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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, DC 20549

FORM 10-Q

[X] Quarterly Report Pursuant to Section 13 or 15(d) of The Securities Exchange Act of 1934
For the quarterly period ended September 30, 2018

Commission File Number 0-26589

THE FIRST BANCORP, INC.

(Exact name of Registrant as specified in its charter)

MAINE 01-0404322
(State or other jurisdiction of incorporation or organization) (I.R.S. Employer Identification No.)

MAIN STREET, DAMARISCOTTA, MAINE 04543
(Address of principal executive offices) (Zip code)

(207) 563-3195
Registrant's telephone number, including area code

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

Yes [X] No[_]

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site,

if any, every,Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files).

Yes [X] No[_]

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, non-accelerated filer, or
a smaller

reporting company. See the definitions of "large accelerated filer,
company" in Rule

12b-2 of the Exchange Act. (Check one):

nn

accelerated filer" and "smaller reporting

Large accelerated filer [_] Accelerated filer [X] Non-accelerated filer [ ] Smaller reporting company [_]
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Emerging growth company [_]

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended
transition period for complying with any new or revised financial accounting standards provided pursuant to
Section 13(a) of the Exchange Act. [_]

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act).
Yes[ ] No [X]

Indicate the number of shares outstanding of each of the registrant's classes of common stock as of November 1, 2018

Common Stock: 10,860,334 shares
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Part I. Financial Information
Selected Financial Data (Unaudited)
The First Bancorp, Inc. and Subsidiary
As of and for the nine As of and for the

Dollars in thousands, months ended quarter ended

September 30, September 30,
except for per share amounts 2018 2017 2018 2017
Summary of Operations
Interest Income $51,742 $45,010 $18,086 $15,517
Interest Expense 14,528 9,915 5,550 3,563
Net Interest Income 37,214 35,095 12,536 11,954
Provision for Loan Losses 1,333 1,750 333 750
Non-Interest Income 9,347 9,338 3,034 3,493
Non-Interest Expense 24,971 23,351 8,216 8,013
Net Income 17,173 14,502 5,933 4,982
Per Common Share Data
Basic Earnings per Share $1.59 $1.35 $0.55 $0.46
Diluted Earnings per Share 1.58 1.34 0.55 0.46
Cash Dividends Declared 0.82 0.71 0.29 0.24
Book Value per Common Share 17.01 16.62 17.01 16.62
Tangible Book Value per Common Share? 14.25 13.84 14.25 13.84
Market Value 28.97 30.31 28.97 30.31
Financial Ratios
Return on Average Equity' 12.47 % 10.86 %12.63 % 10.91 %
Return on Average Tangible Common Equity"” 14.90 % 13.06 %15.05 % 13.08 %
Return on Average Assets' 1.21 % 1.09 %1.21 % 1.09 %
Average Equity to Average Assets 9.72 % 10.03 9%9.59 % 10.02 %
Average Tangible Equity to Average Assets”  8.14 % 8.35 % 8.05 % 8.36 %
Net Interest Margin Tax-Equivalent'’ 2.90 % 3.03 %2.83 % 3.02 %
Dividend Payout Ratio 51.57 % 52.59 %52.73 % 52.17 %
Allowance for Loan Losses/Total Loans 0.94 % 0.98 %0.94 % 0.98 %
Non-Performing Loans to Total Loans 1.14 % 1.46 %1.14 % 1.46 %
Non-Performing Assets to Total Assets 0.74 % 0.94 %0.74 % 0.94 %
Efficiency Ratio’ 51.86 % 49.51 %50.82 % 49.88 %
At Period End
Total Assets $1,981,854 $1,781,701 $1,981,854 $1,781,701
Total Loans 1,243,558 1,121,086 1,243,558 1,121,086
Total Investment Securities 574,425 552,476 574,425 552,476
Total Deposits 1,514,911 1,350,049 1,514,911 1,350,049
Total Shareholders' Equity 184,661 179,882 184,661 179,882

'Annualized using a 365-day basis for both 2018 and 2017.
*These ratios use non-GAAP financial measures. See Management's Discussion and Analysis of Financial
Condition and Results of Operations for additional disclosures and information.
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Item 1 — Financial Statements

Report of Independent Registered Public Accounting Firm

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

We have reviewed the accompanying interim consolidated financial information of The First Bancorp, Inc. and
Subsidiary as of September 30, 2018 and 2017 and for the three-month and nine-month periods then ended. These
financial statements are the responsibility of the Company's management.

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

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

/s/ Berry Dunn McNeil & Parker, LLC
Bangor, Maine
November 9, 2018

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

Assets
Cash and cash equivalents
Interest bearing deposits in other banks

Securities available for sale

Securities to be held to maturity (fair value of $249,890,000 at September 30, 2018,
$259,655,000 at December 31, 2017 and $245,021,000 at September 30, 2017)

Restricted equity securities, at cost

Loans held for sale

Loans

Less allowance for loan losses

Net loans

Accrued interest receivable

Premises and equipment, net

Other real estate owned

Goodwill

Other assets

Total assets

Liabilities

Demand deposits

NOW deposits

Money market deposits

Savings deposits

Certificates of deposit

Total deposits

Borrowed funds — short term

Borrowed funds — long term

Other liabilities

Total liabilities

Shareholders' equity

Common stock, one cent par value per share
Additional paid-in capital

Retained earnings

Accumulated other comprehensive income (loss)
Net unrealized loss on securities available for sale
Net unrealized loss on securities transferred from available for sale to held to maturity
Net unrealized gain on cash flow hedging derivative instruments
Net unrealized loss on postretirement benefit costs
Total shareholders' equity

Total liabilities & shareholders' equity
Common Stock

Number of shares authorized

Number of shares issued and outstanding

Book value per common share

Tangible book value per common share

September 30,
2018

$21,649,000
51,045,000
305,444,000

257,395,000

11,586,000
1,134,000
1,243,558,000
11,682,000
1,231,876,000
7,095,000
21,451,000
584,000
29,805,000
42,790,000
$1,981,854,000

$170,728,000
357,834,000
129,516,000
237,424,000
619,409,000
1,514,911,000
200,160,000
65,114,000
17,008,000
1,797,193,000

109,000
62,497,000
129,247,000

(9,133,000 )
(194,000 )
2,282,000
(147,000 )
184,661,000
$1,981,854,000

18,000,000
10,857,116
$17.01
$14.25

December 31,
2017

$19,207,000
860,000
300,172,000

256,567,000

10,358,000
386,000
1,164,139,000
10,729,000
1,153,410,000
5,867,000
22,502,000
1,012,000
29,805,000
42,784,000
$1,842,930,000

