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ITEM 1. Discussion of Business

The First Bancorp, Inc. (the �Company�) was incorporated under the laws of the State of Maine on January 15, 1985, for the purpose of becoming
the parent holding company of The First National Bank of Damariscotta, which was chartered as a national bank under the laws of the United
States on May 30, 1864. At the Company�s Annual Meeting of Shareholders on April 30, 2008, the Company�s name was changed from First
National Lincoln Corporation to The First Bancorp, Inc. On January 14, 2005, the acquisition of FNB Bankshares (�FNB�) of Bar Harbor, Maine,
was completed, adding seven banking offices and one investment management office in Hancock and Washington counties of Maine. FNB�s
subsidiary, The First National Bank of Bar Harbor, was merged into The First National Bank of Damariscotta at closing, and as of January 31,
2005, the combined banks have operated under a new name: The First, N.A. (the �Bank�).

As of December 31, 2008, the Company�s securities consisted of one class of common stock, $.01 par value per share, of which there were
9,696,397 shares outstanding and held of record by approximately 3,353 shareholders. The common stock of the Bank is the principal asset of
the Company, which has no other subsidiaries. The Bank�s capital stock consists of one class of common stock of which 120,000 shares, par
value $2.50 per share, are authorized and outstanding. All of the Bank�s common stock is owned by the Company.

The Bank emphasizes personal service, and customers are primarily small businesses and individuals for whom the Bank offers a wide variety of
services, including deposit accounts, consumer and commercial and mortgage loans. The Bank has not made any material changes in its mode of
conducting business during the past five years. The banking business in the Bank�s market area is seasonal with lower deposits in the winter and
spring and higher deposits in the summer and fall. This swing is predictable and has not had a materially adverse effect on the Bank.

In addition to providing traditional banking services, the Company provides investment management and private banking services through First
Advisors, which is an operating division of the Bank. First Advisors is focused on taking advantage of opportunities created as the larger banks
have altered their personal service commitment to clients not meeting established account criteria. First Advisors is able to offer a
comprehensive array of private banking, financial planning, investment management and trust services to individuals, businesses, non-profit
organizations and municipalities of varying asset size, and to provide the highest level of personal service. The staff includes investment and
trust professionals with extensive experience.
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The financial services landscape has changed considerably over the past five years in the Bank�s primary market area. Two large out-of-state
banks have continued to experience local change as a result of mergers and acquisitions at the regional and national level. Credit unions have
continued to expand their membership and the scope of banking services offered. Non-banking entities such as brokerage houses, mortgage
companies and insurance companies are offering very competitive products. Many of these entities and institutions have resources substantially
greater than those available to the Bank and are not subject to the same regulatory restrictions as the Company and the Bank.

In November of 1999, Congress adopted the Gramm-Leach-Bliley Financial Modernization Act (�GLBA�). This legislation breaks down the
firewalls separating related business in order to create more competition and a level playing field in the financial services sector. The Act
eliminated depression-era restrictions which separate the business of banking from the business of insurance and securities underwriting, and
also resulted in modifications to protect consumers and streamline regulation. While the Company views this legislation as an opportunity to
offer a more comprehensive range of financial products and services, at the same time it has provided additional competition in the marketplace.

The Company believes that there will continue to be a need for a bank in the Bank�s primary market area with local management having
decision-making power and emphasizing loans to small and medium-sized businesses and to individuals. The Bank has concentrated on
extending business loans to such customers in the Bank�s primary market area and to extending investment and trust services to clients with
accounts of all sizes. The Bank�s Management also makes decisions based upon, among other things, the knowledge of the Bank�s employees
regarding the communities and customers in the Bank�s primary market area. The individuals employed by the Bank, to a large extent, reside
near the branch offices and thus are generally familiar with their communities and customers. This is important in local decision-making and
allows the Bank to respond to customer questions and concerns on a timely basis and fosters quality customer service.

The Bank has worked and will continue to work to position itself to be competitive in its market area. The Bank�s ability to make decisions close
to the marketplace, Management�s commitment to providing quality banking products, the caliber of the professional staff, and the community
involvement of the Bank�s employees are all factors affecting the Bank�s ability to be competitive. If the Company and the Bank are unable to
compete successfully, however, the business and operations could be adversely affected.

Supervision and Regulation

The Company is a financial holding company within the meaning of the Bank Holding Company Act of 1956, as amended (the �Act�), and section
225.82 of Regulation Y issued by the Board of Governors of the Federal Reserve System (the �Federal Reserve Board�), and is required to file
with the Federal Reserve Board an annual report and other information required pursuant to the Act. The Company is subject to examination by
the Federal Reserve Board.

The Act requires the prior approval of the Federal Reserve Board for a financial holding company to acquire or hold more than a 5% voting
interest in any bank, and controls interstate banking activities. The Act restricts The First Bancorp�s non-banking activities to those which are
determined by the Federal Reserve Board to be closely related to banking. The Act does not place territorial restrictions on the activities of
non-bank subsidiaries of financial holding companies. The majority of the Company�s cash revenues are generally derived from dividends paid to
the Company by the Bank. These dividends are subject to various legal and regulatory restrictions which are summarized in Note 19 to the
accompanying financial statements.

The Bank is regulated by the Office of the Comptroller of the Currency (�OCC�) and is subject to the provisions of the National Bank Act. As a
result, it must meet certain liquidity and capital requirements, which are discussed in the following sections.

Customer Information Security

The Federal Deposit Insurance Corporation (�FDIC�), the OCC and other bank regulatory agencies have published guidelines establishing
standards for safeguarding nonpublic personal information about customers that implement provisions of the GLBA (the �Guidelines�). Among
other things, the Guidelines require each financial institution, under the supervision and ongoing oversight of its Board of Directors or an
appropriate committee thereof, to develop, implement and maintain a comprehensive written information security program designed to ensure
the security and confidentiality of customer information, to protect against any anticipated threats or hazards to the security or integrity of such
information, and to protect against unauthorized access to or use of such information that could result in substantial harm or inconvenience to
any customer.
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Privacy

The FDIC, the OCC and other regulatory agencies have published privacy rules pursuant to provisions of the GLBA (�Privacy Rules�). The
Privacy Rules, which govern the treatment of nonpublic personal information about consumers by financial institutions, require a financial
institution to provide notice to customers (and other consumers in some circumstances) about its privacy policies and practices, describe the
conditions under which a financial institution may disclose nonpublic personal information to nonaffiliated third parties, and provide a method
for consumers to prevent a financial institution from disclosing that information to most nonaffiliated third parties by �opting-out� of that
disclosure, subject to certain exceptions.

