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Maine trees are the foundation of many finely handcrafted wood products.
   Since 1875, we have provided a foundation for high-quality financial services in Maine.
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have endured over the ages, ever changing and growing.

Maples, pines, cedars and birches are firmly rooted in the

earth and reach upward with their branches. From these

trees, dedicated artisans craft a multitude of fine-quality

wood products that serve our everyday needs and even

fulfill our dreams.

Like these trees, Camden National Corporation serves

as the foundation for a myriad of high-quality financial

products that are delivered by dedicated employees in all

our subsidiaries. Since 1875, we have been reaching out

to meet the ever-changing financial needs of our clients

and to help make their dreams a reality. Camden National

proudly stands tall among financial service providers.
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Dear Shareholders

Rendle A. Jones (right), Chairman of the
Board of Directors, and Robert W. Daigle,
President & CEO of Camden National
Corporation, work closely to ensure our
continuing financial success.

Craftsmen have a passion for creating works of art.

   We have a passion for serving clients’ financial needs.

The true skill of a craftsman is to
take raw material, readily available
to anyone, and through his or her
own sense of quality and passion for
excellence, create a unique product
that will withstand the test of time.
Camden National Corporation and
its subsidiaries approach clients and
customers with that same unique
sense of quality and passion for
excellence in crafting a set of financial
services that will benefit them and
their families for generations. Our
acquisitions, the introduction of a
new line of business, our expansion
into a relatively new market, and the
recruitment of top-caliber personnel
in 2001 reflect a continuation of
our 126-year tradition of crafting
and delivering the best possible
financial solutions for our customers
and clients.

Diversification of the Company’s
revenues through the expansion
of our investment management
products and expertise had been
targeted as an area of strategic
importance for some time. However,
the right selection of partners to
provide those services within our
banking franchises was determined
to be one of the most critical factors
to realizing success. We were
pleased that, after careful review,
Acadia Trust, N.A. and Gouws
Capital Management, Inc., both
controlled by Johann Gouws, joined
Camden National Corporation in
July 2001. We further augmented our
personal investment management
services by forming Acadia Financial
Consultants, a division of Camden
National Bank, and hiring Marcia
Mansfield as its President in October
2001. Marcia had previously served
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over 500 clients through her own
brokerage and investment advisory
enterprise based in mid-coast
Maine. The final piece of our
revenue diversification strategy
in 2001 was to gain 100 percent
ownership of Trust Company of
Maine, Inc. through our acquisition
of its remaining minority interests.

In fulfillment of yet another
strategic planning objective, we
added deposit-gathering capabilities
to complement our commercial
lending activities in the Portland
market. This was the culmination
of a series of steps designed to take
advantage of changes in the southern
Maine banking landscape that
provided an opportunity for Camden
National’s brand of community
banking. This began in 1999 when
we traveled from Camden to Portland
to work with some existing
customers who themselves were
expanding into that market. A loan
production office followed in 2000,
staffed with first one and then
two lenders. On October 9, 2001,
we opened our newly expanded
Portland Office in the heart of the
“Old Port” area. We designed this
office to specifically meet the
financial needs of our Portland
customers, based on their direct
input about what matters most in a
financial partnership. Our growth
in this new market has exceeded
our expectations, and customers
seem pleasantly surprised with the
breadth of our banking services and
the personalized manner in which
they are delivered.

Several other important strategic
initiatives were undertaken during
2001 to support our financial and
organizational growth objectives.
Management implemented a

number of capital and funding
strategies triggered by historically
low interest rates. A balance sheet
restructuring program, which began
in the third quarter, was implemented
to provide flexibility in managing the
Company’s assets and liabilities.
A share repurchase program was
announced to give investors liquidity
in a tax-efficient manner and to take
advantage of opportunities in our
stock price valuation. A state-of-
the-art telecommunications system
was installed to efficiently deliver
enhanced voice and data communi-
cations throughout the Company.
Finally, we created a corporate risk
management function that analyzes
and monitors credit risks for our
banking subsidiaries and ensures
proactive and uniform management
of those risks.

The Board of Directors of the Company
changed its composition during the
year as John S. McCormick, Jr. retired
from the Board after 26 years of
service. We wish to thank Jack
for his nurturing guidance during
a period of considerable growth for
our Company. The Board also
welcomed Johann Gouws as its
newest member following the
acquisition of Acadia Trust, N.A.
and Gouws Capital Management,
Inc. Johann’s extensive background
in the investment arena will serve as
a valuable resource to the Board.

Through all these events and in the
midst of a challenging economic
environment, your Company reported
strong financial results for the year.
Diluted earnings per share grew
11.83% from 2000 to $1.89 in 2001,
resulting in a full-year average return
on assets of 1.47%. The stock price
of the Company also increased over
31% from the end of December 2000

to the end of December 2001.
We encourage all shareholders
to carefully review the financial
statements and associated footnotes,
as well as the management discussion
and analysis that are included as
part of this annual report.

As we look back at the economic,
business and social changes that
swirled about us during the past
year, we are proud of the efforts
put forth by the employees of your
Company to meet each challenge as
craftsmen in their own right. We are
optimistic that the strategies we’ve
implemented in 2001 will serve
as the foundation to provide the
flexibility necessary to take advantage
of new challenges and opportunities
that await us in 2002 and beyond.

Sincerely,

Rendle A. Jones
Chairman of the Board of Directors

Robert W. Daigle
President & Chief Executive Officer
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With patience and skill, wood sculptors create realistic bird carvings.

   With understanding and expertise, we help customers make their dreams a reality.

A sculptor meticulously details a wing
to create a lifelike bird carving from a
piece of basswood.
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Camden National Bank

Sincerely,

Robert W. Daigle, President & CEO

In keeping with our promise to do whatever it takes to support our strategic mission and commitments to our shareholders,
customers, community and employees, I am pleased to report on several initiatives that contributed to Camden National
Bank’s success during 2001.

Commitment to Shareholders: To maximize our contribution to long-term shareholder value.

To fulfill this most important commitment, we embarked on several exciting initiatives designed to enhance our geographic
and functional diversification. By expanding the capabilities of our Portland office to gather deposits, we created a new,
low-cost funding resource that has exceeded our expectations. The formation of Acadia Financial Consultants, our new
full-service brokerage and insurance division, will add further diversification to the Bank’s revenue stream. This puts
Camden National Bank another step closer to providing its customers with the convenience of one-stop shopping for
their financial services.

Commitment to Customers: To deliver high-quality financial solutions, which create value for each targeted customer segment.

In January, we repositioned our entire deposit product line, providing thousands of relationship customers with a better
value proposition for services such as checking accounts, loans, certificates of deposit and online banking. Combined
with enrolling over 160 of our employees in the Preferred Way of Selling program, we equipped the sales force with the
tools, resources and techniques to better help customers with their financial needs.

Commitment to Community: To contribute, through community reinvestment and employee volunteerism, to the social and
economic well-being of the communities we serve.

I am especially proud to report that Joanne T. Campbell, Senior Vice President in the Residential Real Estate Loan
Department, was the recipient of the prestigious Volunteer Banker of the Year Award presented annually by the Maine
Bankers Association, in recognition of her outstanding community service in the area of affordable-housing. Her
dedication and commitment have served as an inspiration to all of our employees, who combined provide over
850 hours per month of community service in the Bank’s four-county trade area.

Commitment to Employees: To foster an environment that attracts, rewards and retains exceptional employees who, through
performance and loyalty, demonstrate a commitment to the success of our Company.

Based on the belief that “the organization with the best people wins,” Camden National Bank took several steps in
2001 to ensure our ability to attract and retain the best possible work force. From the feedback we received in the 2000
corporate culture survey, we learned that employees want more recognition for outstanding performance. As a result,
we restructured our employee incentive program and added the Top Performer Program, which is designed to reward
those who clearly demonstrate superior performance. In addition, new employees attend a day-long orientation program
that includes a welcome video highlighting our core values and rich history. These programs resulted in an overall
improvement in productivity, increased focus on service quality and overall efficiency improvements, as well as helping
us retain our best performing employees.

In summary, our fundamental mission and commitments focus on strategies that put the needs of our shareholders,
customers, community and employees first. Through a dedicated and motivated team, supported by state-of-the-art
technology, innovative products and premier service quality, we are creating a truly unique and sustainable competitive
advantage that will help ensure a successful future for Camden National Bank.
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A wreath maker handpicks and wires
boughs of balsam fir before adding the
final decorative touches.

Artisans select the best balsam branches to create fragrant, seasonal wreaths.

   We select the best people and products to enhance our customers’ experience.

6



UnitedKingfield Bank

In 2001 UnitedKingfield Bank continued to build its value within Camden National
Corporation by strategically positioning itself to take advantage of the unique
opportunities in its marketplace. Our long-range plan focuses the Bank’s resources on
the diverse financial needs of our consumer and business customers, while maintaining
our commitment to our communities. We believe that we have great opportunities
to grow in markets currently underserved by our competitors, and that many of our
prospects would benefit from a relationship with a true “one-to-one financial partner.”

One exciting opportunity involves focusing resources on growing our share of the
business banking markets in Androscoggin and Penobscot counties. Since we know
that the quality of a banking relationship depends on the quality of the banker, we
have named a market manager in each county with the authority and expertise to
serve the needs of our customers and the communities. The market managers are
responsible not only for business development, but also to serve as advocates for
the business owners and for the communities in which they live and work.

Creating solutions to meet the diverse financial needs of our customers was a priority
in 2001. With the establishment of Acadia Financial Consultants, a division of
UnitedKingfield Bank, we now provide full-service brokerage and insurance services
to retail customers and business owners who desire to work with a representative
who will take the time to understand their needs and financial objectives. In addition,
our affiliation with Acadia Trust, N.A. gives our customers access to trust, wealth
management and investment services. These services complement our traditional
banking products, providing clients with convenient access to a wide range of solutions
to meet the financial challenges which individuals and businesses constantly face.

Another strategic initiative undertaken in 2001 was a review of the Bank’s allocation
of resources. In order to focus on the opportunities for growth, we concluded that
our branch delivery system must become more efficient. As a result of our study,
we closed two offices and restructured the hours at some of our smaller, less active
branches. With expanded online banking and bill payment services, these changes
allow us to serve customers in smaller communities in a more cost-effective manner.

UnitedKingfield Bank is uniquely positioned for success in 2002 and beyond.
We have an opportunity to grow our market share in Androscoggin and Penobscot
counties, the second and third largest markets in Maine. We have realized greater
cost and operating efficiencies through our corporate affiliation, resulting in not
only products and services clearly different and better than those of the competition,
but also in exceptional customer service, technology and support. With these
resources, an aggressive strategic plan and a dedicated and experienced team,
UnitedKingfield Bank will continue to make significant financial contributions to
Camden National Corporation’s success in building long-term shareholder value.

Sincerely,

John C. Witherspoon, President & CEO
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Boat builders exhibit their mastery of
engineering and art with the mahogany
and cedar double-planked hull of this sloop.

Woodworkers build solid, finely crafted boats that ensure smooth sailing.

   We build enduring client relationships that foster future financial success.
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Acadia Trust, N.A.
Trust Company of Maine, Inc.

Acadia Trust, N.A. (“Acadia”) and Gouws Capital Management, Inc. (“Gouws
Capital”) became the newest affiliates of Camden National Corporation in July of
last year. Acadia is a federally regulated, non-depository trust company; Gouws
Capital, an investment advisory firm, was merged into Acadia at the end of 2001.

Our mission is to build enduring relationships with clients by helping them accumulate,
manage and conserve wealth. In conjunction with Trust Company of Maine, Inc.,
Acadia offers a comprehensive set of trust, investment, wealth management and
retirement plan services to individuals, families, businesses, endowments and
foundations. Our strategic alliance with Camden National Corporation gives each
subsidiary bank the ability to offer their clients access to a full range of financial
services from any branch location.

Like our parent company, we believe that client satisfaction is, by far, our most
important business objective. Every decision we make is measured by its impact on
our ability to service our clients. We work closely with each client to understand and
define objectives and explore various strategies, before pursuing the plan to achieve
those objectives. Indeed, we judge our very success by the degree of client satisfaction.

As we continue to refine our product and service offerings, our thought process
parallels that of the highly skilled boat builders found along the coast of Maine.
No seafarer dares venture far offshore in a vessel of unproven design or haphazard
construction. Maine’s leading boat builders combine sophisticated hull construction
techniques and innovative technology with meticulous, handcrafted joinery and
clarity of line that satisfy the observer’s aesthetic sense. The builder seeks to please
the owner, but avoids design and construction elements that jeopardize the integrity
of the vessel.

In many ways, we conduct our trust and investment business with a similar mindset.
The strategy fits the mission, which is to meet the financial objectives of the client.
Long-term goals cannot be achieved without a plan which, as with the design of a
vessel, requires tradeoffs among conflicting considerations. Portfolio construction is
based on what is realistic and doable, and technology is used to enhance the result.
On the surface, the plan is well crafted and its execution is elegant, while behind the
scenes we fulfill our responsibility by steering around the risks that would endanger
the achievement of the client’s stated objectives.

Looking forward to 2002, we envision that the synergies created in our alliance with
Camden National Corporation, along with our enhanced ability to meet the financial
needs of our mutual clients, bode well for our continued success.

Sincerely,

Johann H. Gouws, Chairman, President & CEO
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Management’s Discussion and Analysis of
Financial Condition and Results of Operations

GENERAL

Overview

     Camden National Corporation (the “Company”), as a
multi-bank holding company, provides financial services to
its customers through four principal subsidiaries. Camden
National Bank and UnitedKingfield Bank provide traditional
commercial and consumer banking services through 28
branch locations in central, southern, mid-coast and western
Maine and also by online access. Acadia Trust, N.A. and
Trust Company of Maine, Inc. provide trust and investment
management services to the Company’s clients, who are
primarily located in the State of Maine, and to the clients
of the Company’s two banking affiliates. Additionally, the
Company invests in securities issued by the United States
government and its agencies, as well as mortgage backed
securities and high grade corporate securities to supplement
and diversify its revenue base.