$145,332,000
318,043,000
163,898,000
232,605,000
559,001,000
1,418,879,000
113,638,000
115,120,000
13,972,000
1,661,609,000

108,000
61,747,000
121,144,000

(2,901,000 )
(174,000 )
1,544,000
(147,000 )
181,321,000
$1,842,930,000

18,000,000
10,829,918
$16.74
$13.97

September 30,
2017

$22,375,000
584,000
298,999,000

242,679,000

10,798,000
434,000
1,121,086,000
11,012,000
1,110,074,000
5,820,000
21,731,000
320,000
29,805,000
38,082,000
$1,781,701,000

$ 158,797,000
325,695,000
134,257,000
234,456,000
496,844,000
1,350,049,000
119,207,000
115,121,000
17,442,000
1,601,819,000

108,000
61,446,000
118,360,000

(825,000 )
(140,000 )
1,035,000
(102,000 )
179,882,000
$1,781,701,000

18,000,000
10,824,724
$16.62
$13.84

See Report of Independent Registered Public Accounting Firm. The accompanying notes are an integral part of these consolidated financial

statements.
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Consolidated Statements of Income and Comprehensive Income (Unaudited)
The First Bancorp, Inc. and Subsidiary

For the nine months ended For the quarter ended

September 30, September 30,

2018 2017 2018 2017
Interest income
Interest and fees on loans (includes tax-exempt income of $822,000 as of September
30, 2018 and $589,000 as of September 30, 2017) $39,164,000 $33,415,000 $13,735,000 $11,648,000
Interest on deposits with other banks 132,000 46,000 115,000 23,000
Interest and dividends on investments (includes tax-exempt income of $5,208,000 as

of September 30, 2018 and $4,890,000 as of September 30, 2017) 12,446,000 11,549,000 4,236,000 3,846,000

Total interest income 51,742,000 45,010,000 18,086,000 15,517,000
Interest expense
Interest on deposits 11,131,000 6,769,000 4,274,000 2,473,000
Interest on borrowed funds 3,397,000 3,146,000 1,276,000 1,090,000
Total interest expense 14,528,000 9,915,000 5,550,000 3,563,000
Net interest income 37,214,000 35,095,000 12,536,000 11,954,000
Provision for loan losses 1,333,000 1,750,000 333,000 750,000
Net interest income after provision for loan losses 35,881,000 33,345,000 12,203,000 11,204,000
Non-interest income
Investment management and fiduciary income 2,285,000 1,995,000 743,000 655,000
Service charges on deposit accounts 1,624,000 1,562,000 527,000 511,000
Net securities gains 137,000 471,000 1,000 468,000
Mortgage origination and servicing income, net of amortization 1,042,000 1,260,000 350,000 499,000
Other operating income 4,259,000 4,050,000 1,413,000 1,360,000
Total non-interest income 9,347,000 9,338,000 3,034,000 3,493,000
Non-interest expense
Salaries and employee benefits 13,230,000 12,110,000 4,460,000 4,267,000
Occupancy expense 1,871,000 1,816,000 574,000 589,000
Furniture and equipment expense 2,816,000 2,702,000 972,000 942,000
FDIC insurance premiums 950,000 762,000 337,000 259,000
Amortization of identified intangibles 32,000 32,000 10,000 10,000
Other operating expense 6,072,000 5,929,000 1,863,000 1,946,000
Total non-interest expense 24,971,000 23,351,000 8,216,000 8,013,000
Income before income taxes 20,257,000 19,332,000 7,021,000 6,684,000
Income tax expense 3,084,000 4,830,000 1,088,000 1,702,000
NET INCOME $17,173,000 $14,502,000 $5,933,000 $4,982,000
Basic earnings per common share $1.59 $1.35 $0.55 $0.46
Diluted earnings per common share $1.58 $1.34 $0.55 $0.46
Other comprehensive income (loss) net of tax
Net unrealized gain (loss) on securities available for sale (6,232,000 ) 110,000 (1,888,000 ) (240,000 )

Net unrealized loss on securities transferred from available for sale to held to

maturity, net of amortization (20,000 ) (11,000 ) (5,000 ) (3,000 )

Net unrealized gain (loss) on cash flow hedging derivative instruments 738,000 (128,000 ) 216,000 (20,000 )
Other comprehensive loss (5,514,000 ) (29,000 ) (1,677,000 ) (263,000 )
Comprehensive income $11,659,000 $14,473,000 $4,256,000 $4,719,000

See Report of Independent Registered Public Accounting Firm.
The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Statements of Changes in Shareholders' Equity (Unaudited)
The First Bancorp, Inc. and Subsidiary

Common stock and Accumulated Total
additional paid-in capital Retained other ,
. . shareholders
earnings comprehensive .
Shares Amount . equity
income (loss)

Balance at December 31, 2016 10,793,946 $60,831,000 $111,693,000 $ (3,000 ) $172,521,000
Net income — — 14,502,000 — 14,502,000
Net unrealized gain on securities available for sale, net of tax — — — 110,000 110,000

Net unrealized loss on cash flow hedging derivative instruments,
net of tax

Net unrealized loss on securities transferred from available for sale
to held to maturity, net of tax

— — — (128,000 ) (128,000 )

— — — (11,000 ) (11,000 )

Comprehensive income — — 14,502,000 (29,000 ) 14,473,000
Cash dividends declared ($0.71 per share) — — (7,682,000 ) — (7,682,000 )
Equity compensation expense — 247,000 — — 247,000
Payment to repurchase common stock (5,560 ) — (153,000 ) (153,000 )
Issuance of restricted stock 18,850 — — — —

Proceeds from sale of common stock 17,488 476,000 — — 476,000
Balance at September 30, 2017 10,824,724 $61,554,000 $118,360,000 $ (32,000 ) $179,882,000
Balance at December 31, 2017 10,829,918 $61,855,000 $121,144,000 $ (1,678,000 ) $181,321,000
Net income — — 17,173,000 — 17,173,000
Net unrealized loss on securities available for sale, net of tax — — — (6,232,000 ) (6,232,000 )
lett (;antr:;lized gain on cash flow hedging derivative instruments, . . 738.000 738.000

Net unrealized loss on securities transferred from available for sale

to held to maturity, net of tax o o _ (20,000 ) (20,000 )

Comprehensive income — — 17,173,000 (5,514,000 ) 11,659,000
Cash dividends declared ($0.82 per share) — — (8,902,000 ) — (8,902,000 )
Equity compensation expense — 285,000 — — 285,000
Payment to repurchase common stock (5,725 ) — (168,000 ) — (168,000 )
Issuance of restricted stock 16,795 — — — —

Proceeds from sale of common stock 16,128 466,000 — — 466,000
Balance at September 30, 2018 10,857,116 $62,606,000 $129,247,000 $(7,192,000 ) $184,661,000

See Report of Independent Registered Public Accounting Firm.
The accompanying notes are an integral part of these consolidated financial statements.