USA Patriot Act

The USA Patriot Act of 2001, designed to deny terrorists and others the ability to obtain anonymous access to the U.S. financial system, has
significant implications for depository institutions, broker-dealers and other businesses involved in the transfer of money. The USA Patriot Act,
together with the implementing regulations of various federal regulatory agencies, have caused financial institutions, including the Bank, to
adopt and implement additional or amend existing policies and procedures with respect to, among other things, anti-money laundering
compliance, suspicious activity and currency transaction reporting, customer identity verification and customer risk analysis. The statute and its
underlying regulations also permit information sharing for counter-terrorist purposes between federal law enforcement agencies and financial
institutions, as well as among financial institutions, subject to certain conditions, and require the Federal Reserve Board (and other federal
banking agencies) to evaluate the effectiveness of an applicant in combating money laundering activities when considering applications filed
under Section 3 of the Act or under the Bank Merger Act.

The Sarbanes-Oxley Act

The Sarbanes-Oxley Act of 2002 (SOX) implements a broad range of corporate governance and accounting measures for public companies
(including publicly-held bank holding companies such as the Company) designed to promote honesty and transparency in corporate America and
better protect investors from the type of corporate wrongdoings that occurred at Enron and WorldCom, among other companies. SOX principal
provisions, many of which have been implemented through regulations released and policies and rules adopted by the securities exchanges in
2003 and 2004, provide for and include, among other things:

� The creation of an independent accounting oversight board;

� Auditor independence provisions which restrict non-audit services that accountants may provide to their audit clients;

� Additional corporate governance and responsibility measures, including the requirement that the chief executive officer and chief
financial officer of a public company certify financial statements;

� The forfeiture of bonuses or other incentive-based compensation and profits from the sale of an issuer�s securities by directors and senior
officers in the twelve-month period following initial publication of any financial statements that later require restatement;

� An increase in the oversight of, and enhancement of certain requirements relating to, audit committees of public companies and how they
interact with the public company�s independent auditors;

� Requirements that audit committee members must be independent and are barred from accepting consulting, advisory or other
compensatory fees from the issuer;

� Requirements that companies disclose whether at least one member of the audit committee is a �financial expert� (as such term is defined by
the Securities and Exchange Commission (�SEC�) ) and if not, why not;

� Expanded disclosure requirements for corporate insiders, including accelerated reporting of stock transactions by insiders and a prohibition
on insider trading during pension blackout periods;

� A prohibition on personal loans to directors and officers, except certain loans made by insured financial institutions, such as the Bank, on
nonpreferential terms and in compliance with other bank regulatory requirements;

� Disclosure of a code of ethics and filing a Form 8-K in the event of a change or waiver of such code; and

� A range of enhanced penalties for fraud and other violations.

The Company complies with, the provisions of SOX and its underlying regulations. Management believes that such compliance efforts have
strengthened the Company�s overall corporate governance structure and does not expect that such compliance has to date, or will in the future
have, a material impact on the Company�s results of operations or financial condition.

Capital Requirements and FDICIA

Edgar Filing: FIRST NATIONAL LINCOLN CORP /ME/ - Form 10-K

5



The OCC has established guidelines with respect to the maintenance of appropriate levels of capital by FDIC-insured banks. The Federal
Reserve Board has established substantially identical guidelines with respect to the maintenance of appropriate levels of capital, on a
consolidated basis, by bank holding companies. If a banking organization�s capital levels fall below the minimum requirements established by
such guidelines, a bank or bank holding company will be expected to develop and implement a plan acceptable to the FDIC or the Federal
Reserve Board, respectively, to achieve adequate levels of capital within a reasonable period, and may be denied approval to acquire or establish
additional banks or non-bank businesses, merge with other institutions or open branch facilities until such capital levels are achieved. Federal
legislation requires federal bank regulators to take �prompt corrective action� with respect to insured depository institutions that fail to satisfy
minimum capital requirements and imposes significant restrictions on such institutions. See �Prompt Corrective Action� below.

Leverage Capital Ratio

The regulations of the OCC require national banks to maintain a minimum �Leverage Capital Ratio� or �Tier 1 Capital� (as defined in the
Risk-Based Capital Guidelines discussed in the following paragraphs) to Total Assets of 4.0%. Any bank experiencing or anticipating significant
growth is expected to maintain capital well above the minimum levels. The Federal Reserve Board�s guidelines impose substantially similar
leverage capital requirements on bank holding companies on a consolidated basis. It is possible that banking regulators may increase minimum
capital requirements for banks should the current economic situation worsen.

Risk-Based Capital Requirements

The regulations of the OCC also require national banks to maintain minimum capital levels measured as a percentage of such banks�
risk-adjusted assets. A bank�s qualifying total capital (�Total Capital�) for this purpose may include two components: �Core� (Tier 1) Capital and
�Supplementary� (Tier 2) Capital. Core Capital consists primarily of common stockholders� equity, which generally includes common stock,
related surplus and retained earnings, certain non-cumulative perpetual preferred stock and related surplus, and minority interests in the equity
accounts of consolidated subsidiaries, and (subject to certain limitations) mortgage servicing rights and purchased credit card relationships, less
all other intangible assets (primarily goodwill). Supplementary Capital elements include, subject to certain limitations, a portion of the allowance
for losses on loans and leases, perpetual preferred stock that does not qualify for inclusion in Tier 1 capital, long-term preferred stock with an
original maturity of at least 20 years and related surplus, certain forms of perpetual debt and mandatory convertible securities, and certain forms
of subordinated debt and intermediate-term preferred stock.

The risk-based capital rules assign a bank�s balance sheet assets and the credit equivalent amounts of the bank�s off-balance sheet obligations to
one of four risk categories, weighted at 0%, 20%, 50% or 100%, respectively. Applying these risk-weights to each category of the bank�s balance
sheet assets and to the credit equivalent amounts of the bank�s off-balance sheet obligations and summing the totals results in the amount of the
bank�s total Risk-Adjusted Assets for purposes of the risk-based capital requirements. Risk-Adjusted Assets can either exceed or be less than
reported balance sheet assets, depending on the risk profile of the banking organization. Risk-Adjusted Assets for institutions such as the Bank
will generally be less than reported balance sheet assets because its retail banking activities include proportionally more residential mortgage
loans and certain investment securities with a lower risk weighting and relatively smaller off-balance sheet obligations.