     The Company has implemented a strategy to provide a
diversified set of financial products to its customers located
within its geographic boundaries and to opportunistically
expand those boundaries. As part of this strategy, and to
diversify its sources of revenues, the Company acquired

Management’s discussion and analysis reviews the consolidated financial condition of Camden National Corporation (the “Company”)
at December 31, 2001 and 2000, the consolidated results of operations for the past 3 years and, where appropriate, factors that may
affect future financial performance. This discussion should be read in conjunction with the Consolidated Financial Statements, Notes to
Consolidated Financial Statements and Selected Consolidated Financial Data.

Forward-Looking Information

The Private Securities Litigation Reform Act of 1995 provides a “safe harbor” for forward-looking statements. Certain information
contained in this discussion, or in any other written or oral statements made by the Company, is or may be considered to be forward-
looking. Forward-looking statements relate to future operations, strategies, financial results or other developments, and typically
contain words or phrases such as “may,” “believe,” “expects,” “should” or similar expressions. Forward-looking statements are based
upon estimates and assumptions that are subject to significant business, economic and competitive uncertainties, many of which are
beyond the Company’s control or are subject to change.

Inherent in the Company’s business are certain risks and uncertainties. Therefore, the Company cautions the reader that its actual
results could differ materially from those expected to occur depending on factors such as economic conditions in local markets as well
as general economic conditions, including changes in interest rates and the performance of financial markets, changes in domestic and
foreign laws, regulations and taxes, competition, industry consolidation, credit risks and other factors. Other factors that could cause
or contribute to such differences include, but are not limited to, variances in the actual versus projected growth in assets, return on
assets, loan losses, expenses, rates charged on loans and earned on investment securities, rates paid on deposits, competitive effects, fee
and other non-interest income earned, as well as other factors. The Company disclaims any obligation to publicly update or revise any
forward-looking statements, whether as a result of new information, future developments, or otherwise.

Acadia Trust, N.A. (“Acadia”) and Gouws Capital Management
Inc. (“Gouws Capital”) on July 19, 2001. These companies,
which were merged on December 31, 2001, provide trust
and investment services, as well as investment management
expertise. Also, in furtherance of its strategy to diversify its
revenue, the Company acquired the remaining minority
interests in Trust Company of Maine, Inc. on October 24,
2001. The Company had previously acquired its majority
interest in Trust Company of Maine, Inc. through its
acquisition of UnitedCorp, a one-bank holding company
with two principal subsidiaries, United Bank and Trust
Company of Maine, Inc., on December 31, 1995. The Acadia
Trust, N.A., Gouws Capital Management Inc. and Trust
Company of Maine Inc. acquisitions were accounted for
under the purchase method of accounting as prescribed by
SFAS No. 141, “Business Combinations.”

     As part of its geographic diversification strategy, on
October 8, 2001, the Company’s Camden National Bank
subsidiary converted its Portland, Maine loan production
office to a full service banking branch. This allowed the
Company to expand its deposit gathering activities to the
Portland, Maine market.
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REVIEW OF FINANCIAL STATEMENTS

The discussion and analysis which follows focuses on the
factors affecting the Company’s consolidated results of
operations during 2001, 2000 and 1999 and financial
condition at December 31, 2001 and 2000. The Consolidated
Financial Statements and Notes to Consolidated Financial
Statements beginning on page 24 of this report should be
read in conjunction with this review.

RESULTS OF OPERATIONS

Summary Financial Overview

     The Company reported net income of $15.4 million, or
$1.89 per diluted share, for 2001 compared to $13.9 million
and $1.69 per diluted share in 2000. Return on average assets
was 1.47% in 2001 compared to 1.40% in 2000 and return
on average shareholders’ equity was 15.55% in 2001 compared
to 16.43% in 2000. This performance primarily reflected
loan growth from its Portland, Maine location, expansion of
fee based revenues from its banking subsidiaries, revenues
from its acquired investment management subsidiaries, and
control of its operating expenses.

     Total revenues for 2001 were $57.3 million compared
to $48.4 million in 2000, an increase of 18.3%, primarily
reflecting improved non-interest income and revenues from
increased lending activities. Revenues of Acadia Trust, N.A.
contributed $676,000, while revenues from the sale of loans,
securities and the securitization of a portion of the Company’s
residential mortgage portfolio contributed $1.3 million.
Excluding these factors, revenues increased $6.9 million
or 14.2% from the prior year.

     Non-interest expenses for the Company during 2001
were $31.0 million compared to $25.4 million in 2000, an
increase of 22.1%. Expenses from the companies acquired
during the year and associated acquisition costs incurred by
the Company totaled $1.7 million during 2001 while the
Company’s UnitedKingfield Bank subsidiary recorded costs
of $1.0 million in connection with the settlement of a

lawsuit. Additionally, during 2000, the Company terminated
its defined-benefit noncontributory pension plan which
resulted in a one-time expense reduction of $645,000.
Excluding these factors, non-interest expenses increased
$2.3 million, or 8.7%.

     The Company’s consolidated provision for loan losses
was $3.7 million during 2001 compared to $2.9 million in
2000 which resulted in the Company increasing its ratio of
allowance for loan losses (“ALL”) to total loans from 1.54%
in 2000 to 1.87% in 2001. The reserve was increased in response
to management’s view of probable economic deterioration in
its central, eastern and western Maine geographic markets
which could negatively affect some of the Company’s lending
relationships in those geographic areas. Reflective of this
view, non-performing assets, defined as non-accrual loans,
accruing loans 90 days or more past due, and other real
estate owned, increased from $6.9 million in 2000 to $8.3
million in 2001, resulting in the ratio of non-performing
assets to total loans increasing from 0.93% in 2000 to 1.11%
in 2001.

     The Company recorded a 7.8% growth in total assets
during 2001 to $1.1 billion at December 31, 2001. Loan
growth of $22.7 million during 2001 was primarily a result
of the Company’s continued expansion in the Portland,
Maine market as well as moderate growth throughout its
geographic franchise.

Net Interest Income

Net interest income, which reflects revenues from
interest earning assets less associated funding expenses,
was $44.7 million in 2001 compared to $40.0 million in
2000, an increase of 11.8%. The following tables on pages
12 and 13, present changes in interest income and interest
expense by major asset and liability category for 2001, 2000
and 1999, and illustrate the impact of average volume growth
and rate changes. The income from tax-exempt assets has
been adjusted to a tax-equivalent basis, thereby allowing a
uniform comparison to be made between asset yields.
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Analysis of Change in Net Interest Margin on Earning Assets

(Dollars in thousands) DECEMBER 31, 2001 DECEMBER 31, 2000 DECEMBER 31, 1999

Average Yield/ Average Yield/ Average Yield/
Balance Interest Rate Balance Interest Rate Balance Interest Rate

Assets
Interest-earning assets:

Securities—taxable  $   234,835 $15,666 6.67% $224,698 $16,079 7.16% $216,666 $15,084 6.96%
Securities—nontaxable (1) 9,161 589 6.43% 8,993 595 6.62% 9,152 606 6.62%
Federal funds sold 3,399 83 2.44% 2,215 109 4.92% 1,784 69 3.87%
Loans (1) (2)      732,460   63,065 8.61%   675,316   61,899 9.17%   605,271   54,157 8.95%

Total interest-earning assets      979,855   79,403 8.10%   911,222   78,682 8.64%   832,873   69,916 8.39%

Cash and due from banks 24,742 27,544 24,122
Other assets 57,874 58,817 43,750
Less allowance for loan losses        12,200     10,541       8,895

Total assets $1,050,271 $987,042 $891,850

Liabilities & Shareholders’ Equity
Interest-bearing liabilities:

NOW accounts $     92,111 $     733 0.80% $  86,783 $     889 1.02% $  85,861 $  1,129 1.31%
Savings accounts 84,201 1,646 1.95% 85,427 2,168 2.54% 109,078 3,050 2.80%
Money market accounts 128,106 4,333 3.38% 98,559 4,467 4.53% 64,562 2,347 3.64%
Certificates of deposit 321,503 16,047 4.98% 329,664 18,595 5.64% 312,019 16,317 5.23%
Broker certificates of deposit 34,659 2,136 6.16% 12,876 947 7.35% 6,010 344 5.72%
Borrowings      199,615      9,846 4.95%   198,597   11,650 5.87%   146,627     7,182 4.90%

  Total interest-bearing liabilities          860,195   34,741 4.04%   811,906   38,716 4.77%   724,157   30,369 4.19%

Demand deposits 82,572 84,357 79,764
Other liabilities 8,327 6,409 10,229
Shareholders’ equity        99,177     84,370     77,700

Total liabilities
and shareholders’ equity $1,050,271 $987,042 $891,850

Net interest income 44,662 39,966 39,547
(fully-taxable equivalent)

Less: fully-taxable
equivalent adjustment      (481)      (561)      (592)

$44,181 $39,405 $38,955

Net interest rate spread
(fully-taxable equivalent) 4.06% 3.87% 4.20%

Net interest margin
(fully-taxable equivalent) 4.56% 4.39% 4.75%

(1) Reported on tax-equivalent basis calculated using a rate of 35%.
(2) Non-accrual loans are included in total average loans.
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Analysis of Volume and Rate Changes on Net Interest Income

DECEMBER 31, 2001 VS 2000 DECEMBER 31, 2000 VS 1999
(Dollars in thousands) INCREASE (DECREASE) DUE TO INCREASE (DECREASE) DUE TO

Volume Rate Total Volume Rate Total
Interest-earning assets:

Securities—taxable $   725 $(1,138) $   (413) $   559 $     436 $   995
Securities—nontaxable 11 (17) (6) (11) – (11)
Federal funds sold 58 (84) (26) 17 23 40
Loans    5,238   (4,073)     1,165   6,264     1,478   7,742

Total interest income    6,032   (5,312)        720   6,829     1,937   8,766

Interest-bearing liabilities:
NOW accounts 55 (211) (156)   12 (252) (240)
Savings accounts (31) (491) (522) (662) (220) (882)
Money market accounts 1,339 (1,473) (134) 1,237 883 2,120
Certificates of deposit       (460) (2,124) (2,584) 923 1,355 2,278
Broker certificates of deposit 1,602 (413) 1,189 393 210 603
Borrowings        60   (1,828)   (1,768)   2,547     1,921   4,468

Total interest expense   2,565   (6,540)   (3,975)   4,450     3,897   8,347

Net interest income
(fully-taxable equivalent) $3,467 $  1,228 $  4,695 $2,379 $(1,960) $   419

     The Company reported increased net interest income
of $44.7 million during 2001 compared to $40.0 million in
2000 due to changes in the yields, volumes and compositions
of its interest-earning assets and interest-bearing liabilities.
During 2001, the Company benefited from the declining
interest rate environment which affected income received
on interest-earning assets and expenses on interest-bearing
liabilities. Interest income on variable rate earning assets
declined as a result of the declining interest rate environment
and contributed to the decline of $5.3 million in interest
income attributed to the “rate” component in the Analysis of
Volume and Rate Changes on Net Interest Income table above.
This decrease was offset by an increase in interest earning
assets from 2000 to 2001, which contributed to the increase
of $6.0 million related to the “volume” component in the
table above. The Company also benefited from the declining
interest rate environment as its interest expenses on variable
rate borrowings and deposit accounts were reduced during
2001. This contributed to a reduction in interest expenses
due to “rate” of $6.5 million which was partially offset by
increased “volume” of funding required to support the
growth in earning assets of $2.6 million.

     Investments in U.S. government securities, U.S. government
agency securities and highly rated corporate bonds are used
by the Company to diversify its revenues as well as provide
interest rate risk and credit risk diversification. The Company

periodically uses interest rate swaps, floors and caps, which
are common derivative financial instruments, to hedge
interest rate risk associated with its loan and investment
portfolios as well as its deposit and borrowing strategies.
Footnote 20, “Financial Instruments” of the Notes to
Consolidated Financial Statements, on page 42, and the
“Market Risk” section, on page 19, should be reviewed for
further discussion of the Company’s derivative and market
risk strategies.

     During 2001, the Company’s taxable investment portfolio
interest income declined $413,000 primarily due to the
declining interest rate environment, while the Company’s
non-taxable investment portfolio interest income declined
$6,000, both partially offset by increased volumes in the
portfolios. During 2001 and 2000, the Company was a party
to several interest rate swap agreements that were part of the
Company’s strategy to protect a portion of its interest income
revenue stream against a changing interest rate environment.
These instruments contributed $422,000 to interest income
in 2001 and $108,000 in 2000. Interest rate swap agreements
involve risks associated with counterparties to the agreements
and their abilities to meet the contractual terms of the
agreements as well as risks associated with a changing
interest rate environment. Notional principal amounts are
used to reflect the volume of these transactions, but credit
risks associated with these agreements are limited to the
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forecasted payment stream expected from counterparties.
The Company’s counterparties to these agreements had an
investment grade rating by Moody’s and Standard and Poor’s
rating agencies. These instruments involve only the exchange
of fixed- and variable-rate interest payments based upon a
notional principal amount and maturity date. At December 31,
2001, the Company’s notional value of derivative financial
instruments was $90.0 million, compared to $135.0 million
on December 31, 2000. Footnote 20 on page 42 should be
reviewed for further discussion of derivative instruments.

Non-interest Income

Non-interest income was $13.1 million and $8.9 million
for the years ended December 31, 2001 and 2000, respectively.
During 2001, the increase of $4.2 million, or 46.9%, in total
non-interest income compared to 2000 reflects the effects of
various balance sheet management activities which included
the securitization of $57.0 million of the Company’s residential
mortgages (i.e. the sale of residential mortgages purchased
back by the Company as mortgage-backed securities) and
sales of various investments which resulted in $1.2 million
of non-interest income. Additionally, due to the declining
interest rate environment, the Company recognized
$932,000 of non-interest income from the sale of interest
rate derivatives. Service charges on deposit accounts increased
by $662,000, or 23.0%, over 2000 as a result of a product
redesign initiative focused on customer relationships and the
introduction of a fee based overdraft privilege service for its
customers. Other service charges and fees increased by
$626,000, or 35.5%, over the same period primarily due to
mortgage servicing fees associated with the sale of residential
real estate loans. Merchant program fees increased $284,000,
or 15.8%, over 2000 due to a combination of restructured
pricing and increased volumes, while trust fees increased
$1.2 million, or 95.4%, during the same period. The major
contributing factor for this increase in trust fees was the
acquisition of Acadia and Gouws Capital on July 19, 2001.