Page 5

31



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

Consolidated Statements of Cash Flows (Unaudited)
The First Bancorp, Inc. and Subsidiary

Cash flows from operating activities

Net income

Adjustments to reconcile net income to net cash provided by operating activities

Depreciation
Change in deferred taxes
Provision for loan losses
Loans originated for resale
Proceeds from sales and transfers of loans
Net gain on sales of loans
Net gain on sale or call of securities
Net amortization of premiums on investments
Net gain on sale of other real estate owned
Provision for losses on other real estate owned
Equity compensation expense
Net increase in other assets and accrued interest
Net increase in other liabilities
Net loss on disposal of premises and equipment
Amortization of investment in limited partnership
Net acquisition amortization

Net cash provided by operating activities
Cash flows from investing activities
Increase in interest-bearing deposits in other banks
Proceeds from sales of securities available for sale

Proceeds from maturities, payments and calls of securities available for sale
Proceeds from maturities, payments and calls of securities to be held to maturity

Proceeds from sales of other real estate owned
Purchases of securities available for sale
Purchases of securities to be held to maturity
Redemption of restricted equity securities
Purchase of restricted equity securities
Net increase in loans
Capital expenditures

Net cash used by investing activities
Cash flows from financing activities
Net increase in demand, savings, and money market accounts
Net increase in certificates of deposit
Net increase (decrease) in short-term borrowings
Advances on long-term borrowings
Repayment on long-term borrowings
Payment to repurchase common stock
Proceeds from sale of common stock
Dividends paid

Net cash provided by financing activities
Net increase in cash and cash equivalents

For the nine months ended
September 30,September 30,
2018 2017

$17,173,000 $ 14,502,000

1,347,000 1,378,000
(591,000 ) 98,000
1,333,000 1,750,000
(6,343,000 ) (29,422,000 )
5,895,000 30,323,000
(300,000 ) (553,000 )
(137,000 ) (471,000 )
1,556,000 2,651,000
(312,000 ) (74,000 )
— 17,000
285,000 247,000
(289,000 ) (2,677,000 )
4,368,000 61,000
137,000 7,000
133,000 134,000
32,000 32,000
24,287,000 18,003,000

(50,185,000 ) (291,000 )
459,000 15,587,000
40,515,000 141,967,000
10,171,000 11,693,000
904,000 336,000
(55,591,000 ) (158,330,000)
(10,987,000 ) (27,379,000 )
— 1,132,000
(1,228,000 ) —
(79,963,000 ) (50,660,000 )
(433,000 ) (914,000 )
(146,338,000) (66,859,000 )

35,624,000 86,868,000
60,408,000 20,224,000
116,516,000 (94,538,000 )
— 50,000,000
(80,000,000 ) (35,000 )
(168,000 ) (153,000 )
466,000 476,000
(8,353,000 ) (8,977,000 )
124,493,000 53,865,000
2,442,000 5,009,000
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Cash and cash equivalents at beginning of period 19,207,000 17,366,000
Cash and cash equivalents at end of period $21,649,000 $22,375,000

Interest paid $14,349,000 $9,789,000

Income taxes paid 1,762,000 3,950,000

Non-cash transactions

Net transfer from loans to other real estate owned $164,000 $224,000

See Report of Independent Registered Public Accounting Firm.
The accompanying notes are an integral part of these consolidated financial statements.
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Notes to Consolidated Financial Statements
The First Bancorp, Inc. and Subsidiary

Note 1 — Basis of Presentation

The First Bancorp, Inc. ("the Company") is a financial holding company that owns all of the common stock of First
National Bank ("the Bank"). The accompanying unaudited consolidated financial statements have been prepared in
accordance with accounting principles generally accepted in the United States of America ("GAAP") for interim
financial information and with the instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly, they do
not include all of the information and footnotes required by GAAP for complete financial statements. In the opinion of
Management, all adjustments (consisting of normally recurring accruals) considered necessary for a fair presentation
have been included. All significant intercompany transactions and balances are eliminated in consolidation. The
income reported for the 2018 period is not necessarily indicative of the results that may be expected for the year
ending December 31, 2018. For further information, refer to the consolidated financial statements and notes included
in the Company's annual report on Form 10-K for the year ended December 31, 2017.

Subsequent Events

Events occurring subsequent to September 30, 2018, have been evaluated as to their potential impact to the financial
statements.

Note 2 — Investment Securities
The following table summarizes the amortized cost and estimated fair value of investment securities at September 30,
2018:

Amortized Unrealized Unrealized  Fair Value

Cost Gains Losses (Estimated)
Securities available for sale
U.S. government-sponsored agencies $5,000,000 $— $(21,000 ) $4,979,000
Mortgage-backed securities 303,793,000 77,000 (11,300,000 ) 292,570,000
State and political subdivisions 4,955,000 — (317,000 ) 4,638,000
Other equity securities 3,257,000 — — 3,257,000

$317,005,000 $77,000  $(11,638,000) $305,444,000
Securities to be held to maturity

U.S. Government-sponsored agencies $11,155,000 $— $(767,000 ) $10,388,000
Mortgage-backed securities 19,244,000 326,000 (460,000 ) 19,110,000
State and political subdivisions 222,696,000 639,000 (7,243,000 ) 216,092,000
Corporate securities 4,300,000 — — 4,300,000

$257,395,000 $965,000 $(8,470,000 ) $249,890,000
Restricted equity securities

Federal Home Loan Bank Stock $10,549,000 $— $— $10,549,000
Federal Reserve Bank Stock 1,037,000 — — 1,037,000

$11,586,000 $— $— $11,586,000
Page 7
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The following table summarizes the amortized cost and estimated fair value of investment securities at December 31,

2017:

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

Securities to be held to maturity

U.S. Government-sponsored agencies $11,155,000 $—

Mortgage-backed securities
State and political subdivisions
Corporate securities

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

Unrealized Unrealized Fair Value
Gains Losses (Estimated)

Amortized
Cost

$293,689,000 $722,000
6,860,000 16,000
3,296,000 121,000
$303,845,000 $859,000

$(4,422,000) $289,989,000
(107,000 ) 6,769,000
(3,000 ) 3,414,000
$(4,532,000) $300,172,000