The risk-based capital regulations require all banks to maintain a minimum ratio of Total Capital to Risk-Adjusted Assets of 8.0%, of which at
least one-half (4.0%) must be Core (Tier 1) Capital. For the purpose of calculating these ratios: (i) a banking organization�s Supplementary
Capital eligible for inclusion in Total Capital is limited to no more than 100% of Core Capital; and (ii) the aggregate amount of certain types of
Supplementary Capital eligible for inclusion in Total Capital is further limited. For example, the regulations limit the portion of the allowance
for loan losses eligible for inclusion in Total Capital to 1.25% of Risk-Adjusted Assets. The Federal Reserve Board has established substantially
identical risk-based capital requirements, which are applied to bank holding companies on a consolidated basis. The risk-based capital
regulations explicitly provide for the consideration of interest rate risk in the overall evaluation of a bank�s capital adequacy to ensure that banks
effectively measure and monitor their interest rate risk, and that they maintain capital adequate for that risk. A bank deemed by its federal
banking regulator to have excessive interest rate risk exposure may be required to maintain additional capital (that is, capital in excess of the
minimum ratios discussed above). The Bank believes, based on its level of interest rate risk exposure, that this provision will not have a material
adverse effect on it.

On December 31, 2008, the Company�s consolidated Total and Tier 1 Risk-Based Capital Ratios were 11.13% and 10.11%, respectively, and its
Leverage Capital Ratio was 7.07%. Based on the above figures and accompanying discussion, the Company exceeds all regulatory capital
requirements and is considered well capitalized.

On November 21, 2008, the Company received approval for a $25 million preferred stock investment by the U.S. Treasury under the Capital
Purchase Program. The Company completed the CPP investment transaction on January 9, 2009 and issued 25,000 shares of Series A Preferred
Stock to the U.S. Treasury at a liquidation value of $1,000 per share. The CPP Shares call for cumulative dividends at a rate of 5.0% per year for
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the first five years, and at a rate of 9.0% per year in following years. The CPP Shares qualify as Tier 1 capital on the Company�s books for
regulatory purposes and will rank senior to the Company�s common stock and senior or at an equal level in the Company�s capital structure to any
other shares of preferred stock the Company may issue in the future. A pro-forma demonstration of the impact on the Company�s capital ratios as
of December 31, 2008, is shown in the following table:

As of December 31, 2008
Historical as Presented Pro-Forma as Approved

Total capital to risk-weighted assets 11.13% 13.97%
Tier 1 capital to risk-weighted assets 10.11% 12.96%
Tier 1 capital to average assets 7.07% 9.06%

If we are unable to redeem the Series A Preferred Stock prior to February 15, 2014, the cost of this capital to us will increase substantially on
that date, from 5.0% per annum to 9.0% per annum. Depending on our financial condition at the time, this increase in the annual dividend rate
on the Series A Preferred Stock could have a material negative effect on our liquidity.

The Purchase Agreement between us and Treasury provides that until the earlier of January 9, 2012 or the date on which all shares of the Series
A Preferred Stock have been redeemed by us or transferred by Treasury to third parties, we may not, without the consent of Treasury,
(a) increase the cash dividend on our common stock or (b) subject to limited exceptions, redeem, repurchase or otherwise acquire shares of our
common stock or preferred stock (other than the Series A Preferred Stock) or trust preferred securities. In addition, we are unable to pay any
dividends on our common stock unless we are current in our dividend payments on the Series A Preferred Stock. These restrictions could have a
negative effect on the value of our common stock. Moreover, holders of our common stock are entitled to receive dividends only when, as and if
declared by our Board of Directors. Prompt Corrective Action

The Federal Deposit Insurance Corporation Improvement Act of 1991 (�FDICIA�) requires, among other things, that the federal banking
regulators take �prompt corrective action� with respect to, and imposes significant restrictions on, any bank that fails to satisfy its applicable
minimum capital requirements. FDICIA establishes five capital categories consisting of �well capitalized,� �adequately capitalized,�
�undercapitalized,� �significantly undercapitalized� and �critically undercapitalized.� Under applicable regulations, a bank that has a Total Risk-Based
Capital Ratio of 10.0% or greater, a Tier 1 Risk-Based Capital Ratio of 6.0% or greater and a Leverage Capital Ratio of 5.0% or greater, and is
not subject to any written agreement, order, capital directive or prompt corrective action directive to meet and maintain a specific capital level
for any capital measure is deemed to be �well capitalized.� A bank that has a Total Risk-Based Capital Ratio of 8.0% or greater, a Tier 1
Risk-Based Capital Ratio of 4.0% or greater and a Leverage Capital Ratio of 4.0% (or 3% for banks with the highest regulatory examination
rating that are not experiencing or anticipating significant growth or expansion) or greater and does not meet the definition of a well capitalized
bank is considered to be �adequately capitalized.� A bank that has a Total Risk-Based Capital Ratio of less than 8.0% or has a Tier 1 Risk-Based
Capital Ratio that is less than 4.0%, except as noted above, a Leverage Capital Ratio of less than 4.0% is considered �undercapitalized.� A bank
that has a Total Risk-Based Capital Ratio of less than 6.0%, or a Tier 1 Risk-Based Capital Ratio that is less than 3.0% or a Leverage Capital
Ratio that is less than 3.0% is considered to be �significantly undercapitalized,� and a bank that has a ratio of tangible equity to total assets equal to
or less than 2% is deemed to be �critically undercapitalized.� A bank may be deemed to be in a capital category lower than is indicated by its
actual capital position if it is determined to be in an unsafe or unsound condition or receives an unsatisfactory examination rating. FDICIA
generally prohibits a bank from making capital distributions (including payment of dividends) or paying management fees to controlling
stockholders or their affiliates if, after such payment, the bank would be undercapitalized.