Non-interest Expenses

Non-interest expenses increased to $31.0 million for
the year ended December 31, 2001 from $25.4 million in
2000, or 22.1%. Salaries and employee benefits increased by
$2.7 million, or 23.5%, during this same period reflecting,
in part, increased salaries and employee benefits associated
with the Acadia and Gouws Capital acquisitions of $854,900.
Also included in 2000 results was a one-time expense
reduction of $645,000 associated with the Company
terminating its defined-benefit noncontributory pension
plan. Occupancy expenses increased $409,000, or 24.5%,
due to the renovation and expansion of several of the

Company’s branch facilities and expansion of its operations
center. Expenses associated with the processing of merchant
transactions increased $217,000, or 12.2%, during 2001
compared to 2000 reflecting increased volumes. Other
expenses increased by $2.3 million, or 32.2%, in 2001
compared to 2000 due to expenses related to the Company’s
new subsidiaries, courier costs, debit card processing costs,
and closing and solicitation costs associated with a home
equity loan promotion.

Comparison of 2000 to 1999

     The Company reported net income of $13.9 million, or
$1.69, per diluted share in 2000 compared to $10.2 million,
or $1.27, per diluted share in 1999. Return on average assets
was 1.40% in 2000 compared to 1.15% in 1999, while return
on average shareholders’ equity was 16.43% in 2000
compared to 13.16% in 1999. During 1999, the Company
acquired Kingfield Savings Bank which was accounted for
under the pooling-of-interests method and accordingly, the
Consolidated Financial Statements of the Company have
been restated to reflect the acquisition as though it occurred
at the beginning of each period presented. On February 4,
2000, Kingfield Savings Bank, and the Company’s United
Bank subsidiary were merged to create UnitedKingfield Bank.

     Net interest income on a fully-taxable equivalent basis
was $40.0 million in 2000 compared to $39.5 million in
1999, reflecting increased yields on earning assets and
growth in the Company’s loan and investment portfolios.
The increase of $419,000 was primarily due to an increase
in earning asset volumes and yields, partially offset by
higher funding costs.

     The Company reported $2.9 million of provision for
loan losses in 2000 compared to $3.7 million in 1999.
The allowance for loan losses increased from 1.48% of
total loans at the end of 1999 to 1.54% at the end of 2000.

     Non-interest income increased $1.2 million from
$7.7 million in 1999 to $8.9 million in 2000. The primary
factors contributing to this increase were increased trust
fees of $505,000 and merchant program fees of $308,000.

     Non-interest expenses were $25.4 million in 2000,
compared to $27.6 million in 1999. The primary factors
contributing to the decrease in non-interest expenses during
the period were the Company’s termination of its defined-
benefit noncontributory pension program which resulted in
a one-time expense reduction of $645,000 in 2000, and cost
savings which were recognized as part of the merger of
United Bank and Kingfield Savings Bank in 2000.
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FINANCIAL CONDITION

Overview

Total assets at December 31, 2001 were $1.1 billion, an
increase of $78.5 million, or 7.8%, from December 31, 2000.
The change in assets consisted primarily of a $46.8 million
increase in investment securities, an increase in net loans of
$20.0 million, an increase of $9.5 million in cash and due
from banks, an increase in premises and equipment of $1.4
million, and an increase in other assets of $0.8 million. The
asset growth was supported by an increase of $42.4 million
in total borrowings, a $19.2 million increase in deposits, a
$2.7 million increase in other liabilities, and an increase of
$14.1 million in total shareholders’ equity.

Investment Securities

Total investment securities increased $46.8 million, or
21.6%, to $263.8 million at December 31, 2001. The Company
has investment securities in both the available-for-sale and
held-to-maturity categories. The largest portion is in the
available-for-sale category of the investment portfolio
reflecting the Company’s desire for flexibility in managing
liquidity and funding needs pursuant to the policies
developed by the Asset/Liability Committee (“ALCO”). The
available-for-sale category increased during 2001 by $103.5
million. Upon implementation of SFAS No. 133, “Accounting
for Derivative Instruments and Hedging Activities,” the
Company transferred $68.2 million of its investment
securities classified as held to maturity to available for sale.
In addition, the Company implemented a balance sheet
restructuring program that included the conversion of
over $57.0 million of fixed-rate residential mortgages into
mortgage-backed securities, which are classified as securities
available for sale and the sale of several long-term corporate
bonds previously classified as securities available for sale.
The restructuring program was undertaken to take advantage
of the declining interest rate environment and management’s
desire to provide flexibility and liquidity in the Company’s
balance sheet. Although these securities are available for
sale, the Company has the ability to hold the debt securities
in this portfolio until maturity. The ability to use these
securities as collateral for Federal Home Loan Bank of
Boston (“FHLBB”) loans enhances the Company’s ability
to hold the securities to maturity consistent with liquidity
objectives. At December 31, 2001, the Company had $4.5
million of unrealized gains on securities available for sale,
net of the deferred tax expense, compared to $0.8 million of
unrealized losses, net of deferred tax benefits at December 31,
2000. The increase in unrealized appreciation was attributed
to a decrease in market rates. Unrealized gains and losses do
not impact income or regulatory capital, but are recorded as
adjustments to shareholders’ equity net of related deferred

income taxes. Unrealized gains and losses, net of related
deferred income taxes are a component of the Company’s
other comprehensive income contained in the Consolidated
Statement of Changes in Shareholder’s Equity.

Loans

Loans, including loans held for sale, totaled $724.0
million at December 31, 2001, a 3.2% increase from total
loans of $701.3 million at December 31, 2000. This reflects
the continuation of strong loan growth experienced in the
commercial loan portfolio less the $57.0 million of fixed-rate
residential mortgage loans converted to securities available
for sale by the Company during 2001.

Residential real estate mortgage loans decreased by
$18.8 million, or 8.4%, in 2001. During 2001 the Company
securitized $57.0 million of fixed-rate residential mortgage
loans into mortgage-backed securities, which are classified
as securities available for sale. Residential real estate mortgage
loans increased by $3.1 million, or 1.4%, in 2000. During
2000, the Company originated $11.8 million of fixed-rate
residential loans that were sold to investors in the secondary
market. Residential real estate loans consist of loans secured
by one-to-four family residences. The Company generally
retains adjustable-rate mortgages in its portfolio and will,
from time to time, retain fixed-rate mortgages. With a
relatively low interest rate environment, it was the Company’s
asset/liability strategy during 2001 to sell the majority of its
fixed-rate residential mortgages in its loan portfolio.

Commercial loans increased by $59.7 million, or 16.4%,
during 2001. In 2000, commercial loans increased by $47.8
million, or 15.1%. Commercial loans consist of loans secured
by various corporate assets, as well as loans to provide
working capital in the form of lines of credit, which may
be secured or unsecured. The commercial category also
includes commercial real estate loans secured by income
producing commercial real estate. In addition, the Company
makes loans for the acquisition, development and construction
of commercial real estate. The Company focuses on lending
to small- and medium-sized business customers within its
geographic market.

Consumer loans decreased by $3.9 million, or 4.3%,
in 2001 as a result of consumers taking advantage of a low
interest rate environment and consolidating their consumer
debt into residential mortgages. In 2000, consumer loans
increased by $6.4 million, or 7.6%. Consumer loans are
originated by the Company for a wide variety of purposes to
meet customers’ needs. Consumer loans include credit card,
overdraft protection, automobile, boat, recreation vehicles,
mobile homes, home equity, and secured and unsecured
personal loans.



CAMDEN NATIONAL CORPORATION AND SUBSIDIARIES

16

It is the Company’s policy to discontinue the accrual
of interest on loans when, in the opinion of management,
there is an indication that the borrower may be unable to meet
payments as they become due. Upon such discontinuance,
interest income is reduced for all accrued but unpaid interest
on such loans. Non-performing loans, defined as non-accrual
loans plus accruing loans 90 days or more past due, totaled
$8.1 million, or 1.1%, of total loans at December 31, 2001
compared to $6.5 million, or 0.9%, of total loans at
December 31, 2000.

Allowance for Loan Losses / Provision for Loan Losses

In determining the allowance for loan losses (“ALL”),
management relies primarily on its review of the loan
portfolio both to ascertain whether there are specific loans
to be reserved against, and to assess the collectibility of the
loan portfolio in the aggregate. Non-performing loans are
examined on an individual basis to determine the estimated
probable loss on these loans. In addition, each quarter
management conducts a formal analysis of the ALL, which
considers the current loan mix and loan volumes, historical
net loan loss experience for each loan category, and current
economic conditions affecting each loan category. No
assurance can be given, however, that adverse economic

conditions or other circumstances will not result in increased
losses in the portfolio. The Company continues to monitor
and modify its ALL as conditions dictate (see Note 6,
“Allowance for Loan Losses,” of the Notes to Consolidated
Financial Statements, on page 34, for further information).

During 2001, the Company recognized $3.7 million of
expense to the allowance for loan losses compared to $2.9
million and $3.7 million in 2000 and 1999, respectively.
Net charge-offs to average loans outstanding were 0.13% in
2001 compared to 0.24% in 2000. During 2001, economic
conditions indicated potential weakening in the loan
portfolio. Several large credits were downgraded resulting in
the necessity to increase the provision to the ALL. Determining
an appropriate level of ALL involves a high degree of
judgment. Management believes that the ALL at December 31,
2001 of $13.5 million, or 1.87%, of total loans outstanding
was appropriate given the current economic conditions in
the Company’s service area and the overall condition of the
loan portfolio. As a percentage of total loans outstanding,
the ALL was 1.54% in 2000.

The table on the next page sets forth information
concerning the activity in the Company’s ALL during the
periods indicated.
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Five-Year Activity in the Allowance for Loan Losses

(Dollars in thousands) YEARS ENDED DECEMBER 31,

2001 2000 1999 1998 1997

Allowance at the beginning of period $  10,801 $    9,390 $    8,092 $    6,982 $    5,365
Provision for loan losses 3,681 2,930 3,670 2,056 2,207
Charge-offs:

Commercial loans 536 1,296 1,520 417 671
Residential real estate loans 552 432 715 415 160
Consumer loans                  461          417          425          444          400

Total loan charge-offs 1,549 2,145 2,660 1,276 1,231

Recoveries:
Commercial loans 324 421 64 158 473
Residential real estate loans 64 29 54 35 36
Consumer loans                   193          176          170          137          132

Total loan recoveries 581 626 288 330 641

Net charge-offs           968  1,519       2,372          946          590

Allowance at the end of the period $  13,514 $  10,801 $    9,390 $    8,092 $    6,982

Average loans outstanding $732,460 $675,316 $605,271 $521,559 $445,599

Ratio of net charge-offs to average loans outstanding 0.13% 0.22% 0.39% 0.18% 0.13%
Ratio of provision for loan losses

to average loans outstanding 0.50% 0.43% 0.61% 0.39% 0.50%
Ratio of allowance for loan losses

to total loans at end of period 1.87% 1.54% 1.48% 1.42% 1.44%
Ratio of allowance for loan losses to net charge-offs 1396.07% 711.06% 395.87% 855.39% 1183.39%
Ratio of allowance for loan losses
    to non-performing loans at end of period 167.46% 166.48% 148.32% 172.50% 162.03%

The allowance for loan losses is available to offset credit losses in connection with any loan, but is internally allocated to
various loan categories as part of the Company’s process for evaluating its adequacy. The following table sets forth information
concerning the allocation of the Company’s ALL by loan categories at the dates indicated.

Allocation of the Allowance for Loan Losses—Five-Year Schedule

(Dollars in thousands) AS OF DECEMBER 31,

2001 2000 1999 1998 1997

Percent of Percent of Percent of Percent of Percent of
loans in loans in loans in loans in loans in

each each each each each
category to category to category to category to category to

Balance at End of Period Applicable to: Amount total loans Amount total loans Amount total loans Amount total loans Amount  total loans

Commercial loans $11,079 60% $  5,972 55% $5,286 52% $4,288 51% $4,672 49%
Residential real estate loans 1,068 28% 2,329 32% 2,772 35% 2,166 35% 875 37%
Consumer loans 1,084 12% 1,218 13% 475 13% 729 14% 657 14%
Unallocated        283    N/A     1,282    N/A      857         N/A      909        N/A      778    N/A

$13,514 100% $10,801 100% $9,390 100% $8,092 100% $6,982 100%
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LIQUIDITY

Liquidity is defined as the ability to meet current and
future financial obligations of a short-term nature. The
primary objective of liquidity management is to maintain a
balance between sources and uses of funds to meet the cash
flow needs of the Company in the most economical and
expedient manner. The liquidity needs of the Company
require the availability of cash to meet the withdrawal demands
of depositors and credit commitments to borrowers. Due to
the potential for unexpected fluctuations in both deposits
and loans, active management of the Company’s liquidity
is necessary. The Company maintains various sources of
funding and levels of liquid assets in excess of regulatory
guidelines in order to satisfy its varied liquidity demands.
The Company monitors its liquidity in accordance with its
internal guidelines and all applicable regulatory requirements.
As of December 31, 2001 and 2000, the Company’s level of
liquidity exceeded its target levels. Management believes
that the Company currently has appropriate liquidity
available to respond to liquidity demands. Sources of funds
utilized by the Company consist of deposits, borrowings
from the FHLBB and other sources, cash flows from operations,
prepayments and maturities of outstanding loans, investments
and mortgage-backed securities, and the sales of mortgage loans.

Deposits continue to represent the Company’s primary
source of funds. In 2001, total deposits increased by $19.2
million, or 2.6%, over 2000, ending the year at $763.6 million.
The Company experienced growth in all deposit categories
in 2001 except certificates of deposit. Comparing year-end
balances 2001 to 2000, transaction accounts (demand
deposits and NOW) increased by $20.9 million, money
market accounts by $13.0 million, and savings accounts
by $6.5 million. Certificates of deposit decreased by $21.3
million, in part, as a result of depositors converting to more
liquid deposit instruments during a period of low interest
rates. In 2000, total deposits increased by $76.6 million, or
11.5%, over 1999, ending the year at $744.4 million.