$(180,000 ) $10,975,000

23,284,000 568,000 (128,000 ) 23,724,000
217,828,000 3,931,000 (1,103,000 ) 220,656,000
4,300,000 — — 4,300,000

$256,567,000 $4,499,000 $(1,411,000) $259,655,000

$9,321,000 $— $— $9,321,000
1,037,000 — — 1,037,000
$10,358,000 $— $— $10,358,000

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

2017:

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

Securities to be held to maturity

U.S. Government-sponsored agencies $11,154,000 $—

Mortgage-backed securities
State and political subdivisions
Corporate securities

Restricted equity securities

Federal Home Loan Bank Stock
Federal Reserve Bank Stock

Page 8

Unrealized Unrealized Fair Value
Gains Losses (Estimated)

Amortized
Cost

$290,151,000 $1,339,000 $(2,701,000) $288,789,000
6,860,000 28,000 (46,000 ) 6,842,000
3,257,000 113,000 (2,000 ) 3,368,000
$300,268,000 $1,480,000 $(2,749,000) $298,999,000

$(197,000 ) $10,957,000

24,993,000 731,000 (40,000 ) 25,684,000
202,232,000 3,640,000 (1,792,000 ) 204,080,000
4,300,000 — — 4,300,000

$242,679,000 $4,371,000 $(2,029,000) $245,021,000

$9,761,000 $— $— $9,761,000
1,037,000 — — 1,037,000
$10,798,000 $— $— $10,798,000
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The following table summarizes the contractual maturities of investment securities at September 30, 2018:

Securities available for sale Securities to be held to maturity

Amortized Fair Value Amortized Fair Value

Cost (Estimated) Cost (Estimated)
Due in 1 year or less $— $— $1,796,000 $1,800,000

Duein 1to5years 13,961,000 13,886,000 21,463,000 21,468,000
Duein 5to 10 years 69,317,000 67,434,000 155,997,000 152,154,000
Due after 10 years 230,470,000 220,867,000 78,139,000 74,468,000
Equity securities 3,257,000 3,257,000 — —
$317,005,000 $305,444,000 $257,395,000 $249,890,000

The following table summarizes the contractual maturities of investment securities at December 31, 2017:

Securities available for sale Securities to be held to maturity

Amortized Fair Value Amortized Fair Value

Cost (Estimated) Cost (Estimated)
Due in 1 year or less $111,000 $112,000 $635,000 $637,000
Duein 1 to 5 years 841,000 842,000 18,059,000 18,164,000

Due in 5 to 10 years 29,003,000 29,177,000 37,182,000 37,719,000

Due after 10 years 270,594,000 266,627,000 200,691,000 203,135,000

Equity securities 3,296,000 3,414,000 — —
$303,845,000 $300,172,000 $256,567,000 $259,655,000

The following table summarizes the contractual maturities of investment securities at September 30, 2017:

Securities available for sale Securities to be held to maturity

Amortized Fair Value Amortized Fair Value

Cost (Estimated) Cost (Estimated)
Due in 1 year or less $176,000 $179,000 $552,000 $559,000
Duein 1 to 5 years 856,000 859,000 17,241,000 17,485,000

Due in 5 to 10 years 33,550,000 33,987,000 37,218,000 37,963,000

Due after 10 years 262,429,000 260,606,000 187,668,000 189,014,000

Equity securities 3,257,000 3,368,000 — —
$300,268,000 $298,999,000 $242,679,000 $245,021,000

At September 30, 2018, securities with a fair value of $302,129,000 were pledged to secure public deposits,
repurchase agreements, and for other purposes as required by law. This compares to securities with a fair value of
$231,516,000 as of December 31, 2017 and $233,733,000 at September 30, 2017, pledged for the same purposes.
Gains and losses on the sale of securities available for sale are computed by subtracting the amortized cost at the time
of sale from the security's selling price, net of accrued interest to be received. The following table shows securities

gains and losses for the nine months and quarters ended September 30, 2018 and 2017:
For the nine months ended For the quarter ended

September 30, September 30,

2018 2017 2018 2017
Proceeds from sales of securities $459,000 $15,587,000 $—  $15,584,000
Gross realized gains 137,000 471,000 1,000 468,000
Gross realized losses — — — —
Net gain $137,000 $471,000 $1,000 $468,000
Related income taxes $29,000 $165,000 $—  $164,000
Page 9
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Management reviews securities with unrealized losses for other than temporary impairment. As of September 30,
2018, there were 596 securities with unrealized losses held in the Company's portfolio. These securities were
temporarily impaired as a result of changes in interest rates reducing their fair value, of which 185 had been
temporarily impaired for 12 months or more. At September 30, 2018, there were no material changes in the credit
quality of these securities resulting in other than temporary impairment, and in Management's opinion, no additional
write-down for other-than-temporary impairment is warranted. Information regarding securities temporarily impaired
as of September 30, 2018 is summarized below:

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

U.S.

Government-sponsored $7,753,000 $(247,000 ) $7,614,000 $(541,000 ) $15,367,000 $(788,000 )
agencies

Mortgage-backed securities 154,611,000 (4,333,000 ) 143,771,000 (7,427,000 ) 298,382,000 (11,760,000 )

State and political 105,233,000 (3,255,000 ) 38,491,000 (4,305,000 ) 143,724,000 (7,560,000 )
subdivisions

$267,597,000 $(7,835,000) $189,876,000 $(12,273,000) $457,473,000 $(20,108,000)
As of December 31, 2017, there were 241 securities with unrealized losses held in the Company's portfolio. These
securities were temporarily impaired as a result of changes in interest rates reducing their fair value, of which 157 had

been temporarily impaired for 12 months or more. Information regarding securities temporarily impaired as of
December 31, 2017 is summarized below:

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

;Jéesﬁcci}:svemment_sponsored $7,161,000  $(94,000 ) $3,814,000 $(86,000 ) $10,975,000 $(180,000 )

Mortgage-backed securities 132,025,000 (1,857,000 ) 101,707,000 (2,693,000 ) 233,732,000 (4,550,000 )

State and political 0425000 (149,000 ) 38,864,000 (1,061,000 ) 48,289,000 (1,210,000 )

subdivisions

Other equity securities — — 9,000 (3,000 ) 9,000 (3,000 )
$148,611,000 $(2,100,000) $144,394,000 $(3,843,000) $293,005,000 $(5,943,000 )