Under FDICIA and the applicable implementing regulations, an undercapitalized bank will be (i) subject to increased monitoring by its primary
federal banking regulator; (ii) required to submit to its primary federal banking regulator an acceptable capital restoration plan (guaranteed,
subject to certain limits, by the bank�s holding company) within 45 days of being classified as undercapitalized; (iii) subject to strict asset growth
limitations; and (iv) required to obtain prior regulatory approval for certain acquisitions, transactions not in the ordinary course of business, and
entries into new lines of business. In addition to the foregoing, the primary federal banking regulator may issue a �prompt corrective action
directive� to any undercapitalized institution. Such a directive may (i) require sale or re-capitalization of the bank, (ii) impose additional
restrictions on transactions between the bank and its affiliates, (iii) limit interest rates paid by the bank on deposits, (iv) limit asset growth and
other activities, (v) require divestiture of subsidiaries, (vi) require replacement of directors and officers, and (vii) restrict capital distributions by
the bank�s parent holding company. In addition to the foregoing, a significantly undercapitalized institution may not award bonuses or increases
in compensation to its senior executive officers until it has submitted an acceptable capital restoration plan and received approval from its
primary federal banking regulator.

Not later than 90 days after an institution becomes critically undercapitalized, the primary federal banking regulator for the institution must
appoint a receiver or, with the concurrence of the FDIC, a conservator, unless the agency, with the concurrence of the FDIC, determines that the
purpose of the prompt corrective action provisions would be better served by another course of action. FDICIA requires that any alternative
determination be �documented� and reassessed on a periodic basis. Notwithstanding the foregoing, a receiver must be appointed after 270 days
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unless the appropriate federal banking agency and the FDIC certify that the institution is viable and not expected to fail.

Deposit Insurance Assessments

The Bank�s deposits are insured by the Bank Insurance Fund of the FDIC to the legal maximum of $250,000 generally for each insured depositor.
Non-interest bearing checking accounts have unlimited coverage. The Federal Deposit Insurance Act, as amended by the Federal Deposit
Insurance Reform Act of 2005, provides that the FDIC shall set deposit insurance assessment rates. In 2006, the former Bank Insurance Fund
merged with the Savings Association Insurance Fund to create the Deposit Insurance Fund, or DIF. The Act eliminated the requirement that the
FDIC set deposit insurance assessment rates on a semi-annual basis at a level sufficient to increase the ratio of BIF reserves to BIF-insured
deposits to at least 1.25%. Under the Act, the FDIC annually sets the designated reserve ratio (DRR) of DIF reserves to DIF-insured deposits
between 1.15% and 1.50%, subject to public comment, based on appropriate considerations including risk of losses, economic conditions such
that the ratio would increase during favorable economic conditions and decrease during less favorable conditions, thus avoiding sharp swings in
assessment rates. For 2008, the FDIC set the DRR at 1.25%. DIF insurance assessments may be increased in the future if necessary to maintain
DIF reserves at the level determined by the FDIC.

Brokered Deposits and Pass-Through Deposit Insurance Limitations

Under FDICIA, a bank cannot accept brokered deposits unless it either (i) is �Well Capitalized� or (ii) is �Adequately Capitalized� and has received
a written waiver from its primary federal banking regulator. For this purpose, �Well Capitalized� and �Adequately Capitalized� have the same
definitions as in the Prompt Corrective Action regulations. See �Prompt Corrective Action� above. Banks that are not in the �Well Capitalized�
category are subject to certain limits on the rates of interest they may offer on any deposits (whether or not obtained through a third-party deposit
broker). Pass-through insurance coverage is not available in banks that do not satisfy the requirements for acceptance of brokered deposits for
deposits of certain employee benefit plans, except that pass-through insurance coverage will be provided for employee benefit plan deposits in
institutions which at the time of acceptance of the deposit meet all applicable regulatory capital requirements and send written notice to their
depositors that their funds are eligible for pass-through deposit insurance. The Bank currently accepts brokered deposits.

Real Estate Lending Standards

FDICIA requires the federal bank regulatory agencies to adopt uniform real estate lending standards. The FDIC and the OCC have adopted
regulations which establish supervisory limitations on Loan-to-Value (�LTV�) ratios in real estate loans by FDIC-insured banks, including national
banks. The regulations require banks to establish LTV ratio limitations within or below the prescribed uniform range of supervisory limits.

Standards for Safety and Soundness

Pursuant to FDICIA the federal bank regulatory agencies have prescribed, by regulation, standards and guidelines for all insured depository
institutions and depository institution holding companies relating to: (i) internal controls, information systems and internal audit systems; (ii)
loan documentation; (iii) credit underwriting; (iv) interest rate risk exposure; (v) asset growth; and (vi) compensation, fees and benefits. The
compensation standards prohibit employment contracts, compensation or benefit arrangements, stock option plans, fee arrangements or other
compensatory arrangements that would provide �excessive� compensation, fees or benefits, or that could lead to material financial loss. In
addition, the federal bank regulatory agencies are required by FDICIA to prescribe standards specifying; (i) maximum classified assets to capital
ratios; (ii) minimum earnings sufficient to absorb losses without impairing capital; and (iii) to the extent feasible, a minimum ratio of market
value to book value for publicly-traded shares of depository institutions and depository institution holding companies.

Consumer Protection Provisions

FDICIA also includes provisions requiring advance notice to regulators and customers for any proposed branch closing and authorizing (subject
to future appropriation of the necessary funds) reduced insurance assessments for institutions offering �lifeline� banking accounts or engaged in
lending in distressed communities. FDICIA also includes provisions requiring depository institutions to make additional and uniform disclosures
to depositors with respect to the rates of interest, fees and other terms applicable to consumer deposit accounts.
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FDIC Waiver of Certain Regulatory Requirements

The FDIC issued a rule, effective on September 22, 2003, that includes a waiver provision which grants the FDIC Board of Directors extremely
broad discretionary authority to waive FDIC regulatory provisions that are not specifically mandated by statute or by a separate regulation.

Impact of Monetary Policy

The monetary policies of regulatory authorities, including the Federal Reserve Board, have a significant effect on the operating results of banks
and bank holding companies. Through open market securities transactions and changes in its discount rate and reserve requirements, the Board
of Governors exerts considerable influence over the cost and availability of funds for lending and investment. The nature of future monetary
policies and the effect of such policies on the future business and earnings of the Company and the Bank cannot be predicted. See Item 7 -
Management�s Discussion and Analysis of Financial Condition and Results of Operations, regarding the Bank�s net interest margin and the effect
of interest-rate volatility on future earnings.