Borrowings supplement deposits as a source of liquidity.
In addition to borrowings from the FHLBB, the Company
purchases federal funds, sells securities under agreements
to repurchase and utilizes treasury tax and loan accounts.
Total borrowings were $210.8 million at December 31, 2001
compared to $168.4 million at December 31, 2000, an
increase of $42.4 million, or 25.2%. The majority of the
borrowings were from the FHLBB, whose advances remained
the largest non-deposit-related, interest-bearing funding
source for the Company in both 2001 and 2000. Qualified
residential real estate loans, certain investment securities
and certain other assets available to be pledged secure
these borrowings.

CAPITAL RESOURCES

Under Federal Reserve Board (“FRB”) guidelines, bank
holding companies such as the Company are required to
maintain capital based on risk-adjusted assets. These
guidelines apply to the Company on a consolidated basis.
Under the current guidelines, banking organizations must
maintain a risk-based capital ratio of 8.0%, of which at least
4.0% must be in the form of core capital. The risk-based
ratios of the Company and its subsidiaries exceeded
regulatory guidelines at December 31, 2001 and December 31,
2000. The Company’s Tier 1 capital to risk-weighted assets
was 12.9% and 11.8% at December 31, 2001 and 2000,
respectively (see Note 21, “Regulatory Matters,” of the
Notes to Consolidated Financial Statements, on page 44,
for other capital ratios). In addition to risk-based capital
requirements, the FRB requires bank holding companies to
maintain a minimum leverage capital ratio of core capital
to total assets of 4.0%. Total assets for this purpose do
not include goodwill and any other intangible assets and
investments that the FRB determines should be deducted.
The Company’s leverage ratio at December 31, 2001 and
2000 was 8.7% and 8.6%, respectively.

As part of the Company’s goal to operate a safe, sound
and profitable financial organization, the Company is
committed to maintaining a strong capital base. Shareholders’
equity totaled $105.1 million and $90.9 million, or 9.6%
and 9.0%, of total assets at December 31, 2001 and 2000,
respectively. The $14.1 million, or 15.6%, increase in
shareholders’ equity in 2001 was primarily attributable to
net income of $15.4 million, less the costs associated with
open market repurchases of approximately $1.4 million
of the Company’s common stock in compliance with the
Company’s previously announced stock repurchase policy
and $5.2 million in cash dividends to the Company’s
shareholders, plus $5.3 million in unrealized gains on
securities available for sale, net of deferred tax expense.

The principal cash requirement of the Company is the
payment of dividends on the Company’s common stock as
and when declared by the Board of Directors. Dividends
paid per share during the year ended December 31, 2001
increased by 3.2% over the corresponding period in 2000.
The Company is primarily dependent upon the payment of
cash dividends by its subsidiaries to service its commitments.
The Company, as the sole shareholder of its subsidiaries,
is entitled to dividends when and as declared by each
subsidiary’s Board of Directors from legally available funds.
Camden National Bank declared dividends in the aggregate
amount of $11.5 million and $5.9 million in 2001 and 2000,
respectively. UnitedKingfield Bank declared dividends in the
aggregate amount of $3.3 million and $1.9 million in 2001
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and 2000, respectively. As of December 31, 2001, and
subject to the limitations and restrictions under applicable
law, Camden National Bank and UnitedKingfield Bank had a
total of $7.9 million available for dividends to the Company,
although there is no assurance that dividends will be paid at
any time in any amount (see Note 15, “Shareholders’ Equity,”
of the Notes to Consolidated Financial Statements, on page
38, for additional information).

Impact of Inflation and Changing Prices

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

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

MARKET RISK

Market risk is the risk of loss in a financial instrument
arising from adverse changes in market rates/prices, such as
interest rates, foreign currency exchange rates, commodity
prices and equity prices. The Company’s primary market
risk exposure is interest rate risk. The ongoing monitoring
and management of this risk is an important component of
the Company’s asset/liability management process which is
governed by policies established by the subsidiaries’ Boards
of Directors that are reviewed and approved annually. Each
subsidiary’s Board of Directors delegates responsibility for
carrying out the asset/liability management policies to
Company’s management ALCO. In this capacity, ALCO
develops guidelines and strategies impacting the Company’s
asset/liability management-related activities based upon
estimated market risk sensitivity, policy limits and overall
market interest rate levels/trends.

Interest Rate Risk

Interest rate risk represents the sensitivity of earnings
to changes in market interest rates. As interest rates change,
the interest income and interest expenses associated with
the Company’s financial instruments also change, thereby
impacting net interest income (“NII”), the primary component

of the Company’s earnings. ALCO utilizes the results of
a detailed and dynamic simulation model to quantify the
estimated exposure of NII to sustained interest rate changes.
While ALCO routinely monitors simulated NII sensitivity
over a rolling 2-year horizon, it also utilizes additional tools
to monitor potential longer-term interest rate risk.

The simulation model captures the impact of changing
interest rates on the interest income received and interest
expense paid on all interest-earning assets and interest-
bearing liabilities reflected on the Company’s balance sheet
as well as for derivative financial instruments. None of the
assets used in the simulation were held for trading purposes.
This sensitivity analysis is compared to ALCO policy limits
which specify a maximum tolerance level for NII exposure
over a 1-year horizon, assuming no balance sheet growth,
given both a 200 basis point (bp) upward and downward
shift in interest rates. A parallel and pro rata shift in rates
over a 12-month period is assumed. The following reflects
the Company’s NII sensitivity analysis as measured periodically
over the past 2 years.

2001

Estimated
Rate Change Changes in NII

High Low Average

+200bp (4.31%) 0.95% (1.80%)
- 200bp 2.14%  (0.24%) 0.79%

2000

Estimated
Rate Change Changes in NII

High Low Average

+200bp  (6.01%) (3.61%) (4.89%)
- 200bp 4.63%  1.96% 3.49%

The preceding sensitivity analysis does not represent a
Company forecast and should not be relied upon as being
indicative of expected operating results. These hypothetical
estimates are based upon numerous assumptions including,
among others, the nature and timing of interest rate levels,
yield curve shape, prepayments on loans and securities,
deposit decay rates, pricing decisions on loans and deposits,
and reinvestment/replacement of asset and liability cashflows.
The assumptions differed in each of the periods included
in the sensitivity analysis above. While assumptions are
developed based upon current economic and local market
conditions, the Company cannot make any assurances as to
the predictive nature of these assumptions, including how
customer preferences or competitor influences might change.
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The most significant factors affecting the changes
in market risk exposure during 2001 compared to 2000
were the decrease in interest rates market-wide, changes in
the yield curve for U.S. government securities, the increase
in the aggregate principal amount in fixed-rate loans
extended by the subsidiary banks, and the increase of fixed-
rate FHLBB borrowings. With increases on the balance sheet
in fixed-rate loans and borrowings, the Company reduced
its opportunity to lower funding costs in a declining rate
environment. Due to the current low level of market rates the
Company decreased its exposure in a rising rate environment,
while increasing its market risk in both a flat or declining
interest rate environment. The increased risk in the flat or
declining interest rate environment is well within the
Company’s policy limits.

When appropriate, the Company may utilize derivative
financial instruments, such as interest rate floors, caps and
swaps, to hedge its interest rate risk position. The Board of
Directors’ approved hedging policy statements govern the use
of these instruments by the subsidiaries. As of December 31,
2001, the Company had a notional principal of $90 million
in interest rate cap agreements. In a purchased interest rate
cap agreement, cash interest payments are received only if
current interest rates rise above predetermined interest rates.
These agreements were purchased to protect the Company’s
exposure to fixed rate instruments in a rising rate environment.
The estimated effects of these derivative financial instruments
on the Company’s earnings are included in the sensitivity
analysis presented above. ALCO monitors derivative activities
relative to its expectation and the Company’s hedging policy.

Recent Accounting Pronouncements

During 2001 several accounting pronouncements were
promulgated by the Financial Accounting Standards Board
(“FASB”) which affected the operations of the Company.
The following summarizes the specific pronouncements that
affected the Company, while the FASB may have issued
additional pronouncements which did not have a material
impact on the Company.

On January 1, 2001, the Company implemented SFAS No.
133, “Accounting for Derivative Instruments and Hedging
Activities,” as amended by SFAS No. 137 and SFAS No. 138,
“Accounting for Certain Derivative Instruments and Certain
Hedging Activities.” These statements set accounting and
reporting standards for derivative instruments and hedging
activities. They require an entity to recognize all derivatives
as either assets or liabilities in the statement of condition and
measure those instruments at fair value. Upon implementation
of SFAS No. 133, the Company transferred all of its investment

securities classified as held to maturity to available for sale.
The impact of this reclassification was an increase to other
comprehensive income of $2.0 million, net of applicable
taxes. Comprehensive income does not impact net income
or regulatory capital, but is recorded as adjustments to
shareholders’ equity.

SFAS No. 140, “Accounting for Transfers and Servicing of
Financial Assets and Extinguishment of Liabilities,” is
effective for transfers occurring after June 30, 2001. SFAS
No. 140 replaces SFAS No. 125. The Company adhered to
the requirements of SFAS No. 140 upon the effective date for
various transfers of financial assets after June 30, 2001. This
pronouncement also includes standards for the accounting
of various off-balance sheet financial vehicles, commonly
referred to bankruptcy remote Special Purpose Vehicles
(“SPV”). The Company has not sponsored SPVs or other
similar off-balance sheet funding vehicles.

During 2001, the FASB issued Statement No. 141, “Business
Combinations,” and Statement No. 142, “Goodwill and
Other Intangible Assets.” SFAS No. 141 improves the
transparency of the accounting and reporting for business
combinations by requiring that all business combinations be
accounted for under a single method—the purchase method.
Use of the pooling-of-interests method is no longer permitted.
SFAS No. 141 requires that the purchase method be used
for business combinations initiated after June 30, 2001.
In recording its acquisitions of Acadia, Gouws Capital and
the minority interests of Trust Company of Maine, Inc.,
the Company implemented this pronouncement.

SFAS No. 142 requires that goodwill no longer be amortized
to earnings, but instead be reviewed for impairment. The
amortization of goodwill ceases upon adoption of the
Statement, which will be January 1, 2002. The goodwill
resulting from the Company’s acquisitions of Acadia, Gouws
Capital and Trust Company of Maine, Inc. was accounted for
under SFAS No. 142. (See Note 2 to the Consolidated
Financial Statements, on page 31, for more information.)

SFAS No. 143, “Accounting for Asset Retirement Obligations,”
and SFAS No. 144, “Accounting for the Impairment or Disposal
of Long-Lived Assets,” were promulgated during the year.
SFAS Nos. 143 and 144 provide guidance concerning the
recognition and measurement of an impairment loss for
certain types of long-lived assets and obligations associated
with the retirement of tangible long-lived assets.

Management does not expect these statements to have a
material effect on the Company’s consolidated financial
condition and results of operations.
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Related Party Transactions

     The Company, in the normal course of business, has
made loans to certain officers and directors of the Company
and its subsidiaries under such terms that are consistent
with the Company’s lending policies. In addition to extending
loans to certain officers and directors of the Company and
its subsidiaries at terms consistent with the Company’s
lending policies, federal banking regulations also require
training, audit and examination of the Company’s adherence
to this policy by representatives of the Company’s federal,
national and state regulators. As described more fully in
footnote 18 on page 41, the Company has not entered into
significant non-lending related party transactions.

Common Stock Information

The Company has paid quarterly dividends since its
inception in 1985. The market price (as quoted by AMEX)
and cash dividends paid, per share of the Company’s common
stock, by calendar quarter for the past 2 years were as follows:

2001

Fourth Third Second First
Quarter Quarter Quarter Quarter

High $18.80 $18.99 $17.10 $17.15

Low 16.15 15.40 12.70 12.82

Close 18.70 16.58 16.00 13.55

Dividend paid 0.16 0.16 0.16 0.16

2000

Fourth Third Second First
Quarter Quarter Quarter Quarter

High $15.50 $15.75 $15.88 $16.88

Low 12.63 12.50 12.00 10.13

Close 14.25 15.75 13.50 11.88

Dividend paid 0.16 0.16 0.16 0.15

Information concerning restrictions on the ability of the
Company’s subsidiaries to transfer funds to the Company
in the form of cash dividends is described in the Capital
Resources section on page 18.