As of September 30, 2017, there were 229 securities with unrealized losses held in the Company's portfolio. These
securities were temporarily impaired as a result of changes in interest rates reducing their fair value, of which 61 had
been temporarily impaired for 12 months or more. Information regarding securities temporarily impaired as of
September 30, 2017 is summarized below:

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

U.S. Government-sponsored ¢, 950 600 §(197.000 ) $— $— $7,958,000  $(197,000 )

agencies
Mortgage-backed securities 147,326,000 (1,635,000 ) 48,015,000 (1,106,000 ) 195,341,000 (2,741,000 )
State and political subdivisions 39,407,000 (1,186,000 ) 12,583,000 (652,000 ) 51,990,000 (1,838,000 )
Other equity securities — — 10,000 (2,000 ) 10,000 (2,000 )

$194,691,000 $(3,018,000) $60,608,000 $(1,760,000) $255,299,000 $(4,778,000)

During the third quarter of 2014, the Company transferred securities with a total amortized cost of $89,780,000 with a
corresponding fair value of $89,757,000 from available for sale to held to maturity. The net unrealized loss, net of
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taxes, on these securities at the date of the transfer was $15,000. The net unrealized holding loss at the time of transfer
continues to be reported in accumulated other comprehensive income (loss), net of tax and is amortized over the
remaining lives of the

Page 10
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securities as an adjustment of the yield. The amortization of the net unrealized loss reported in accumulated other
comprehensive income (loss) will offset the effect on interest income of the discount for the transferred securities. The
remaining unamortized balance of the net unrealized losses for the securities transferred from available for sale to held
to maturity was $194,000 at September 30, 2018. These securities were transferred as a part of the Company's overall
investment and balance sheet strategies.
The Bank is a member of the Federal Home Loan Bank ("FHLB") of Boston, a cooperatively owned wholesale bank
for housing and finance in the six New England States. As a requirement of membership in the FHLB, the Bank must
own a minimum required amount of FHLB stock, calculated periodically based primarily on its level of borrowings
from the FHLB. The Bank uses the FHLB for a portion of its wholesale funding needs. As of September 30, 2018 and
2017, and December 31, 2017, the Bank's investment in FHLB stock totaled $10,549,000, $9,761,000 and $9,321,000,
respectively. FHLB stock is a non-marketable equity security and therefore is reported at cost, which equals par value.
The Company periodically evaluates its investment in FHLB stock for impairment based on, among other factors, the
capital adequacy of the FHLB and its overall financial condition. No impairment losses have been recorded through
September 30, 2018. The Company will continue to monitor its investment in FHLB stock.
Note 3 — Loans
The following table shows the composition of the Company's loan portfolio as of September 30, 2018 and 2017 and at
December 31, 2017:

September 30, 2018 December 31, 2017 September 30, 2017

Commercial

Real estate $366,390,000 29.5 % $323,809,000 27.8 %$301,227,000 269 %

Construction 23,889,000 1.9 % 38,056,000 33 %32,893,000 29 %

Other 188,128,000 15.1 % 181,528,000 15.6 %172,986,000 154 %
Municipal 56,704,000 4.6 % 33,391,000 29 %33,311,000 30 %
Residential

Term 459,449,000 36.8 % 432,661,000 37.1 %429,572,000 383 %

Construction 18,166,000 1.5 % 17,868,000 1.5 %15,495,000 14 %
Home equity line of credit 105,213,000 85 %111,302,000 9.6 %110,178,000 9.8 %
Consumer 25,619,000 2.1  %?25,524,000 22 9%25,424,000 23 %
Total $1,243,558,000 100.0 % $1,164,139,000 100.0%$1,121,086,000 100.0%

Loan balances include net deferred loan costs of $6,428,000 as of September 30, 2018, $5,748,000 as of December 31,
2017, and $5,560,000 as of September 30, 2017. Pursuant to collateral agreements, qualifying first mortgage loans and
commercial real estate loans, which totaled $311,152,000 at September 30, 2018, were used to collateralize
borrowings from the FHLB. This compares to qualifying first mortgages loans which totaled $239,805,000 at
December 31, 2017, and $245,000,000 at September 30, 2017. In addition, commercial, construction and home equity
loans totaling $229,769,000 at September 30, 2018, $290,247,000 at December 31, 2017, and $297,712,000 at
September 30, 2017, were used to collateralize a standby line of credit at the Federal Reserve Bank of Boston that is
currently unused.

Page 11
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For all loan classes, loans over 30 days past due are considered delinquent. Information on the past-due status of loans

by class of financing receivable as of September 30, 2018, is presented in the following table:

Commercial
Real estate
Construction
Other

Municipal

Residential
Term
Construction

Home equity line of credit

Consumer

Total

the following table:

Commercial
Real estate
Construction
Other

Municipal

Residential
Term
Construction

Home equity line of credit

Consumer

Total

the following table:

Commercial
Real estate
Construction
Other

Municipal

Residential
Term
Construction

Home equity line of credit

Consumer

Total

30-59 Days 60-89 Days 90+ Days

Past Due  Past Due
$305,000 $—
;0,000 5_26,000
838,000 2,701,000
1_,883,000 53,000
161,000 14,000

Past Due

$503,000

416,000

1,566,000

565,000
52,000

All
Past Due

$808,000

1,382,000

5,105,000

2,851,000
227,000

Current

$365,582,000
23,889,000
186,746,000
56,704,000

454,344,000
18,166,000
102,362,000
25,392,000

Total

$366,390,000
23,889,000
188,128,000
56,704,000

459,449,000
18,166,000
105,213,000
25,619,000

90+ Days
&
Accruing

$—

199,000

50,000

$3,627,000 $3,644,000 $3,102,000 $10,373,000 $1,233,185,000 $1,243,558,000 $249,000
Information on the past-due status of loans by class of financing receivable as of December 31, 2017, is presented in

30-59 Days 60-89 Days
Past Due  Past Due
$574,000  $80,000
542,000 6,663,000
1,031,000 4,372,000
101,000 370,000
537,000 445,000
159,000 18,000

90+ Days
Past Due

$220,000

574,000

2,256,000

725,000
9,000

All
Past Due

$874,000

7,779,000

7,659,000
471,000
1,707,000
186,000

Current

$322,935,000
38,056,000
173,749,000
33,391,000

425,002,000
17,397,000
109,595,000
25,338,000

Total

$323,809,000
38,056,000
181,528,000
33,391,000

432,661,000
17,868,000
111,302,000
25,524,000

90+ Days
&
Accruing

$—

436,000

9,000

$2,944,000 $11,948,000 $3,784,000 $18,676,000 $1,145,463,000 $1,164,139,000 $445,000
Information on the past-due status of loans by class of financing receivable as of September 30, 2017, is presented in