Employees

At December 31, 2008, the Company had 213 employees and full-time equivalency of 207 employees. The Company enjoys good relations with
its employees. A variety of employee benefits, including health, group life and disability income, a defined contribution retirement plan, and an
incentive bonus plan, are available to qualifying officers and employees.

Company Website

The Company maintains a website at www.thefirstbancorp.com where it makes available, free of charge, its annual report on Form 10-K,
quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to those reports filed or furnished pursuant to Section 13(a) or
15(d) of the Securities Exchange Act of 1934, as amended, as well as all Section 16 reports on Forms 3, 4, and 5, as soon as reasonably
practicable after such reports are electronically filed with, or furnished to, the SEC. The Company�s reports filed with, or furnished to, the SEC
are also available at the SEC�s website at www.sec.gov. Information contained on the Company�s website does not constitute a part of this report.

ITEM 1A. Risk Factors

The risks and uncertainties described below are not the only ones the Company faces. Additional risks and uncertainties that we are unaware of,
or that we currently deem immaterial, also may become important factors that affect us and our business. If any of these risks were to occur, our
business, financial condition or results of operations could be materially and adversely affected.

Recent negative developments in the financial services industry and U.S. and global credit markets may adversely impact our operations and
results.

Negative developments in the latter half of 2007 and in 2008 in the capital markets have resulted in uncertainty in the financial markets in
general with the expectation of the general economic downturn continuing in 2009 and perhaps beyond 2009. The impact of this situation,
together with concerns regarding the financial strength of financial institutions, has led to distress in credit markets and issues relating to
liquidity among financial institutions. Some financial institutions around the world have failed; others have been forced to seek acquisition
partners. Loan portfolio performances have deteriorated at many institutions resulting from, amongst other factors, a weak economy and a
decline in the value of the collateral supporting their loans. The competition for our deposits has increased significantly due to liquidity concerns
at many of these same institutions. Stock prices of bank holding companies, like ours, have been negatively affected by the current condition of
the financial markets, as has our ability, if needed, to raise capital or borrow in the debt markets compared to recent years. The United States and
other governments have taken unprecedented steps to try to stabilize the financial system, including investing in financial institutions. Our
business and our financial condition and results of operations could be adversely affected by (1) continued or accelerated disruption and
volatility in financial markets, (2) continued capital and liquidity concerns regarding financial institutions generally and our counterparties
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specifically, (3) recessionary conditions that are deeper or last longer than currently anticipated, or (4) new federal or state laws and regulations
regarding lending and funding practices and liquidity standards, and the likelihood that financial institution regulatory agencies will be very
aggressive in responding to concerns and trends identified in examinations, including the expected issuance of formal enforcement actions.
Negative developments in the financial services industry and the impact of new legislation in response to those developments could negatively
impact our operations by restricting our business operations, including our ability to originate or sell loans, and adversely impact our financial
performance.

The soundness of other financial services institutions may adversely affect our credit risk. We rely on other financial services institutions
through trading, clearing, counterparty, and other relationships. We maintain limits and monitor concentration levels of our counterparties as
specified in our internal policies. Our reliance on other financial services institutions exposes us to credit risk in the event of default by these
institutions or counterparties. These losses could adversely affect our results of operations and financial condition.

Declines in value may adversely impact the investment portfolio.

As of December 31, 2008, we had $27.8 million and $234.8 million in available for sale and held to maturity investment securities, respectively.
We may be required to record impairment charges on our investment securities if they suffer a decline in value that is considered
other-than-temporary. Numerous factors, including lack of liquidity for re-sales of certain investment securities, absence of reliable pricing
information for investment securities, adverse changes in business climate, adverse actions by regulators, or unanticipated changes in the
competitive environment could have a negative effect on our investment portfolio in future periods. If an impairment charge is significant
enough it could affect the ability of the Bank, which could have a material adverse effect on our liquidity and our ability to upstream dividends
to the Company to then pay dividends to shareholders and could negatively impact our regulatory capital ratios and result in not being classified
as �well-capitalized� for regulatory purposes.

Changes in interest rates can have an adverse effect on profitability.

Our earnings and cash flows are largely dependent upon the Bank�s net interest income. Net interest income is the difference between interest
income earned on interest-earning assets, such as loans and investment securities, and interest expense paid on interest-bearing liabilities, such as
deposits and borrowed funds. Interest rates are sensitive to many factors that are beyond our control, including general economic conditions,
competition, and policies of various governmental and regulatory agencies and, in particular, the policies of the Federal Reserve Board. Changes
in monetary policy, including changes in interest rates, could influence not only the interest the Bank receives on loans and investment securities
and the amount of interest it pays on deposits and borrowings, but such changes could also affect (i) the Bank�s ability to originate loans and
obtain deposits, (ii) the fair value of the Bank�s financial assets and liabilities, including the held to maturity, available for sale, and trading
securities portfolios, and (iii) the average duration of the Bank�s interest-earning assets. This also includes the risk that interest-earning assets
may be more responsive to changes in interest rates than interest-bearing liabilities, or vice versa (repricing risk), the risk that the individual
interest rates or rate indices underlying various interest-earning assets and interest-bearing liabilities may not change in the same degree over a
given time period (basis risk), and the risk of changing interest rate relationships across the spectrum of interest-earning asset and
interest-bearing liability maturities (yield curve risk), including a prolonged flat or inverted yield curve environment. Although Management
believes it has implemented effective asset and liability management strategies to reduce the potential effects of changes in interest rates on our
results of operations, any substantial, unexpected, or prolonged change in market interest rates could have a material adverse effect on our
financial condition and results of operations.

Regulation.