As of December 31, 2001, there were 8,057,781 shares
of the Company’s common stock outstanding, held of record
by approximately 1,004 shareholders.
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Summary of Financial Performance

LOANS
(IN MILLIONS)

483.3

569.7

635.4

701.3 724.0

EARNINGS PER SHARE
(IN DOLLARS)

1.31
1.40

1.27

1.70

1.90

BOOK VALUE
PER SHARE
(IN DOLLARS)

9.01
9.61 9.51

11.17

13.04

NET INCOME
(IN MILLIONS)

10.698
11.451

10.229

13.859

15.418

ASSETS
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Selected Five-Year Financial Data

(In thousands, except number of shares and per share data) DECEMBER 31,

FINANCIAL CONDITION DATA 2001 2000 1999 1998 1997

Assets $1,089,355 $1,010,883 $928,350 $839,280 $726,644
Loans 724,042 701,340 635,434 569,705 483,348
Allowance for Loan Losses 13,514 10,801 9,390 8,092 6,982
Investments 263,810 217,010 216,132 202,967 188,638
Deposits 763,568 744,360 667,720 641,553 485,132
Borrowings 210,843 168,440 173,924 113,682 160,697
Shareholders’ Equity 105,068 90,923 77,623 77,789 74,112

YEAR ENDED DECEMBER 31,

OPERATIONS DATA 2001 2000 1999 1998 1997

Interest Income $     79,870 $     79,555 $  69,496 $  61,591 $  58,363
Interest Expense              35,689        40,042     30,504     27,007     27,270
Net Interest Income 44,181 39,513 38,992 34,584 31,093
Provision for Loan Losses                3,681          2,930       3,670       2,056       2,207
Net Interest Income after

Provision for Loan Losses 40,500 36,583 35,322 32,528 28,886
Non-interest Income 13,094 8,915 7,694 6,573 4,936
Non-interest Expense              31,014        25,396     27,604     22,220     17,916
Income before Provision for Income Tax 22,580 20,102 15,412 16,881 15,906
Income Tax Expense               7,162          6,243       5,183       5,430       5,209
Net Income $     15,418 $     13,859 $  10,229 $  11,451 $  10,697

AT OR FOR THE YEAR ENDED DECEMBER 31,

OTHER DATA 2001 2000 1999 1998 1997

Basic Earnings Per Share $ 1.90 $ 1.70 $ 1.27 $ 1.40 $ 1.31
Diluted Earnings Per Share 1.89 1.69 1.27 1.38 1.27
Dividends Per Share 0.64 0.63 0.52 0.47 0.38
Book Value Per Share 13.04 11.17 9.51 9.61 9.01
Return on Average Assets 1.47% 1.40% 1.15% 1.52% 1.52%
Return on Average Equity 15.55% 16.43% 13.16% 15.09% 15.11%
Allowance for Loan Losses to Total Loans 1.87% 1.54% 1.48% 1.42% 1.44%
Non-Performing Loans to Total Loans 1.14% 0.98% 1.00% 0.82% 0.89%
Stock Dividend Payout Ratio 33.90% 37.17% 40.90% 33.74% 29.31%

Selected Five-Year Financial DataSelected Five-Year Financial Data
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Consolidated Statements of Condition

(In thousands, except number of shares and per share data)  DECEMBER 31,

2001 2000

Assets
Cash and due from banks $     38,861 $     29,337
Securities available for sale, at market value 262,866 159,315
Securities held to maturity (market value $944 and $60,698

at December 31, 2001 and 2000, respectively) 944 57,695
Residential mortgages held for sale – 12,838
Loans, less allowance for loan losses of $13,514 and $10,801

at December 31, 2001 and 2000, respectively 710,528 677,701
Premises and equipment 17,437 16,023
Other real estate owned 195 380
Interest receivable 5,054 6,959
Core deposit intangible 5,708 6,660
Other assets        47,762        43,975

Total assets $1,089,355 $1,010,883

Liabilities
Deposits:

Demand $     96,162 $     83,631
NOW 95,664 87,270
Money market 134,333 121,292
Savings 88,226 81,730
Certificates of deposit      349,183      370,437

Total deposits 763,568 744,360
Borrowings from Federal Home Loan Bank 168,832 132,348
Other borrowed funds 42,011 36,092
Accrued interest and other liabilities 9,876 6,984
Minority interest in subsidiary                 –             176

Total liabilities      984,287      919,960

Commitments (Notes 4, 13, 15, 19, 20 and 21)
Shareholders’ Equity
Common stock, no par value; authorized 10,000,000 shares,

issued 8,609,898 shares in 2001 and 2000 2,450 2,450
Surplus 5,795 5,909
Retained earnings 102,630 92,292
Accumulated other comprehensive income (loss)

Net unrealized gains (losses) on securities available for sale, net of tax          4,514            (812)
115,389 99,839

Less remaining obligation under:
Bank recognition and retention plan 9 14

Less cost of 552,117 and 464,557 shares of treasury stock
on December 31, 2001 and 2000, respectively        10,312          8,902

Total shareholders’ equity      105,068        90,923
Total liabilities and shareholders’ equity $1,089,355 $1,010,883

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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Consolidated Statements of Income

(In thousands, except number of shares and per share data) Year Ended December 31,

2001 2000 1999

Interest Income
Interest and fees on loans $62,362 $61,540 $53,771
Interest on U.S. government and agency obligations 14,659 14,753 14,041
Interest on state and political subdivision obligations 388 393 400
Interest on interest rate swap agreements 1,370 1,434 172
Interest on federal funds sold and other investments     1,091     1,435     1,112

Total interest income   79,870   79,555   69,496

Interest Expense
Interest on deposits 24,895 27,066 23,187
Interest on other borrowings 9,846 11,650 7,182
Interest on interest rate swap agreements        948     1,326        135

Total interest expense   35,689   40,042   30,504
Net interest income 44,181 39,513 38,992

Provision for Loan Losses           3,681     2,930     3,670
Net interest income after provision for loan losses   40,500   36,583   35,322

Other Income
Service charges on deposit accounts 3,542 2,880 2,773
Other service charges and fees 2,390 1,764 1,488
Merchant assessments 2,086 1,802 1,494
Trust fees 2,503 1,281 776
Gain on sale of derivatives 932 – –
Gain on sale of securities 336 – 151
Other income     1,305     1,188     1,012

Total other income    13,094     8,915     7,694
  53,594   45,498   43,016

Operating Expenses
Salaries and employee benefits 14,279 11,558 12,578
Net occupancy 2,075 1,666 1,579
Furniture, equipment and data processing 2,125 2,097 2,167
Merchant program 1,995 1,778 1,488
Amortization of core deposit intangible 952 986 1,011
Acquisition related 353 232 2,046
Other     9,235     7,079     6,735

Total operating expenses   31,014   25,396   27,604

Income before income taxes 22,580 20,102 15,412

Income Taxes     7,162     6,243     5,183

Net Income $15,418 $13,859 $10,229

Per Share Data
Basic earnings per share $1.90 $1.70 $1.27
Diluted earnings per share 1.89 1.69 1.27
Weighted average number of shares outstanding 8,123,928 8,164,188 8,033,757

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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Consolidated Statements of Changes in Shareholders’ Equity

Net Unrealized
Gains (Losses) Employee Bank
on Securities Stock Recognition Total

(In thousands, except number Common Retained Available Ownership and Retention Treasury Shareholders’
 of shares and per share data) Stock Surplus Earnings for Sale Plan Plan Stock Equity

Balance at December 31, 1998 $2,449 $ 5,984 $ 77,581 $        82 $  (68) $ (30) $   (8,209) $   77,789

Net income for 1999 – – 10,229 – – – – 10,229
Change in unrealized gains (losses) on securities

available for sale, net of tax benefit of $3 million          –           –             –    (5,864)         –        –               –       (5,864)
Total comprehensive income – – 10,229 (5,864) – – – 4,365

Purchase of treasury stock (102,740 shares) – – – – – – (2,337) (2,337)
Sale of treasury stock (125,000 shares) – – – – – – 2,249 2,249
Exercise and repurchase of stock options

(93,000 shares), net of tax benefit of $525 – (338) – – – – (637) (975)
Retirement of treasury stock (31,983 shares) – (270) (66) – – – 336 –
Payment of obligation under

employee stock ownership plan – 388 21 – 68 – – 477
Bank recognition and retention plan – – – – – 10 – 10
71,440 shares issued under stock option plans 1 226 – – – – – 227
Cash dividends declared ($0.52 / share)          –          –    (4,182)             –         –        –               –      (4,182)
Balance at December 31, 1999 $2,450 $5,990 $ 83,583 $ (5,782) $      – $  (20) $   (8,598) $   77,623

Net income for 2000 – – 13,859 – – – – 13,859
Change in unrealized gains on securities available
  for sale, net of deferred taxes of $2.6 million          –          –              –      4,970         –        –               –        4,970

Total comprehensive income –  – 13,859 4,970 – – – 18,829
Purchase of treasury stock (24,950 shares) – – – – – – (394) (394)
Exercise and repurchase of stock options

(8,680 shares), net of tax benefit of $6 – (62) – – – – 40 (22)
Exercise of stock options (2,933 shares),

net of tax benefit of $11 – (19) – – – – 50 31
Bank recognition and retention plan – – – – – 6 – 6
Cash dividends declared ($0.63 / share)          –          –     (5,150)            –         –        –               –      (5,150)
Balance at December 31, 2000 $2,450 $5,909 $  92,292 $   (812) $      – $  (14) $    (8,902) $   90,923

Net income for 2001 – – 15,418 – – – – 15,418
Cumulative effect to record unrealized appreciation

on securities held to maturity transferred to securities
available for sale (net of taxes of $1,021) – – – 1,982 – – – 1,982

Change in unrealized gains on securities available
for sale, net of deferred taxes of $1.7 million           –          –            –     3,344         –        –               –       3,344

Total comprehensive income – – 15,418 5,326 –  – – 20,744
Purchase of treasury stock (87,560 shares) – – – – – – (1,444) (1,444)
Exercise and repurchase of stock options

(19,926 shares), net of tax benefit of $41 – (114) – – – – 34 (80)
Bank recognition and retention plan – – – – – 5 – 5
Acquisition of minority interest – – 146 – – – – 146
Cash dividends declared ($0.64 / share)                –          –     (5,226)            –         –        –               –     (5,226)
Balance at December 31, 2001 $2,450 $5,795 $102,630 $  4,514 $      – $   (9) $ (10,312) $105,068

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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Consolidated Statements of Cash Flows

(In thousands) YEAR ENDED DECEMBER 31,

2001 2000 1999
Operating Activities
Net Income $     15,418 $     13,859 $     10,229
Adjustments to reconcile net income to net cash

provided by operating activities:
Provision for loan losses 3,681 2,930 3,670
Depreciation and amortization 2,545 1,371 1,089
Decrease in obligation under ESOP and BRRP 5 6 487
Decrease (increase) in interest receivable 1,905 (1,117) (551)
(Increase) decrease in other assets (1,659) 2,744 (3,755)
Increase (decrease) in other liabilities 2,474 (5,343) 6,004
Decrease (increase) in residential mortgage loans held for sale 12,838 (5,932) 1,322
(Decrease) increase in minority position (176) 61 25
Gain on sale of securities           (336)                 –           (151)
Net cash provided by operating activities        36,695          8,579        18,369

Investing Activities
Proceeds from sales and maturities of securities held to maturity – 10,587 29,909
Proceeds from sales and maturities of securities available for sale 39,805 8,509 20,402
Purchase of securities held to maturity (944) – –
Purchase of securities available for sale (77,217) (12,456) (72,072)
Purchase of Federal Home Loan Bank Stock – (174) (331)
Net increase in loans (36,508) (61,493) (69,424)
Net decrease (increase) in other real estate owned 185 1,025 ( 353)
Purchase of premises and equipment (3,503) (5,506) (1,421)
Net decrease (increase) in federal funds sold – 415 (415)
Purchase of bank-owned life insurance –     (10,000)             –
Cash paid in connection with acquisitions (4,563)              –              –
Cash received through acquisitions             567                 –                 –

Net cash used by investing activities      (82,178)      (69,093)      (93,705)

Financing Activities
Net increase in deposits 19,208 76,640 26,167
Proceeds from Federal Home Loan Bank borrowings 3,698,976 5,299,675 2,611,375
Repayments on Federal Home Loan Bank borrowings (3,662,492) (5,296,193) (2,565,421)
Net increase (decrease) in other borrowed funds 5,919 (8,966) 14,288
Purchase of treasury stock (1,444) (394) (2,337)
Sale of treasury stock – – 2,249
Proceeds from stock issuance under option plan – 31 227
Exercise and repurchase of stock options (80) (22) (975)
Acquisition of minority interest 146 – –
Cash dividends paid        (5,226)        (5,150)        (4,182)

Net cash provided by financing activities        55,007        65,621        81,391
Net increase in cash and cash equivalents 9,524 5,107 6,055

Cash and cash equivalents at beginning of year        29,337        24,230        18,175
Cash and cash equivalents at end of year $     38,861 $     29,337 $     24,230

Supplemental disclosures of cash flow information
Cash paid during the year for:

Interest $     36,594 $     39,516 $     30,270
Income tax 7,878 6,320 6,057

Non-Cash transactions:
Transfer from loans to other real estate owned 371 302 1,418
Securitization of mortgage loans 57,000 – –
Transfer from securities held to maturity to available for sale 57,695 – –
Transfer from loans held for sale to loan portfolio – – 24,637

See Note 2, “Acquisitions,” of the Notes to Consolidated Financial Statements, on page 31, for acquisition disclosure.
The accompanying Notes are an integral part of these Consolidated Financial Statements.
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Notes to Consolidated Financial Statements

December 31, 2001, 2000 and 1999
(Amounts in tables expressed in thousands, except number of shares and per share data)

NATURE OF OPERATIONS.

     Camden National Corporation (the “Company”), as a multi-bank holding company, provides financial services to its customers through
four principal subsidiaries. Camden National Bank and UnitedKingfield Bank provide traditional commercial and consumer financial services
through 28 branch locations in central, southern, mid-coast and western Maine and by online access. Acadia Trust, N.A. and Trust Company
of Maine, Inc. provide trust and investment management services to their clients, who are primarily located in the State of Maine, and to the
clients of the Company’s two banking subsidiaries.

    SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting and reporting policies conform to accounting principles generally accepted in the United States and to general practice
within the banking industry. The following is a summary of the significant accounting and reporting policies.

Principles of Consolidation.  The accompanying Consolidated Financial Statements include the accounts of the Company, its
wholly owned bank subsidiaries, Camden National Bank and UnitedKingfield Bank, and its wholly owned non-bank subsidiaries,
Acadia Trust, N.A. and Trust Company of Maine, Inc. All intercompany accounts and transactions have been eliminated in consolidation.
Assets held by the non-bank subsidiaries in a fiduciary capacity are not assets of the Company and, therefore, are not included in the
Consolidated Statement of Condition.

Use of Estimates in the Preparation of Financial Statements.  The preparation of the financial statements in conformity with
generally accepted accounting principles requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts
of revenues and expenses during the reporting period. Actual results may differ from those estimates. Material estimates that are
particularly susceptible to significant change in the near term relate to the determination of the allowance for loan losses and the valuation of
real estate acquired in connection with foreclosures or in satisfaction of loans. In connection with the determination of the allowance
for loan losses and the carrying value of real estate owned, management obtains independent appraisals for significant properties.

Cash.  The Company is required to comply with various laws and regulations of the Federal Reserve Bank (“FRB”) which require
the Company to maintain certain amounts of cash on deposit and restrict the Company from investing those amounts. The Company
maintains those balances at the FRB of Boston. In the normal course of business, the Company has funds on deposit at other financial
institutions in amounts in excess of the $100,000 insured by the Federal Deposit Insurance Corporation (“FDIC”). For the statement of
cash flows, cash equivalents consist of cash and due from banks.

Investment Securities.  The Company has classified its investment securities into investments available for sale and investments
to be held to maturity.

