presents the carrying and fair values of the Company's financial instruments as of

March 31.:
2009 2008
Carrying Fair Carrying Fair
Value Value Value Value
Financial assets
Cash and cash equivalents $ 34476 $ 34476 $ 48,767 $ 48,767
Investment securities 430,420 430,420 404,333 404,333
Loans, net 1,643,848 1,681,782 1,661,309 1,705,332
Loan servicing rights 998 998 1,686 1,686
Accrued interest receivable 8,532 8,532 9,529 9,529
Interest rate swaps 4,158 4,158 2,175 2,175
Financial liabilities
Deposits (with no stated maturity) 786,538 786,538 714,289 714,289
Time deposits 753,186 769,954 875,292 885,547
Borrowed funds 457,913 475,911 438,956 449,461
Interest rate swaps 3,687 3,687 1,612 1,612

16. Interest Rate Swaps

The Company enters into interest rate swap agreements executed with commercial banking
customers to facilitate customer risk management strategies. In addition to the swap agreement
with the borrower, the Company enters into a second “back-to-back” swap agreement with a third
party; the general terms of this swap mirror those of the first swap agreement. In entering into this
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transaction, the Company has offset its interest rate risk exposure to the swap agreement with the
borrower.

All interest rate swaps are valued at observable market prices.

The following presents summary information regarding interest rate swaps which are included in
other assets (liabilities) as of March 31:

2009 2008
Net Asset Net Asset
(Liability) (Liability)

Swaps receive fixed $ 4158 $ 2,175
Swaps pay fixed (3,687) (1,612)
Net customer related swaps $ 471 $ 563

The outstanding notional amounts of interest rate swaps entered into on behalf of customers at
March 31 follow:

2009 2008
Swaps receive fixed $ 26543 $ 27,908
Swaps pay fixed 26,543 27,908

17.  Subsequent Event
The FDIC has imposed a one-time special assessment of five basis points on an assessment base

equal to total assets less Tier 1 capital as of June 30, 2009. This special assessment, which is
payable on September 30, 2009, will increase the Bank’s assessment by approximately $1,000.
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