Bank holding companies and nationally chartered banks operate in a highly regulated environment and are subject to supervision and
examination by various regulatory agencies. The Company is subject to the Bank Holding Company Act of 1956, as amended, and to regulation
and supervision by the Federal Reserve Board. The Bank is subject to regulation and supervision by the Office of the Comptroller of the
Currency, or the OCC. The cost of compliance with regulatory requirements may adversely affect our results of operations or financial
condition. Federal and state laws and regulations govern numerous matters including: changes in the ownership or control of banks and bank
holding companies; maintenance of adequate capital and the financial condition of a financial institution; permissible types, amounts and terms
of extensions of credit and investments; permissible non-banking activities; the level of reserves against deposits; and restrictions on dividend
payments. The OCC possesses cease and desist powers to prevent or remedy unsafe or unsound practices or violations of law by banks subject to
their regulation, and the Federal Reserve Board possesses similar powers with respect to bank holding companies. These and other restrictions
limit the manner in which we may conduct our business and obtain financing.

Under regulatory capital adequacy guidelines and other regulatory requirements, we must meet guidelines that include quantitative measures of
assets, liabilities, and certain off-balance sheet items, subject to qualitative judgments by regulators about components, risk weightings and other
factors. If we fail to meet these minimum capital guidelines and other regulatory requirements, our financial condition would be materially and
adversely affected. Our failure to maintain the status of �well capitalized� under our regulatory framework could affect the confidence of our
customers in us, thus compromising our competitive position. In addition, failure to maintain the status of �well capitalized� under our regulatory
framework or �well managed� under regulatory examination procedures could compromise our status as a bank holding company and related

Edgar Filing: FIRST NATIONAL LINCOLN CORP /ME/ - Form 10-K

10



eligibility for a streamlined review process for acquisition proposals.

Recent legislative and regulatory initiatives to address difficult market and economic conditions may not stabilize the U.S. banking system.

The recently enacted Emergency Economic Stabilization Act of 2008, or EESA, authorizes the U.S. Treasury to purchase from financial
institutions and their holding companies up to $700 billion in mortgage loans, mortgage-related securities and certain other financial instruments,
including debt and equity securities issued by financial institutions and their holding companies, under the troubled asset relief program, or
TARP. The purpose of TARP is to restore confidence and stability to the U.S. banking system and to encourage financial institutions to increase
their lending to customers and to each other. The Treasury has allocated $250 billion towards the TARP Capital Purchase Program. Under the
TARP Capital Purchase Program, Treasury is purchasing equity securities from participating institutions. The EESA also increased federal
deposit insurance on most deposit accounts from $100,000 to $250,000. This increase is in place until the end of 2009.

The EESA followed numerous actions by the Federal Reserve Board, the U.S. Congress, Treasury, the Federal Deposit Insurance Corporation,
the SEC and others to address the current liquidity and credit crisis that has followed the sub-prime meltdown that commenced in 2007. These
measures include homeowner relief that encourage loan restructuring and modification; the establishment of significant liquidity and credit
facilities for financial institutions and investment banks; the lowering of the federal funds rate; emergency action against short selling practices;
a temporary guaranty program for money market funds; the establishment of a commercial paper funding facility to provide back-stop liquidity
to commercial paper issuers; and coordinated international efforts to address illiquidity and other weaknesses in the banking sector. The purpose
of these legislative and regulatory actions is to stabilize the U.S. banking system. The EESA and the other regulatory initiatives described above
may not have their desired effects. If the volatility in the markets continues and economic conditions fail to improve or worsen, our business,
financial condition and results of operations could be materially and adversely affected.

The Cost of FDIC Insurance May Increase.

The FDIC has publicly stated that past bank failures and reserves against future failures have lowered the FDIC insurance fund to 0.40% of
insured deposits as of December 31, 2008 from 1.22% a year prior. In order to keep the insurance fund from falling to a level that could
undermine public confidence, it has announced there will most likely be a one-time special insurance premium to all FDIC-insured banks. The
amount being discussed ranges from 0.10% to 0.20% of deposits as of June 30, 2009, and the proposed premium would be payable on
September 30, 2009.

In addition, the FDIC announced that higher quarterly premiums may go into effect in the second quarter of 2009 for premiums to be paid in
September of 2009. Starting in the second quarter, base assessment rates for �well-capitalized� banks may be 0.12% to 0.16% � up from 0.05% in
2008 and above the 0.10% to 0.14% that the FDIC previously announced. The range of assessment rates takes into account factors that vary
from bank to bank. The FDIC projects that the special assessment along with raising the assessment schedule will recapitalize the insurance fund
to 1.15% of insured deposits in seven years.

Interest rate risk.

Our main source of income is net interest income, which is equal to the difference between the interest income received on loans, investment
securities and other interest-bearing assets and the interest expense incurred in connection with deposits, borrowings and other interest-bearing
liabilities. As a result, our net interest income can be affected by changes in market interest rates. These rates are highly sensitive to many
factors beyond our control, including general economic conditions, both domestic and foreign, and the monetary and fiscal policies of various
governmental and regulatory authorities. We have asset and liability management policies that attempt to minimize the potential adverse effects
of changes in interest rates on our net interest income, primarily by altering the mix and maturity of loans, investments and funding sources.
However, even with these policies in place, we cannot provide assurance that changes in interest rates will not negatively impact our operating
results. For a further discussion on the Company�s exposure to interest rate risk, see Item 7A: Quantitative and Qualitative Disclosures about
Market Risk.

Furthermore, our banking business is affected not only by general economic conditions, but also by the monetary policies of the Federal Reserve
Board. Changes in monetary or legislative policies may affect the interest rates we must offer to attract deposits and the interest rates we can
charge on our loans, as well as the manner in which we offer deposits and make loans. These monetary policies have had, and are expected to
continue to have, significant effects on the operating results of depository institutions, including the Bank. Increases in interest rates also may
reduce the demand for loans and, as a result, the amount of loan and commitment fees the Bank receives.

Credit risk.

A number of factors can impact the ability of borrowers to repay their current loan obligations, which could not only result in increased loan
defaults, foreclosures and write-offs, but also necessitate further increases to our allowance for loan losses. If customers default on the
repayment of their loans, our profitability could be adversely affected. A borrower�s default on its obligations under one or more of our loans
may result in lost principal and interest income and increased operating expenses as a result of the allocation of management time and resources

Edgar Filing: FIRST NATIONAL LINCOLN CORP /ME/ - Form 10-K

11



to the collection and work-out of the loans. If collection efforts are unsuccessful or acceptable workout arrangements cannot be reached, we may
have to write-off the loans in whole or in part. Although we may acquire real estate or other assets that secure the defaulted loans through
foreclosure or other similar remedies, the amount owed under the defaulted loans may exceed the value of the assets acquired.