30-59 Days 60-89 Days 90+ Days

Past Due  Past Due
$415,000 $169,000
3_45,000 2_65,000
295,000 3,668,000
6_45,000 ;0,000
195,000 6,000

Past Due

All
Past Due

$1,387,000 $1,971,000

567,000

1,177,000

1,941,000 5,904,000

986,000
18,000

1,761,000
219,000

Current

$299,256,000
32,893,000
171,809,000
33,311,000

423,668,000

15,495,000
108,417,000
25,205,000

Total

$301,227,000
32,893,000
172,986,000
33,311,000

429,572,000
15,495,000
110,178,000
25,424,000

90+ Days
&
Accruing

$—

344,000

167,000

$1,895,000 $4,238,000 $4,899,000 $11,032,000 $1,110,054,000 $1,121,086,000 $511,000

For all classes, loans are placed on non-accrual status when, based on current information and events, it is probable
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that the Company will be unable to collect all amounts due according to the contractual terms of the loan agreement or
when principal

Page 12
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and interest is 90 days or more past due unless the loan is both well secured and in the process of collection (in which
case the loan may continue to accrue interest in spite of its past due status). A loan is "well secured" if it is secured (1)
by collateral in the form of liens on or pledges of real or personal property, including securities, that have a realizable
value sufficient to discharge the debt (including accrued interest) in full, or (2) by the guarantee of a financially
responsible party. A loan is "in the process of collection" if collection of the loan is proceeding in due course either (1)
through legal action, including judgment enforcement procedures, or, (2) in appropriate circumstances, through
collection efforts not involving legal action which are reasonably expected to result in repayment of the debt or in its
restoration to a current status in the near future.

Cash payments received on non-accrual loans, which are included in impaired loans, are applied to reduce the loan's
principal balance until the remaining principal balance is deemed collectible, after which interest is recognized when
collected. As a general rule, a loan may be restored to accrual status when payments are current for a substantial
period of time, generally six months, and repayment of the remaining contractual amounts is expected, or when it
otherwise becomes well secured and in the process of collection. Information on nonaccrual loans as of September 30,

2018 and 2017 and at December 31, 2017 is presented in the following table:
September 30, December 31, September 30,

2018 2017 2017
Commercial

Real estate $964,000 $752,000  $1,929,000

Construction — — —

Other 9,330,000 9,357,000 9,520,000
Municipal — — —
Residential

Term 3,042,000 3,778,000 3,875,000

Construction — — —

Home equity line of credit 834,000 833,000 1,001,000
Consumer 2,000 16,000 51,000
Total $14,172,000 $14,736,000 $16,376,000

Impaired loans include troubled debt restructured ("TDR") and loans placed on non-accrual. These loans are measured
at the present value of expected future cash flows discounted at the loan's effective interest rate or at the fair value of
the collateral if the loan is collateral dependent. If the measure of an impaired loan is lower than the recorded
investment in the loan and estimated selling costs, a specific reserve is established for the difference, or, in certain
situations, if the measure of an impaired loan is lower than the recorded investment in the loan and estimated selling
costs, the difference is written off.
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A breakdown of impaired loans by class of financing receivable as of and for the period ended September 30, 2018 is
presented in the following table:

For the nine For the quarter

months ended ended September

September 30, 2018 30, 2018

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

on a cash basis as received.

Page 14

Recorded Ur}pa_id Related Average Recognized Average Recognized
Investment Principal Allowance Recorded Interest Recorded Interest
Balance Investment Income Investment Income
With No Related Allowance
Commercial

Real estate $5,954,000 $6,275,000 $— $5,099,000 $ 194,000 $5,966,000 $ 84,000

Construction 741,000 741,000 — 773,000 32,000 741,000 11,000

Other 1,926,000 2,044,000 — 2,146,000 25,000 1,865,000 8,000
Municipal — — — — — — —
Residential

Term 9,019,000 10,201,000 — 9,515,000 222,000 9,200,000 71,000

Construction — — — — — — —

Home equity line of credit 1,068,000 1,128,000 — 1,014,000 15,000 1,033,000 6,000

Consumer — — — 14,000 — 10,000 —
$18,708,000 $20,389,000 $— $18,561,000 $ 488,000 $18,815,000 $ 180,000

With an Allowance Recorded

Commercial

Real estate $3,456,000 $3,474,000 $265,000 $3,700,000 $97,000 $3,461,000 $ 30,000

Construction — — — — — — —

Other 7,923,000 8,231,000 1,890,000 7,345,000 — 7,682,000 —
Municipal — — — — — — —
Residential

Term 1,909,000 2,085,000 238,000 2,054,000 70,000 2,108,000 22,000

Construction — — — — — — —

Home equity line of credit 100,000 100,000 7,000 92,000 — 100,000 —

Consumer 2,000 15,000 2,000 — — 1,000 —
$13,390,000 $13,905,000 $2,402,000 $13,191,000 $ 167,000 $13,352,000 $ 52,000

Total

Commercial

Real estate $9,410,000 $9,749,000 $265,000 $8,799,000 $291,000 $9,427,000 $ 114,000

Construction 741,000 741,000 — 773,000 32,000 741,000 11,000

Other 9,849,000 10,275,000 1,890,000 9,491,000 25,000 9,547,000 8,000
Municipal — — — — — — —
Residential

Term 10,928,000 12,286,000 238,000 11,569,000 292,000 11,308,000 93,000

Construction — — — — — — —

Home equity line of credit 1,168,000 1,228,000 7,000 1,106,000 15,000 1,133,000 6,000
Consumer 2,000 15,000 2,000 14,000 — 11,000 —
$32,098,000 $34,294,000 $2,402,000 $31,752,000 $ 655,000 $32,167,000 $ 232,000
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A breakdown of impaired loans by class of financing receivable as of and for the year ended December 31, 2017 is

presented in the following table:

Recorded Ur}pa_id
Investment Principal
Balance
With No Related Allowance
Commercial
Real estate $3,791,000 $3,996,000
Construction 741,000 741,000
Other 2,591,000 2,671,000
Municipal — —
Residential
Term 9,769,000 10,909,000
Construction — —
Home equity line of credit 1,115,000 1,429,000
Consumer 16,000 29,000