Securities Available for Sale.  Debt and other securities that are to be held for indefinite periods of time are stated at market value.
Changes in net unrealized gains or losses are recorded as an adjustment to shareholders’ equity until realized. Market values of securities
are determined by prices obtained from independent market sources. Realized gains and losses on securities sold are computed on the
identified cost basis on the trade date.

Securities Held to Maturity.  Bonds and notes for which the Company has the positive intent and ability to hold to maturity are
reported at cost, adjusted for amortization of premiums and accretion of discounts. Premiums and discounts are recognized in interest
income using the interest method over the period to maturity.

Residential Mortgages Held for Sale.  Residential mortgages held for sale are primarily one-to-four family real estate loans which
are valued at the lower of cost or market on an individual basis, as determined by quoted market prices from the Federal Home Loan
Mortgage Corporation (“Freddie Mac”). Gains and losses from sales of residential mortgages held for sale are recognized upon
settlement with investors and recorded in other income. These activities, together with underwriting residential mortgage loans,
comprise the Company’s mortgage banking business.

1.
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Loan Servicing.  The cost of mortgage servicing rights is amortized in proportion to, and over the period of, estimated net
servicing revenues. Impairment of mortgage servicing rights is assessed based on the fair value of those rights. Fair values are estimated
using discounted cash flows based on a current market interest rate. For purposes of measuring impairment, the rights are stratified
based on the following predominant risk characteristics of the underlying loans: interest rate, fixed versus variable rate, and period
of origination. The amount of impairment recognized is the amount by which the capitalized mortgage servicing rights for a stratum
exceed their fair value.

Loans.  Interest on loans is accrued and credited to income based on the principal amount outstanding. The accrual of interest on
loans is discontinued when, in the opinion of management, there is an indication that the borrower may be unable to meet payments
as they become due. Upon such discontinuance, interest income is reduced for all accrued but unpaid interest.

Fees received and direct costs incurred for the origination of loans are deferred and recognized as an adjustment of loan yield.
The allowance for loan losses is maintained at a level adequate to absorb future charge-offs of loans deemed uncollectible.

Management determines the adequacy of the allowance based upon reviews of individual credits, recent loss experience, current
economic conditions, known and inherent risk characteristics of the various categories of loans, adverse situations that may affect the
borrower’s ability to repay, estimated value of underlying collateral, and other pertinent factors. The allowance is increased by provisions
charged to operating expense and by recoveries on loans previously charged off. Credits deemed uncollectible are charged against
the allowance.

Loans considered to be impaired are reduced to the present value of expected future cash flows or to the fair value of collateral, by
allocating a portion of the allowance for loan losses to such loans. If these allocations cause the allowance for loan losses to require an
increase, such increase is reported as provision for loan losses.

The carrying values of impaired loans are periodically adjusted to reflect cash payments, revised estimates of future cash flows,
and increases in the present value of expected cash flows due to the passage of time. Cash payments representing interest income are
reported as such. Other cash payments are reported as reductions in carrying value, while increases or decreases due to changes in
estimates of future payments and due to the passage of time are reported as provision for loan losses.

Other Real Estate Owned.  Other real estate owned represents real estate acquired through foreclosure or upon receipt of a deed
in lieu of foreclosure and is recorded at the lower of the recorded amount of the loan or market value of the underlying collateral, less
estimated selling costs, determined by an independent appraisal, with any difference at the time of acquisition treated as a loan loss.
Subsequent reductions in market value below the carrying cost are charged directly to other operating expenses.

Premises and Equipment.  Premises and equipment are stated at cost, less accumulated depreciation and amortization. Depreciation
and amortization are computed on the straight-line method over the estimated useful lives of the related assets.

Intangible Assets.  The value of core deposits premium with respect to $104.0 million in deposits acquired by the Company in
connection with the acquisition, in 1998, of 8 branch locations is being amortized over periods ranging from 10 to 15 years using the
straight-line method. Accumulated amortization of core deposit intangibles was $3,921,000 and $2,969,000 at December 31, 2001 and
2000, respectively. Amortization of software is recognized using the straight-line method over the estimated useful lives of the various
software items, which primarily is 3 years. On an ongoing basis, management reviews the valuation and amortization of intangible
assets to determine possible impairment.

Other Borrowed Funds.  Other borrowed funds consist of commercial and consumer repurchase agreements and treasury tax and
loan deposits. Securities sold under agreements to repurchase generally mature within 30 days and are reflected at the amount of cash
received in connection with the transaction. The Company may be required to provide additional collateral based on the fair value of
the underlying securities.

Treasury tax and loan deposits generally do not have fixed maturity dates.

Income Taxes.  The Company uses the asset and liability method of accounting for income taxes. Under this method, deferred tax
assets and liabilities are recognized for the future tax implications attributable to differences between the financial statement carrying
amounts of existing assets and liabilities and their respective tax bases. If current available information raises doubt as to the realization
of the deferred tax assets, a valuation allowance is established. Deferred tax assets and liabilities are measured using enacted tax rates
expected to apply to taxable income in the years in which those temporary differences are expected to be recovered or settled. The
effect on deferred tax assets and liabilities of a change in tax rates is recognized in income in the period that includes the enactment
date. Principal temporary differences occur with respect to pension and other postretirement benefits, depreciation and the provision
for loan losses.
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Earnings Per Share. Basic earnings per share data is computed based on the weighted average number of the Company’s common
shares outstanding during each year. Potential common stock is considered in the calculation of weighted-average shares outstanding
for diluted earnings per share, and is determined using the treasury stock method.

Financial Instruments with Off-Balance Sheet Risk.  In the ordinary course of business, the Company has entered into credit
related financial instruments consisting of commitments to extend credit, commitments under credit card arrangements, commercial
letters of credit, and standby letters of credit. Such financial instruments are recorded in the financial statements when they are funded.

Derivative Financial Instruments Designated as Hedges.  In June 1998, the Financial Accounting Standards Board (“FASB”)
issued Statement of Financial Accounting Standards (“SFAS”) No. 133, “Accounting for Derivative Instruments and Hedging Activities,”
which sets accounting and reporting standards for derivative instruments and hedging activities. The Statement, as amended by
SFAS No. 138, requires the Company to recognize all derivatives in the Consolidated Statement of Condition at fair value. The
Company adopted the Statement effective January 1, 2001 and transferred all of its investment securities classified as held to maturity
to the available-for-sale classification. The impact of this reclassification was an increase to other comprehensive income of $2.0
million, net of applicable taxes, which was reported as a cumulative effect adjustment to other comprehensive income.

Under the provisions of SFAS No. 133, the Company recognizes all derivatives in the Consolidated Statement of Condition at fair
value. On the date the derivative contract is entered into, the Company designates the derivative as either a hedge of a forecasted
transaction or of the variability of cash flows to be received or paid related to a recognized asset or liability (“cash flow hedge”), a
hedge of the fair value of a recognized asset or liability or of an unrecognized firm commitment (“fair value hedge”) or a “held for
trading” (“trading instrument”) instrument. The Company formally documents relationships between hedging instruments and
hedged items, as well as its risk management objective and strategy for undertaking various hedge transactions. The Company also
assesses, both at the hedge’s inception and on an ongoing basis, whether the derivatives that are used in hedging transactions are
highly effective in offsetting changes in cash flows or fair values of hedged items. Changes in fair value of a derivative that is highly
effective and that qualifies as a cash flow hedge are recorded in other comprehensive income and are reclassified into earnings when
the forecasted transaction or related cash flows affect earnings. Changes in fair value of a derivative that qualifies as a fair value hedge,
and the change in fair value of the hedged item are both recorded in earnings and offset each other when the transaction is highly
effective. Those derivatives that are classified as trading activities are recorded at fair value with changes in fair value recorded in
earnings. The Company discontinues hedge accounting when it determines that the derivative is no longer highly effective in offset-
ting changes in the cash flows of the hedged item, that it is unlikely that the forecasted transaction will occur, or that the designation
of the derivative as a hedging instrument is no longer appropriate.

Fair Value Disclosures.  The following methods and assumptions were used by the Company in estimating its fair value disclosures
for financial instruments:

Cash and due from banks:  The carrying amounts of cash and due from banks approximates its fair value.

Securities held to maturity and securities available for sale:  Fair values of securities held to maturity and securities available for sale
are based on quoted market prices, where available. If quoted market prices are not available, fair values are based on quoted market
prices of comparable instruments. The carrying amounts of other securities approximate their fair value.

Residential mortgages held for sale:  Fair values are based on quoted market prices from Freddie Mac.

Loans receivable:  For variable rate loans that reprice frequently and have no significant change in credit risk, fair values are based
on carrying values. The fair value of other loans is estimated by discounting the future cash flows using the current rates at which
similar loans would be made to borrowers with similar credit ratings and for the same remaining maturities.

Interest receivable and payable:  The carrying amounts of interest receivable and payable approximate their fair value.

Life insurance policies:  The carrying amounts of life insurance policies approximate their fair value.

Deposits:  The fair value of demand and NOW deposits, savings accounts, and certain money market deposits is the amount
payable on demand. The fair value of fixed-maturity certificates of deposit is estimated using the rates currently offered in the
Company’s market for deposits of similar remaining maturities.

Borrowings:  The carrying amounts of short-term borrowings from the Federal Home Loan Bank of Boston (“FHLBB”), securities
under repurchase agreements and other short-term borrowings approximate fair value. The fair value of long-term borrowings is based
on the discounted cash flows using current rates for advances of similar remaining maturities.
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Derivative financial instruments:  Fair values for interest rate swaps, floor and cap contracts are based on quoted market prices.

Credit related financial instruments:  In the course of originating loans and extending credit and standby letters of credit, the
Company charges fees in exchange for its lending commitment. While these commitment fees have value, the Company does not
believe their value is material to its financial statements due to the short-term nature of the underlying commitments.

Effect of Recently Issued Financial Standards. During 2001, the FASB issued SFAS No. 141, “Business Combinations,” SFAS
No. 142, “Goodwill and Other Intangible Assets,” SFAS No. 143, “Accounting for Asset Retirement Obligations,” and SFAS No. 144,
“Accounting for the Impairment or Disposal of Long-Lived Assets.”

SFAS No. 141 requires that the purchase method be used to account for business combinations initiated after June 30, 2001.
SFAS No. 142 requires that goodwill no longer be amortized to earnings, but instead be reviewed for impairment. The amortization

of goodwill ceases upon adoption of the Statement on January 1, 2002.
SFAS Nos. 143 and 144 provide guidance concerning the recognition and measurement of an impairment loss for certain types

of long-lived assets and obligations associated with the retirement of tangible long-lived assets. Management does not expect these
statements to have any material effect on the Company’s consolidated financial condition and results of operations.

Reclassification.  Certain items from the prior year were restated to conform with the current year presentation.

   ACQUISITIONS

On July 19, 2001, the Company acquired 100% of the outstanding common stock of Acadia Trust, N.A. (“Acadia”) and Gouws Capital
Management, Inc. (“Gouws Capital”). Acadia, headquartered in Portland, Maine and founded in 1991, is a nationally chartered trust
company offering traditional trust services and was custodian and trustee, at the date of acquisition, for approximately $300 million
in assets. Gouws Capital, founded in 1984 and also headquartered in Portland, Maine, offers investment advisory services to high net
worth individuals and institutions. Gouws Capital had approximately $342 million of assets under management at the date of acquisition,
of which approximately $300 million was held at Acadia. The purchase of Acadia and Gouws Capital was accounted for as a “purchase”
under SFAS No. 141, “Business Combinations.”

The Company has recognized goodwill equal to the sum of the cost of the acquisition and the difference between the fair value of the
assets acquired less the liabilities assumed as follows:

Cost of acquisition $ 4,563
Fair value of assets acquired (2,479)
Liabilities assumed    1,076
Goodwill related to acquisition $ 3,160

On October 24, 2001, the Company acquired the remaining 49% of Trust Company of Maine, Inc. (“TCOM”). The Company acquired
the majority ownership (51%) of TCOM in December 1995 through the Company’s merger with UnitedCorp, then the parent of
TCOM. TCOM is a trust company chartered under the laws of the State of Maine and has its principal office in Bangor, Maine. TCOM
provides a broad range of trust, trust-related and investment services, in addition to retirement and pension plan management services,
to both individual and institutional clients. This transaction resulted in the recognition of $1.1 million in goodwill.

Goodwill recorded as part of the acquisitions has not been amortized and will be measured for impairment as required by SFAS No. 142.
In addition, under the purchase method of accounting, the results of operations of the acquired subsidiaries are included in the results
of operations only from their respective dates of acquisition.

2.
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   INVESTMENT SECURITIES

The following tables summarize the amortized costs and market values of securities available for sale and held to maturity, as of the
dates indicated:

DECEMBER 31, 2001

AMORTIZED UNREALIZED UNREALIZED FAIR
COST GAINS LOSSES VALUE

Available for sale
U.S. Treasury securities and obligations of

U.S. government corporations and agencies $  58,204 $  2,894 $         – $  61,098
Obligations of states and political subdivisions 8,923     21 (164) 8,780
Mortgage-backed securities 136,094 3,391 (26) 139,459
Other debt securities        41,295        826      (158)     41,963

Total debt securities   244,516     7,132      (348)   251,300

Equity securities     11,509        133        (76)     11,566

Total securities available for sale $256,025 $  7,265 $   (424) $262,866

Held to maturity
U.S. Treasury securities and obligations of

U.S. government corporations and agencies $       944 $         – $         – $       944

Total securities held to maturity $       944 $         – $         – $       944

DECEMBER 31, 2000

AMORTIZED UNREALIZED UNREALIZED FAIR
COST GAINS LOSSES VALUE

Available for sale
U.S. Treasury securities and obligations of

U.S. government corporations and agencies $  57,919 $  1,088 $   (299) $  58,708
Obligations of states and political subdivisions 8,208 – (280) 7,928
Mortgage-backed securities 30,174 179 (236) 30,117
Other debt securities     45,780            –   (1,313)     44,467

Total debt securities   142,081     1,267   (2,128)   141,220

Equity securities     18,464        150      (519)     18,095

Total securities available for sale $160,545 $  1,417 $(2,647) $159,315

Held to maturity
U.S. Treasury securities and obligations of

U.S. government corporations and agencies $       300 $         – $     (25) $       275
Obligations of states and political subdivisions 1,142 12 – 1,154
Other debt securities 595 14 (11) 598
Mortgage-backed securities     55,658     3,038        (25)     58,671

Total securities held to maturity $  57,695 $  3,064 $     (61) $  60,698
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The amortized cost and fair values of debt securities by contractual maturity at December 31, 2001 are shown below. Expected
maturities will differ from contractual maturities because borrowers may have the right to call or prepay obligations with or without
call or prepayment penalties.