Management periodically makes a determination of our allowance for loan losses based on available information, including the quality of our
loan portfolio, economic conditions, the value of the underlying collateral and the level of our non-accruing loans. If assumptions prove to be
incorrect, our allowance may not be sufficient. Increases in this allowance will result in an expense for the period. If, as a result of general
economic conditions or an increase in non-performing loans, Management determines that an increase in our allowance for loan losses is
necessary, we may incur additional expenses.

As an integral part of their examination process, bank regulatory agencies periodically review our allowance for loan losses and the value we
attribute to real estate acquired through foreclosure or other similar remedies. These regulatory agencies may require us to adjust our
determination of the value of these items. These adjustments could negatively impact our results of operations or financial condition.

Because we serve primarily individuals and smaller businesses located in coastal Maine, the ability of customers to repay their loans is impacted
by the economic conditions in this area. In addition, our ability to continue to originate loans may be impaired by adverse changes in local and
regional economic conditions. These events also could have an adverse effect on the value of our collateral and our financial condition.

In the course of business, we may acquire, through foreclosure, properties securing loans that are in default. In commercial real estate lending,
there is a risk that hazardous substances could be discovered on these properties. In this event, we might be required to remove these substances
from the affected properties at our sole cost and expense. The cost of this removal could exceed the value of the affected properties. We may not
have adequate remedies against the prior owners or other responsible parties and could find it difficult or impossible to sell the affected
properties. The occurrence of one or more of these events could adversely affect our financial condition or operating results.

Liquidity and funding.

We have traditionally obtained funds principally through deposits and borrowings. As a general matter, deposits are a lower-cost source of funds
than borrowings, because interest rates paid for deposits are typically less than interest rates charged for borrowings. If, as a result of competitive
pressures, market interest rates, general economic conditions or other events, the balance of our deposits decreases relative to our overall
banking operations, we may have to rely more heavily on borrowings as a source of funds in the future. Such an increased reliance on
borrowings could have a negative impact on our results of operations or financial condition. In addition, fluctuations in interest rates may result
in disintermediation, which is the flow of funds away from depository institutions into direct investments that pay higher rates of return, and may
affect the value of our investment securities and other interest-earning assets.

Our access to funding sources in amounts adequate to finance our activities could be impaired by factors that affect us specifically or the
financial services industry in general. Factors that could detrimentally impact our access to liquidity sources include a decrease in the level of
our business activity due to a market downturn or adverse regulatory action against us. Our ability to borrow could also be impaired by factors
that are not specific to us, such as a severe disruption of the financial markets or negative views and expectations about the prospects for the
financial services industry as a whole should the recent turmoil faced by banking organizations in the domestic and worldwide credit markets
continue or worsen.

Loss of lower-cost funding sources.

Checking and savings, NOW, and money market deposit account balances and other forms of customer deposits can decrease when customers
perceive alternative investments, such as the stock market, as providing a better risk/return tradeoff. If customers move money out of bank
deposits and into other investments, we could lose a relatively low cost source of funds, increasing our funding costs and reducing our net
interest income and net income. Advances from the Federal Home Loan Bank of Boston (�FHLB�) are currently a relatively low-cost source of
funding. The availability of qualified collateral on the Bank�s balance sheet determines the level of advances available from FHLB and a
deterioration in quality in the Bank�s loan portfolio can adversely impact the availability of this source of funding.

Competition in the financial services industry.

We face substantial competition in all areas of our operations from a variety of different competitors, many of which are larger and may have
more financial resources than we do. We compete with other providers of financial services such as commercial and savings banks, savings and
loan associations, credit unions, money market and mutual funds, mortgage companies, title agencies, asset managers, insurance companies and
a large list of other local, regional and national institutions which offer financial services. Mergers between financial institutions within Maine
and in neighboring states have added competitive pressure. If we are unable to compete effectively, we will lose market share and our income
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generated from loans, deposits, and other financial products will decline.

Allowance for loan losses may be insufficient.

The Bank maintains an allowance for loan losses based on, among other things, national and regional economic conditions, historical loss
experience and delinquency trends. We make various assumptions and judgments about the collectability of our loan portfolio, including the
creditworthiness of borrowers and the value of the real estate and other assets serving as collateral for the repayment of loans. In determining the
size of the allowance for loan losses, we rely on our experience and our evaluation of economic conditions. However, we cannot predict loan
losses with certainty, and we cannot provide assurance that charge-offs in future periods will not exceed the allowance for loan losses. During
2008, the Bank experienced incremental increases in both non-performing loans and net loan charge-offs, as compared to prior periods. No
assurance can be given that the economic and market conditions precedent will improve or will not further deteriorate. Hence, the persistence or
worsening of such conditions could result in an increase in delinquencies, could cause a decrease in our interest income, or could continue to
have an adverse impact on our loan loss experience, which, in turn, may necessitate increases to our allowance for loan losses. If net charge-offs
exceed the Bank�s allowance, its earnings would decrease. In addition, regulatory agencies review the Bank�s allowance for loan losses and may
require additions to the allowance based on their judgment about information available to them at the time of their examination. Management
could also decide that the allowance for loan losses should be increased. An increase in the Bank�s allowance for loan losses could reduce its
earnings.

Changes in primary market area could adversely impact results of operations and financial condition.

Most of the Bank�s lending is in Mid-Coast and Down East Maine. As a result of this geographic concentration, a significant broad-based
deterioration in economic conditions in this area or Northern New England could have a material adverse impact on the quality of the Bank�s
loan portfolio, and accordingly, our results of operations. Such a decline in economic conditions could impair borrowers� ability to pay
outstanding principal and interest on loans when due, and, consequently, adversely affect the cash flows of our business.

The Bank�s loan portfolio is largely secured by real estate collateral. A substantial portion of the real and personal property securing the loans in
the Bank�s portfolio is located in Mid-Coast and Down East Maine. Conditions in the real estate market in which the collateral for the Bank�s
loans is located strongly influence the level of the Bank�s non-performing loans and results of operations. A decline in the Mid-Coast and Down
East Maine area real estate market, as well as other external factors, could adversely affect the Bank�s loan portfolio.

Operational risk.