$18,023,000 $19,775,000

With an Allowance Recorded

Related
Allowance

$224,000

1,309,000

255,000

24,000

$1,812,000

$224,000

1,309,000

255,000

24,000

Average
Recorded
Investment

$5,124,000
62,000
1,908,000

10,770,000
1,351,000
12,000
$19,227,000

$4,460,000
699,000
2,584,000

2,106,000

32,000

$9,881,000

$9,584,000
761,000
4,492,000

12,876,000

1,383,000
12,000

Recognized
Interest
Income

$ 164,000
38,000
36,000

297,000

18,000

$ 553,000

$ 152,000

$ 231,000

$ 316,000
38,000
36,000

376,000

18,000

$31,392,000 $33,473,000 $1,812,000 $29,108,000 $ 784,000

Commercial

Real estate $3,999,000 $4,116,000

Construction — —

Other 7,327,000 7,371,000
Municipal — —
Residential

Term 1,979,000 2,144,000

Construction — —

Home equity line of credit 64,000 67,000

Consumer — —
$13,369,000 $13,698,000

Total

Commercial

Real estate $7,790,000 $8,112,000

Construction 741,000 741,000

Other 9,918,000 10,042,000
Municipal — —
Residential

Term 11,748,000 13,053,000

Construction — —

Home equity line of credit 1,179,000 1,496,000
Consumer 16,000 29,000
Page 15
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A breakdown of impaired loans by class of financing receivable as of and for the period ended September 30, 2017 is
presented in the following table:

Recorded
Investment

With No Related Allowance

Commercial
Real estate
Construction
Other

Municipal

Residential
Term

Construction

$5,281,000

2,862,000

10,133,000

Home equity line of credit 1,495,000

Consumer

51,000
$19,822,000

With an Allowance Recorded

Commercial
Real estate
Construction
Other

Municipal

Residential
Term

Construction

Home equity line of credit

Consumer

Total
Commercial

Real estate
Construction
Other
Municipal
Residential
Term

Construction

Home equity line of credit

Consumer

$4,555,000
763,000
7,388,000

2,508,000

24,000

$15,238,000

$9,836,000
763,000
10,250,000

12,641,000

1,519,000
51,000

Unpaid
Principal
Balance

$5,634,000

2,955,000

11,358,000
1,807,000
102,000
$21,856,000

$4,891,000
763,000
7,392,000

2,726,000

27,000

$15,799,000

$10,525,000
763,000
10,347,000

14,084,000

1,834,000
102,000

Related
Allowance

$347,000
108,000
1,130,000

307,000

24,000

$1,916,000

$347,000
108,000
1,130,000

307,000

24,000

For the nine
months ended
September 30, 2017 30, 2017

Recognized Average

Average
Recorded
Investment

$5,418,000

1,631,000

11,110,000
1,417,000
8,000
$19,584,000

$4,549,000
763,000
991,000

2,078,000

25,000

$8,406,000

$9,967,000
763,000
2,622,000

13,188,000

1,442,000
8,000

Interest
Income

$ 149,000

37,000

236,000

18,000

$ 440,000

$ 125,000
28,000

$ 219,000

$ 274,000
28,000
37,000

302,000

18,000

$35,060,000 $37,655,000 $1,916,000 $27,990,000 $ 659,000

For the quarter
ended September

Recorded
Investment

$5,398,000

1,879,000

10,645,000
1,479,000
23,000
$19,424,000

$4,360,000
763,000
2,618,000

2,293,000

25,000

$10,059,000

$9,758,000
763,000
4,497,000

12,938,000
1,504,000
23,000
$29,483,000

Recognized
Interest
Income

$ 55,000

12,000

75,000

4,000

$ 146,000

$ 40,000
10,000

25,000

$ 75,000

$ 95,000
10,000
12,000

100,000

4,000

$ 221,000
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Troubled Debt Restructured
A "TDR" constitutes a restructuring of debt if the Company, for economic or legal reasons related to the borrower's
financial difficulties, grants a concession to the borrower that it would not otherwise consider. To determine whether
or not a loan should be classified as a TDR, Management evaluates a loan based upon the following criteria:
The borrower demonstrates financial difficulty; common indicators include past due status with bank
obligations, substandard credit bureau reports, or an inability to refinance with another lender, and
The Company has granted a concession; common concession types include maturity date extension, interest rate
adjustments to below market pricing, and deferment of payments.
As of September 30, 2018, the Company had 71 loans with a balance of $25,661,000 that have been classified as
TDRs. This compares to 62 loans with a balance of $17,801,000 and 67 loans with a balance of $19,760,000 classified
as TDRs as of December 31, 2017 and September 30, 2017, respectively. The impairment carried as a specific reserve
in the allowance for loan losses is calculated by present valuing the expected cash flows on the loan at the original
interest rate, or, for collateral-dependent loans, using the fair value of the collateral less costs to sell.
The following table shows TDRs by class and the specific reserve as of September 30, 2018:

Number Specific

of Balance

Loans Reserves
Commercial

Real estate 16 $8,542,000 $138,000

Construction 1 741,000 —

Other 5 7,007,000 1,100,000
Municipal — — —
Residential

Term 46 8,869,000 238,000

Construction — — —

Home equity line of credit 3 502,000 —
Consumer — — —

71 $25,661,000 $1,476,000
The following table shows TDRs by class and the specific reserve as of December 31, 2017:

Number Specific
of Balance
Loans Reserves
Commercial
Real estate 8 $7,038,000 $90,000
Construction 1 741,000 —
Other 4 561,000 —
Municipal — — —
Residential
Term 46 8,948,000 233,000
Construction — — —
Home equity line of credit 3 513,000 —
Consumer — — —
62 $17,801,000 $323,000
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The following table shows TDRs by class and the specific reserve as of September 30, 2017:

Number Specific
of Balance
Loans Reserves
Commercial
Real estate 9 $7,908,000 $65,000
Construction 1 763,000 108,000
Other 5 730,000 —
Municipal — — —
Residential
Term 49 9,842,000 283,000
Construction — — —
Home equity line of credit 3 517,000 —
Consumer — — —
67 $19,760,000 $456,000

As of September 30, 2018, 10 of the loans classified as TDRs with a total balance of $1,271,000 were more than 30
days past due. Of these loans, one had been placed on TDR status in the previous 12 months. The following table
shows these TDRs by class and the associated specific reserves included in the allowance for loan losses as of
September 30, 2018:

Number

of Balance Specific
Loans Reserves
Commercial
Real estate — $— $—
Construction — — —
Other 1 138,000 —
Municipal — — —
Residential
Term 8 966,000 5,000
Construction — — —
Home equity line of credit 1 167,000 —
Consumer — — —
10 $1,271,000 $ 5,000
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As of September 30, 2017, 14 of the loans classified as TDRs with a total balance of $1,849,000 were more than 30
days past due. Of these loans, none had been placed on TDR status in the previous 12 months. The following table
shows these TDRs by class and the associated specific reserves included in the allowance for loan losses as of