AMORTIZED FAIR
COST VALUE

Available for sale
Due in one year or less $    8,545 $    8,812
Due after one year through five years 60,115 62,972
Due after five years through ten years 28,171 28,800
Due after ten years    147,685   150,716

$244,516 $251,300

AMORTIZED FAIR
COST VALUE

Held to maturity
Due in one year or less $       944 $       944

$       944 $       944

For purposes of the maturity table, mortgage-backed securities, which are not due at a single maturity date, have been allocated to the
due-after-ten-years category.

Proceeds from the sale of investments classified as available for sale during 2001 were $7,356,490, which resulted in gross realized
gains of $336,423. There were no sales in the held-to-maturity portfolio during 2001. There were no sales in either the available-for-
sale or held-to-maturity portfolios during 2000. Proceeds from the sale of investments classified as held to maturity during 1999 were
$5,023,000, which resulted in a gross realized gain of $26,000. The investments were sold within 3 months of the maturity date. In
1999, proceeds from the sale of investments classified as available for sale were $10,637,000, which resulted in a gross realized gain
of $125,000.

At December 31, 2001 and 2000, securities with an amortized cost of $78,113,000 and $78,539,000 and a fair value of $80,934,000
and $79,504,000, respectively, were pledged to secure public deposits, securities sold under agreements to repurchase and other
purposes required or permitted by law.

    DERIVATIVE FINANCIAL INSTRUMENTS

The Company has interest rate protection agreements (caps) with notional amounts of $90.0 million at December 31, 2001. These
caps are used to limit the Company’s exposure to a rising rate environment. Under these agreements the Company paid up front
premiums of $239,000 for the right to receive cash flow payments in excess of the predetermined cap rate; thus, effectively capping its
interest rate cost for the duration of the agreement. In accordance with SFAS No. 133, management designates these caps as cash-flow
hedges. For a qualifying cash flow hedge, an interest rate cap will be carried on the Consolidated Statement of Condition at fair value
with the time and option volatility value changes reflected in the current Consolidated Statement of Income. Any intrinsic value will
be recorded in other comprehensive income and recognized in future Consolidated Statements of Income as an offset to related future
interest costs. As of December 31, 2001 the caps have no fair value and therefore there was no effect on the Consolidated Statement of
Income or other comprehensive income.

As part of its interest rate risk management, the Company used interest rate swap agreements to hedge a portfolio of brokered certificates
of deposit. These swaps were designated as a fair value hedge since they were used to convert the cost of the certificates of deposit
from a fixed to a variable rate. These swaps were called during the third quarter and subsequently the Company exercised the call
option on the brokered certificates of deposit offsetting the swaps. Since the hedge relationship was estimated to be 100 percent
effective (gain or loss on the swap agreements will completely offset the gain or loss on the brokered certificates of deposit) there
was no impact on the Consolidated Statement of Income or on the Consolidated Statement of Changes in Shareholders’ Equity.

On April 11, 2001 the Company sold an interest rate floor agreement and an interest rate swap agreement. The purpose of the interest
rate floor was to protect net interest income from falling interest rates by “flooring” certain asset yields for a contracted period of time,
and thus provide a minimum earnings level from these assets. The purpose of the interest rate swap agreement was to exchange a
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variable rate asset for a fixed rate asset, thus protecting certain asset yields from falling interest rates. With a substantial decline in the
interest rate environment, it was determined that it would be economically advantageous to sell both the interest rate floor agreement
and the interest rate swap agreement rather than wait for the potential cash flows over the life of these instruments. In addition,
subsequent to the Company having purchased these instruments, other strategies were implemented to protect the balance sheet in a
declining interest rate environment including the use of short-term funding and the extension of fixed rate assets. The impact of the
sale of the interest rate floor and interest rate swap agreements was an increase to net income of $614,800, net of applicable taxes.

    LOANS

The composition of the Company’s loan portfolio at December 31 was as follows:

2001 2000

Commercial loans $423,893 $364,169
Residential real estate loans 204,819 223,625
Consumer loans 86,375 90,231
Municipal loans 9,234 10,924
Other loans          497          462

Total loans 724,818 689,411
Less deferred loan fees net of costs 776 909
Less allowance for loan losses         13,514       10,801

$710,528 $677,701

The Company’s lending activities are conducted in mid-coast, southern, central and western Maine. The Company makes single family
and multi-family residential loans, commercial real estate loans, business loans and a variety of consumer loans. In addition, the
Company makes loans for the construction of residential homes, multi-family properties and commercial real estate properties. The
ability and willingness of borrowers to honor their repayment commitments is generally dependent on the level of overall economic
activity within the geographic area and the general economy.

As of December 31, 2001 and 2000, nonaccrual loans were $7,022,000 and $4,644,000, respectively. Interest foregone was
approximately $505,000, $528,000 and $408,000 for 2001, 2000 and 1999, respectively.

   ALLOWANCE FOR LOAN LOSSES

Changes in the allowance for loan losses were as follows:

DECEMBER 31,

 2001  2000  1999

Beginning balance $10,801 $ 9,390 $ 8,092
Provision for loan losses 3,681 2,930 3,670
Recoveries 581 626 288
Loans charged off   (1,549)   (2,145)  (2,660)
Net charge offs      (968)   (1,519)      (2,372)
Ending balance $13,514 $10,801 $ 9,390

Information regarding impaired loans is as follows:

DECEMBER 31,

 2001  2000  1999

Average investment in impaired loans $  6,030 $  5,871 $ 5,455
Interest income recognized on impaired loans, all on cash basis 330 241 452
Balance of impaired loans 7,022 4,644 6,136
Portion of impaired loan balance for which an allowance for credit losses is allocated 7,022 4,644 6,136
Portion of allowance for loan losses allocated to the impaired loan balance 1,862 860 1,179
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  SECURITIZATION OF MORTGAGE LOANS

During September 2001, the Company implemented a balance sheet restructuring program that included the securitization, with
Freddie Mac, of $57.0 million of fixed rate residential mortgages. This transaction resulted in the Company’s loan balances decreasing,
as those assets shifted to investment securities. The Company will receive annual servicing fees as compensation for servicing the
outstanding balances. The Company has no retained interests in the securitized residential mortgage loans. In addition, $677,300 of
mortgage servicing rights associated with this transaction were recognized in income during 2001. The Company did not securitize
any loans during 2000 or 1999.

   MORTGAGE SERVICING

Residential real estate mortgages are originated by the Company both for portfolio and for sale into the secondary market. The sale
of loans is to institutional investors such as Freddie Mac. Under loan sale and servicing agreements with the investor, the Company
generally continues to service the residential real estate mortgages. The Company pays the investor an agreed-upon rate on the loan,
which, including a guarantee fee paid to Freddie Mac, is less than the interest rate the Company receives from the borrower. The
difference is retained by the Company as a fee for servicing the residential real estate mortgages. As required by SFAS No. 140, the
Company capitalizes mortgage servicing rights at their fair value upon sale of the related loans. Capitalized servicing rights totaled
$829,000, $107,000 and $171,000 during 2001, 2000 and 1999, respectively. Amortization expense totaled $217,000, $32,000 and
$22,000 for 2001, 2000 and 1999, respectively.

Mortgage loans serviced for others are not included in the accompanying Consolidated Statements of Condition of the Company. The
unpaid principal balance of mortgage loans serviced for others was $147,232,000, $111,002,000 and $105,263,000 at December 31,
2001, 2000 and 1999, respectively.

Custodial escrow balances maintained in connection with the foregoing loan servicing, and included in demand deposits, were
$341,000 and $267,000 at December 31, 2001 and 2000, respectively.

   PREMISES AND EQUIPMENT

Details of premises and equipment, at cost, at December 31 were as follows:

 2001   2000

Land and buildings $15,857 $12,265
Furniture, fixtures and equipment 15,151 12,813
Leasehold improvements 1,222 1,186
Construction in process            –         2,524

32,230  28,788
Less: Accumulated depreciation and amortization   14,793    12,765

$17,437 $16,023

Depreciation expense was $1,911,000, $1,529,000 and $1,553,000 for 2001, 2000 and 1999, respectively.

      OTHER REAL ESTATE OWNED

The transactions in other real estate owned for the years ended December 31 were as follows:

2001    2000 1999

Beginning balance $  380 $1,405 $1,052
Additions 371 302 1,418
Properties sold 554 1,180 491
Writedowns         2     147      574
Ending balance $  195 $  380 $1,405
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      DEPOSITS

The aggregate amount of certificates of deposit with a minimum denomination of $100,000 was approximately $63,451,000
and $74,329,000 at December 31, 2001 and 2000, respectively. Certificates of deposit included brokered deposits in the amount of
$46,196,000 and $26,931,000 at December 31, 2001 and 2000, respectively.

At December 31, 2001, the scheduled maturities for all certificates of deposit were as follows:

2002 $218,511
2003 53,161
2004 50,315
2005 16,700
2006 6,066
Thereafter       4,430

$349,183

      BORROWINGS

A summary of the borrowings, including the outstanding balance of lines of credit, from the FHLBB is as follows:

DECEMBER 31, 2001

Principal Amounts Interest Rates Maturity Date

$  24,578 4.82% – 5.19% 2002
45,000 4.24% – 6.12% 2003
12,000 3.27% – 5.19% 2004
31,254 3.97% – 5.55% 2006
12,000 4.88% – 4.97% 2009
10,000 4.95% 2010

    34,000 4.07% – 5.02% 2011
$168,832

DECEMBER 31, 2000

Principal Amounts Interest Rates Maturity Date

$  78,348 6.52% – 6.67% 2001
32,000 6.08% – 6.12% 2003
12,000 4.88% – 4.97% 2009

    10,000 4.95% 2010
$132,348

Short- and long-term borrowings from the FHLBB consist of both fixed and adjustable rate borrowings and are collateralized by all
stock in the FHLBB and a blanket lien on qualified collateral consisting primarily of loans with first mortgages secured by one-to-four
family properties, certain unencumbered investment securities and other qualified assets. The carrying value of loans pledged as
collateral was $194,659,000 and $228,511,000 at December 31, 2001 and 2000, respectively. The FHLBB at its discretion can call
$86,000,000 of the Company’s long-term borrowings. The Company, through its bank subsidiaries, has an available line of credit with
FHLBB of $12,980,000 at December 31, 2001 and 2000. The Company had no outstanding balance on its line of credit with the
FHLBB at December 31, 2001 or December 31, 2000.
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The Company utilizes other borrowings in the form of  treasury, tax and loan deposits and repurchase agreements secured by U.S.
government or agency securities. Balances outstanding at December 31 are shown in the table below:

2001 2000

Treasury, tax and loan deposits $  1,058 $  1,031
Securities sold under repurchase agreements     40,953   35,061
Total other borrowed funds $42,011 $36,092

Weighted-average rate at the end of period 3.68% 4.24%

      EMPLOYEE BENEFIT PLANS

Pension and Other Postretirement Plans

The Company’s postretirement plans provide medical and life insurance to certain eligible retired employees. It is the Company’s policy
to fund the cost of postretirement health care and life insurance plans as premiums are paid; therefore, there are no plan assets.

On October 17, 2000, the Company terminated the defined-benefit noncontributory pension plan, which covered substantially
all eligible employees over 21 years of age with 1 year of employment. Total plan assets of $5,168,000 were distributed to eligible
employees during the first half of 2001. During 2000, the Company recognized $437,000 of net income due to the overaccrual of
the benefit obligation at the date of plan termination.

Information regarding the postretirement benefit plan is as follows:

 2001 2000 1999

Change in benefit obligation
Benefit obligation at beginning of the year $  724 $  481 $  399
Service cost 43 38 25
Interest cost 50 32 28
Actuarial (gain) loss (22) 200 50
Benefits paid     (30)     (27)      (21)
Benefit obligation at end of year     765     724     481

Funded status (765) (724) (481)
Unrecognized net actuarial loss 237 273 77
Unrecognized net prior service cost                     (78)     (94)   (110)
Accrued benefit cost $(606) $(545) $(514)

Weighted-average discount rate assumption 7.0% 7.0% 7.0%

2001 2000 1999

Components of net periodic benefit cost
Service cost $    43 $    38 $    25
Interest cost 50 32 28
Amortization of prior service cost (16) (16) (16)
Recognized net actuarial loss       14         3         –
Net periodic benefit cost $    91 $    57 $    37

For measurement purposes, a 6.3% annual rate of increase in the per capita cost to cover health care benefits was assumed for 2002.
The rate was assumed to decrease gradually to a 6.0% annual growth rate after 5 years, and remain at a 6.0% annual growth rate
thereafter. A 1.0% increase or decrease in the assumed health care cost trends rate would not have a material impact on the accumulated
postretirement benefit obligation due to a built-in cap on annual benefits.

The Company also sponsors an unfunded, non-qualified supplemental retirement plan for certain officers. The agreement provides
participants will be paid a life annuity upon retirement or death. Prior to September 1, 1999 the plan provided supplemental retirement
payments over 15 years upon retirement or death.
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The expense of this supplemental plan was $399,000, $347,000 and $309,000 in 2001, 2000 and 1999, respectively. The accrued
liability of this plan at December 31, 2001 and 2000 was $1,562,000 and $1,318,000, respectively.

401(k) / Profit Sharing Plan

The Company has a 401(k) plan whereby substantially all employees participate in the plan. Employees may contribute up to 15% of
their compensation subject to certain limits based on federal tax laws. The Company makes matching contributions and may make
additional contributions subject to the discretion of the Board of Directors. For the years ended December 31, 2001, 2000 and 1999,
aggregate expenses under the plan amounted to $527,000, $214,000 and $171,000, respectively.