We face the risk that the design of our controls and procedures, including those to mitigate the risk of fraud by employees or outsiders, may
prove to be inadequate or are circumvented, thereby causing delays in detection of errors or inaccuracies in data and information. Management
regularly reviews and updates 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,
assurances that the objectives of the system are met. Any failure or circumvention of our controls and procedures or failure to comply with
regulations related to controls and procedures could have a material adverse effect on our business, results of operations and financial condition.

We may also be subject to disruptions of our systems arising from events that are wholly or partially beyond our control (including, for example,
computer viruses or electrical or telecommunications outages), which may give rise to losses in 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 are we) and to the risk that our (or our vendors�) business continuity
and data security systems prove to be inadequate.

Our performance is largely dependent on the talents and efforts of highly skilled individuals. There is intense competition in the financial
services industry for qualified employees. In addition, we face increasing competition with businesses outside the financial services industry for
the most highly skilled individuals. Our business operations could be adversely affected if we were unable to attract new employees and retain
and motivate our existing employees.

Claims and litigation pertaining to fiduciary responsibility or lender liability.

From time to time as part of our normal course of business, customers make claims and take legal action against the Bank based on actions or
inactions of the Bank. If such claims and legal actions are not resolved in a manner favorable to us, they may result in financial liability and/or
adversely affect the market perception of the Company and its products and services. This may also impact customer demand for the Company�s
products and services. Any financial liability or reputation damage could have a material adverse effect on our business, which, in turn, could
have a material adverse effect on our financial condition and results of operations.

There may not be a robust trading market for the Common Stock.
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Although our common stock is traded on the NASDAQ Global Select market, the trading volume of the common stock has historically not been
substantial. Over the five-year period ending December 31, 2008, for example, the average weekly trading volume of our common stock has
been 26,147 shares or approximately 0.27% of the outstanding common stock. Due to the limited trading volume in our common stock, the
intraday spread between bid and ask prices has been as high as 34.0% of the bid price of the shares over this time period. There can be no
assurance that a more robust, active or economical trading market for our common stock will develop. The market value and liquidity of our
common stock may, as a result, be adversely affected.

The price of our common stock may fluctuate.

The price of our common stock on the NASDAQ Global Select Market constantly changes and recently, given the uncertainty in the financial
markets, has fluctuated widely. We expect the market price of our common stock will continue to fluctuate. Holders of our common stock will
be subject to the risk of volatility and changes in prices. Our common stock price can fluctuate as a result of many factors which are beyond our
control, including:

� quarterly fluctuations in our operating and financial results;
� operating results that vary from the expectations of Management, securities analysts and investors;
� changes in expectations as to our future financial performance, including financial estimates by securities analysts;
� events negatively impacting the financial services industry which result in a general decline for the industry;
� announcements of material developments affecting our operations or our dividend policy;
� future sales of our equity securities;
� new laws or regulations or new interpretations of existing laws or regulations applicable to our business;
� changes in accounting standards, policies, guidance, interpretations or principles; and
� general domestic economic and market conditions.
In addition, recently the stock market generally has experienced extreme price and volume fluctuations, and industry factors and general
economic and political conditions and events, such as economic slowdowns or recessions, interest rate changes or credit loss trends, could also
cause our stock price to decrease regardless of our operating results.

Future offerings of debt or other securities may adversely affect the market price of our stock.

In the future, we may attempt to increase our capital resources or, if our or the Bank�s capital ratios approach or fall below the required
minimums, we or the Bank could be forced to raise additional capital by making additional offerings of debt or preferred equity securities,
including medium-term notes, trust preferred securities, senior or subordinated notes and preferred stock. Upon liquidation, holders of our debt
securities and shares of preferred stock and lenders with respect to other borrowings will receive distributions of our available assets prior to the
holders of our common stock. Additional equity offerings may dilute the value for existing shareholders or reduce the market price of our
common stock, or both. Holders of our common stock are not entitled to preemptive rights or other protections against dilution.

ITEM 1B. Unresolved Staff Comments

None

ITEM 2. Properties

The principal office of the Company and the Bank is located in Damariscotta, Maine. The Bank operates 14 full-service banking offices in four
counties in the Mid-Coast and Down East regions of Maine:

Lincoln County Knox County Hancock County Washington County
Boothbay Harbor Camden Bar Harbor Eastport
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Damariscotta Rockland Blue Hill Calais
Waldoboro Rockport Ellsworth
Wiscasset Northeast Harbor

Southwest Harbor

First Advisors, the investment management and trust division of the Bank, operates from two offices in Bar Harbor, and Damariscotta. The Bank
also maintains an Operations Center in Damariscotta.

The Company owns all of its facilities except for the land on which the Ellsworth branch is located, and except for the Camden, Calais,
Northeast Harbor, and Southwest Harbor drive-up facilities, for which the Bank entered into long-term leases. Management believes that the
Bank�s current facilities are suitable and adequate in light of its current needs and its anticipated needs over the near term.

ITEM 3. Legal Proceedings

There are no material pending legal proceedings to which the Company or the Bank is a party or to which any of its property is subject, other
than routine litigation incidental to the business of the Bank. None of these proceedings is expected to have a material effect on the financial
condition of the Company or of the Bank.

ITEM 4. Submission of Matters to a Vote of Security Holders

On December 29, 2008, at a special meeting of shareholders, the Company�s stockholders approved an amendment to the Company�s Articles of
Incorporation authorizing the issuance of up to 1,000,000 shares of preferred stock, of which 25,000 shares were issued on January 9, 2009 to
the U.S. Treasury under the CPP program. 5,251,196 shares were voted in favor of the amendment, 971,830 shares were voted against
and16,735 shares were abstentions or broker non-votes.

ITEM 5. Market for Registrant�s Common Equity and Related Shareholder Matters

The common stock of The First Bancorp (ticker symbol FNLC) trades on the NASDAQ Global Select Market System. The following table
reflects the high and low prices of actual sales in each quarter of 2008 and 2007. Such quotations do not reflect retail mark-ups, mark-downs or
brokers� commissions.

2008 2007
High Low High Low

1st Quarter $15.74 $13.95 $16.84 $15.64
2nd Quarter 18.00 13.65 17.00 15.50
3rd Quarter 23.05 12.88 17.50 13.60
4th Quarter 22.98 12.84 15.95 14.20

The last transaction in the Company�s stock on NASDAQ during 2008 was on Decemb
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