September 30, 2017:

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

Number
of
Loans

Balance

1,676,000

167,000

Specific
Reserves

$—

65,000

$1,849,000 $65,000

For the nine months ended September 30, 2018, 11 loans were placed on TDR status. The following table shows these
TDRs by class and the associated specific reserves included in the allowance for loan losses as of September 30, 2018:

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

Number
of
Loans

Pre-Modification Post-Modification

Outstanding
Recorded
Investment

$ 1,608,000

6,727,000

441,000

$ 8,776,000

Outstanding
Recorded
Investment

$ 1,606,000

6,487,000

436,000

$ 8,529,000

Specific
Reserves

$42,000

1,100,000

26,000

$1,168,000
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For the quarter ended September 30, 2018, one loan was placed on TDR status. The following table shows these

TDRs by class and the associated specific reserves included in the allowance for loan losses as of September 30, 2018:
Pre-Modification Post-Modification

ONfumber Outstanding Outstanding Specific
Loans Recorded Recorded Reserves
Investment Investment
Commercial

Real estate 1 $ 552,000 $ 552,000 $ —

Construction — — — —

Other — — — —
Municipal — — — —
Residential

Term — — — —

Construction — — — —

Home equity line of credit — — — —
Consumer — — — —
1 $ 552,000 $ 552,000 $ —

For the nine months and quarter ended September 30, 2017, no loans were placed on TDR status.

As of September 30, 2018, Management is aware of four loans classified as TDRs that are involved in bankruptcy
with an outstanding balance of $676,000. There were also twelve loans with an outstanding balance of $7,735,000 that
were classified as TDRs and on non-accrual status, of which four loans with an outstanding balance of $504,000 were
in the process of foreclosure.

Residential Mortgage Loans in Process of Foreclosure

As of September 30, 2018, there were 14 mortgage loans collateralized by residential real estate in the process of
foreclosure with a total balance of $1,337,000. This compares to 14 mortgage loans collateralized by residential real
estate in the process of foreclosure with a total balance of $1,861,000 as of September 30, 2017.

Note 4. Allowance for Loan Losses

The Company provides for loan losses through the establishment of an allowance for loan losses which represents an
estimated reserve for existing losses in the loan portfolio. A systematic methodology is used for determining the
allowance that includes a quarterly review process, risk rating changes, and adjustments to the allowance. The loan
portfolio is classified in eight classes and credit risk is evaluated separately in each class. Major risk characteristics
relevant to each portfolio segment are as follows:

Commercial Real Estate - Commercial real estate loans are impacted by factors such as competitive market forces,
vacancy rates, cap rates, net operating incomes, lease renewals and overall economic demand. In addition, loans in the
recreational and tourism sector can be affected by weather conditions, such as unseasonably low winter snowfalls.
Commercial real estate lending also carries a higher degree of environmental risk than other real estate lending.
Commercial Construction - Commercial construction loans are impacted by factors similar to those for commercial
real estate loans in addition to risks related to contractor financial capacity and ability to complete a project within
acceptable time frames and within budget.

Commercial Other - A weakened economy, soft consumer spending, and the rising cost of labor or raw materials are
examples of issues that can impact the credit quality in this segment.

Municipal Loans - The overall health of the economy, including unemployment rates and housing prices, has an
impact on the credit quality of this segment.

Residential Real Estate Term - The overall health of the economy, including unemployment rates and housing prices,
has an impact on the credit quality of this segment.

Residential Real Estate Construction - Residential construction are impacted by factors similar to those for residential
real estate term in addition to risks related to contractor financial capacity and ability to complete a project within
acceptable time frames and within budget.
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Home Equity Line of Credit - The overall health of the economy, including unemployment rates and housing prices,
has an impact on the credit quality of this segment.

Consumer -The overall health of the economy, including unemployment rates, has an impact on the credit quality of
this segment.

The appropriate level of the allowance is evaluated continually based on a review of significant loans, with a

particular emphasis on nonaccruing, past due, and other loans that may require special attention. Other factors include
general conditions in local and
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national economies; loan portfolio composition and asset quality indicators; and internal factors such as changes in
underwriting policies, credit administration practices, experience, ability and depth of lending management, among
others. The allowance consists of four elements: (1) specific reserves for loans evaluated individually for impairment;
(2) general reserves for each portfolio segment based on historical loan loss experience, (3) qualitative reserves
judgmentally adjusted for local and national economic conditions, concentrations, portfolio composition, volume and
severity of delinquencies and nonaccrual loans, trends of criticized and classified loans, changes in credit policies and
underwriting standards, credit administration practices, and other factors as applicable for each portfolio segment; and
(4) unallocated reserves. All outstanding loans are considered in evaluating the appropriateness of the allowance.

A breakdown of the allowance for loan losses as of September 30, 2018, December 31, 2017, and September 30,

2017, by class of financing receivable and allowance element, is presented in the following tables:
Specific

General
Reserves on
Reserves on
Loans Loans Based Reserves for Unallocated
As of September 30, 2018 Evaluated o Qualitative Total Reserves
.. on Historical Reserves
Individually L Factors
0SS
for .
. Experience
Impairment
Commercial
Real estate $265,000 $758,000 $2,566,000 $— $3,589,000
Construction — 49,000 165,000 — 214,000
Other 1,890,000 388,000 1,313,000 — 3,591,000
Municipal — — 23,000 — 23,000
Residential
Term 238,000 313,000 541,000 — 1,092,000
Construction — 13,000 23,000 — 36,000
Home equity line of credit 7,000 280,000 432,000 — 719,000
Consumer 2,000 397,000 341,000 — 740,000
Unallocated — — — 1,678,000 1,678,000
$2,402,000 $2,198,000 $5,404,000 $1,678,000 $11,682,000
Specific
General
Reserves on
Loans Eeserv;s ond Reserves for Unallocated Total
As of December 31, 2017 Evaluated — ~020S B4 o litative o narocated fota
.. on Historical Reserves Reserves
Individually L Factors
for 088 .
. Experience
Impairment
Commercial
Real estate $224,000 $1,285,000 $2,363,000 $ —$3,872,000
Construction — 153,000 281,000 — 434,000
Other 1,309,000 723,000 1,326,000 — 3,358,000
Municipal — — 20,000 — 20,000
Residential
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