Employee Stock Ownership Plan

During 1999, the Company, as successor to KSB Bancorp, Inc. (“KSB”), had an Employee Stock Ownership Plan (“ESOP”). As of the
merger date (December 20, 1999), all liabilities related to this plan were paid. Total ESOP expense was $368,765 in 1999.

Bank Recognition and Retention Plan

The Company, as successor to KSB, maintains a Bank Recognition and Retention Plan (“BRRP”) as a method of providing certain
officers and other employees of the Company with a proprietary interest in the Company. During 1994, the Company contributed
funds to the BRRP to enable such Company officers and employees to acquire, in the aggregate, 56,045 shares of common stock of the
Company. The Company recognizes expense related to the BRRP based on the vesting schedule. Participants are vested at a rate of 20%
per year commencing 1 year from the date of the award. Total expense related to the BRRP was $5,712 for 2001 and 2000, and $9,726
for 1999.

      SEGMENT REPORTING

The Company, through its bank and non-bank subsidiaries, provides a broad range of financial services to individuals and companies
in the State of Maine. These services include lending, demand deposits, savings and time deposits, cash management and trust
services. While the Company’s senior management team monitors operations of each subsidiary, these subsidiaries primarily operate in
the banking industry. Substantially all revenues and services are derived from banking products and services in Maine. Accordingly, the
Company’s subsidiaries are considered by management to be aggregated in 1 reportable operating segment.

     SHAREHOLDERS’ EQUITY

The primary source of funds available to the Company for payment of dividends to its shareholders are dividends paid to the Company
by its subsidiaries. The Company’s subsidiary banks are subject to certain requirements imposed by state and federal banking laws and
regulations. These requirements, among other things, establish minimum levels of capital and restrict the amount of dividends that
may be distributed by the subsidiary banks to the Company.

The Company has 3 stock option plans accounted for under Accounting Principles Board Opinion 25 (“APB 25”) and related interpretations,
as permitted under SFAS No. 123, “Accounting for Stock-Based Compensation.” The 1993 stock option plan, which is the plan currently
available for future grants, allows the Company to grant options to employees for up to 19,732 additional shares of Company common
stock. Under all 3 plans, the options are immediately vested when granted, and expire 10 years from the date the option was granted.
The exercise price of all options equals the market price of the Company’s stock on the date of grant. Therefore, in accordance with APB
25, no compensation cost has been recognized for the plans. Had compensation cost for the plans been determined based on the fair
value of the options at the grant dates consistent with the method of SFAS No. 123, the Company’s net income and earnings per share
for 2001 and 1999 would have been reduced to the pro forma amounts indicated below. The Company’s net income and earnings per
share for 2000 are equal to pro forma amounts since there were no options granted during the year ended December 31, 2000.
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EARNINGS PER SHARE
NET INCOME BASIC DILUTED

2001

As reported $15,418 $1.90 $1.89
Pro forma 15,348 1.89 1.88

2000

As reported $13,859 $1.70 $1.69
Pro forma 13,859 1.70 1.69

1999

As reported $10,229 $1.27 $1.27
Pro forma 9,985 1.24 1.24

The fair value of each option granted is estimated on the date of grant using the Black-Scholes options-pricing model with the
following weighted-average assumptions used for all grants; in 2001 dividend yield of 2.6%, expected volatility of 1.35%, risk-free
interest rate of 4.93%, and expected lives of 10 years; in 1999 dividend yield of 3.3%, expected volatility of 1.35%, risk-free interest
rate of 4.75%, and expected lives of 10 years.

A summary of the status of the Company’s stock option plans as of December 31, 2001, 2000 and 1999, and changes during the years
ended on those dates is presented below.

2001

Number of Weighted-average
Shares Exercise Price

Outstanding at beginning of year 183,729 $14.29
Granted during the year 5,000 16.00
Exercised during the year 19,926 11.13
Forfeited during the year      21,640   16.56
Outstanding at end of year 147,163 $14.44
Exercisable at end of year 147,163 $14.44
Weighted-average fair value of options granted during the year $14.06

2000

Number of Weighted-average
Shares Exercise Price

Outstanding at beginning of year 199,842 $14.13
Exercised during the year 11,613 11.55
Forfeited during the year     4,500   14.47
Outstanding at end of year 183,729 $14.29
Exercisable at end of year 183,729 $14.29
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1999

Number of Weighted-average
Shares Exercise Price

Outstanding at beginning of year 337,366 $  9.62
Granted during the year 18,180 16.28
Exercised during the year 164,440 4.91
Reload options granted during the year     8,736   10.26
Outstanding at end of year 199,842 $14.13
Exercisable at end of year 184,393 $13.95
Weighted-average fair value of options granted during the year $13.42

The following table summarizes information related to options outstanding at December 31, 2001:

Number Remaining Weighted-average
Outstanding Contractual Life Exercise Price

10,246 1.0 $12.80
67,500 4.0 12.33
59,917 6.0 16.67
4,500 7.0 18.38

    5,000   10.0   16.00
147,163   4.9 $14.44

      EARNINGS PER SHARE

The following table sets forth the computation of basic and diluted earnings per share:

2001 2000 1999

Net income, as reported   $     15,418 $     13,859 $     10,229
Weighted-average shares 8,123,928 8,164,188 8,033,757
Effect of dilutive employee stock options 33,558 14,617 33,877
Adjusted weighted-average shares and assumed conversion 8,157,486 8,178,805 8,067,634
Basic earnings per share $         1.90 $         1.70 $         1.27
Diluted earnings per share $         1.89 $         1.69 $         1.27

Options to purchase 10,500 and 93,908 shares of common stock at an average exercise price of $18.75 and $16.54 per share were
outstanding at December 31, 2001 and 2000, respectively, but were not included in the computation of diluted earnings per share
because the options’ exercise price was greater than the average market price of the common stock.

      INCOME TAXES

The current and deferred components of income tax expense were as follows:

2001   2000   1999

Current:
Federal $5,759 $4,836 $5,095
State      241      219      188

6,000 5,055 5,283
Deferred:

Federal   1,162   1,188    (100)
$7,162 $6,243 $5,183
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The actual expense differs from the expected tax expense computed by applying the applicable U.S. federal corporate income tax rate
to earnings before income taxes, as follows:

2001   2000   1999

Computed tax expense $7,903 $7,036 $5,394
Increase (reduction) in income taxes resulting from:

Tax exempt income (342) (471) (349)
State taxes, net of federal benefit 157 142 122
Income from life insurance (305) (264) (92)
Acquisition costs 89 27 452
Low income housing credits (303) (303) (221)
Other      (37)        76    (123)

$7,162 $6,243 $5,183

Items which give rise to deferred income tax assets and liabilities and the tax effect of each are as follows:

2001 2000

Asset Liability Asset Liability

Allowance for possible losses on loans $4,643 $       – $3,697 $    –
Allowance for investment losses 86 – 86 –
Capitalized costs 175 – 231  –
Pension and other benefits 760 – 652 –
Depreciation 153 – – 183
Deferred loan origination fees – 354 – 226
Deferred compensation and benefits 336 – 312 –
Unrealized (gains) losses on investments available for sale – 2,325 418 –
Unrealized appreciation on loans held for sale 40 – 167   –
Valuation of other real estate owned – –  20 –
Interest receivable 229 – 185 –
Deposit premium 326 – 80 –
Mortgage servicing rights – 296 – 82
Other          113          –        26       –

$6,861 $2,975 $5,874 $491

The related income taxes have been calculated using a rate of 35%. No valuation allowance is deemed necessary for the deferred tax
asset, which is included in other assets.

Retained earnings include $222,000 representing an allocation for income tax bad debt deductions prior to 1988, referred to as the
base year reserve. No income taxes have been provided for the base year reserve, though it continues to be subject to provisions of
present law that require recapture in the case of certain excess distributions to shareholders.

      RELATED PARTIES

In the ordinary course of business, the Company has made loans to certain officers and directors and the companies with which they
are associated. All such loans were made under terms that are consistent with the Company’s normal lending policies. Changes in
the composition of the board of directors or the group comprising executive officers result in additions to or deductions from loans
outstanding to directors, executive officers, or principal shareholders.

Loans to related parties which in aggregate exceed $60,000 were as follows:

2001   2000

Balance, January 1, $14,298 $16,178
Loans made/advanced and additions 5,328 4,545
Repayments and reductions     5,089     6,425
Balance, December 31 $14,537 $14,298
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In addition to the loans noted on the previous page, the Company had deposits at December 31, 2001 and 2000 from the same
individuals of $4,936,000 and $4,763,000, respectively.

      LEGAL CONTINGENCIES

Various legal claims arise from time to time in the normal course of business which, in the opinion of management, will have no
material effect on the Company’s Consolidated Financial Statements.

      FINANCIAL INSTRUMENTS

Credit Related Financial Instruments

In the normal course of business, the Company is a party to credit related financial instruments with off-balance sheet risk, which are
not reflected in the accompanying Consolidated Statements of Condition. These financial instruments include lending commitments
and letters of credit. Those instruments involve varying degrees of credit risk in excess of the amount recognized in the Consolidated
Statements of Condition.

The Company follows the same credit policies in making commitments to extend credit and conditional obligations as it does for
on-balance sheet instruments, including requiring similar collateral or other security to support financial instruments with credit risk.
The Company’s exposure to credit loss in the event of nonperformance by the customer is represented by the contractual amount of
those instruments. Since many of the commitments are expected to expire without being drawn upon, the total amount does not
necessarily represent future cash requirements. The Company has not incurred any losses on its commitments in 2001, 2000 or 1999.

Derivative Financial Instruments

The Company uses derivative instruments as hedges against large fluctuations in interest rates. The Company uses interest rate swap
and floor instruments to hedge against potentially lower yields on the variable prime rate loan category in a declining rate environment.
If rates were to decline, resulting in reduced income on the adjustable rate loans, there would be an increased income flow from the
interest rate swap and floor instruments. The Company also uses cap instruments to hedge against increases in short-term borrowing
rates. If rates were to rise, resulting in an increased interest cost, there would be an increased income flow from the cap instruments.

At least quarterly, all financial instruments are reviewed as part of the asset/liability management process. The financial instruments are
factored into the Company’s overall interest rate risk position. The Company regularly reviews the credit quality of the counterparty
from which the instruments have been purchased.

As of December 31, 2001, the Company had $90 million (notional principal amount) in cap contracts ($20 million and $70 million)
with strike rates of 7.50% and 7.00%, respectively, and both mature in 2002. During 2001, the Company had $25 million (notional
principal amount) in callable interest rate swaps that were called. The Company also sold $10 million (notional principal amount)
in interest rate swaps and $10 million (notional principal amount) in floor contracts during 2001.

At December 31, 2001 and 2000, the contractual or notional amounts of credit related and derivative financial instruments were
as follows:

2001  2000

Contractual
Commitments to extend credit $124,261 $99,108
Letters of credit 1,506 1,865

Notional
Swaps – 35,000
Floors – 10,000
Caps 90,000 90,000

19.

20.
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The estimated fair values of the Company’s financial instruments reported in the Consolidated Statements of Condition were
as follows:

DECEMBER 31, 2001 DECEMBER 31, 2000

Carrying Fair Carrying Fair
Amount Value Amount Value

Financial assets:
Cash and due from banks $  38,861 $  38,861 $  29,337 $  29,337
Securities available for sale 262,866 262,866 159,315 159,315
Securities held to maturity 944 944 57,695 60,698
Residential mortgages held for sale – – 12,838 12,838
Loans receivable 710,528 703,750 677,701 674,814
Interest receivable 5,054 5,054 6,959 6,959
Life insurance policies 17,713 17,713 16,842 16,842

Financial liabilities:
Deposits $763,568 $763,298 $744,360 $745,291
Borrowings from Federal Home Loan Bank 168,832 163,834 132,348 131,680
Other borrowed funds 42,011 42,011 36,092 36,092
Interest payable 3,058 3,058 3,963 3,963

The estimated fair values of the Company’s derivative financial instruments were as follows:

DECEMBER 31, 2001

Fair Value
Notional Contract Maturity Including
Principal Date Date Accruals

Interest Rate Caps $  20,000 26–Jul–00 26–Jul–02 $     –
    70,000 23–Oct–00 23–Oct–02        –
$  90,000 $     –

DECEMBER 31, 2000

Fair Value
Notional Contract Maturity Including
Principal Date Date Accruals

Interest Rate Swaps $  10,000 23–Dec–99 23–Dec–04 $316
20,000 11–Aug–00 11–Aug–10 39

      5,000 23–Aug–00 23–Feb–06     13
$  35,000 $368

Interest Rate Floors $  10,000  10–May–00 12–May–05 $258

Interest Rate Caps $  20,000 26–Jul–00 26–Jul–02 $  12
    70,000 23–Oct–00  23–Oct–02     31
$  90,000 $  43

43



CAMDEN NATIONAL CORPORATION AND SUBSIDIARIES

      REGULATORY MATTERS

The Company and its bank subsidiaries are subject to various regulatory capital requirements administered by the FRB, the Comptroller
of the Currency and the FDIC. Failure to meet minimum capital requirements can result in mandatory and possible additional
discretionary actions by regulators that, if undertaken, could have a direct material effect on the Company’s Consolidated Financial
Statements.

These capital requirements represent quantitative measures of the Company’s assets, liabilities and certain off-balance sheet items as
calculated under regulatory accounting practices. The Company’s capital classification is also subject to qualitative judgments by its
regulators about components, risk weightings and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the Company to maintain minimum amounts and
ratios of total and Tier 1 capital (as defined in the regulations) to risk-weighted assets (as defined), and of Tier 1 capital to average
assets (as defined). Management believes that, as of December 31, 2001, the Company and its bank subsidiaries meet all capital
requirements to which they are subject.

As of December 31, 2001, both bank subsidiaries were categorized by their supervisory regulatory agencies as well capitalized. To be
categorized as well capitalized, each bank subsidiary of the Company must maintain minimum total risk-based, Tier 1 risk-based, and
Tier 1 leverage ratios as set forth in the table. There are no conditions or events that management believes have changed the banks’
respective capital categories.

The ability of the Company to pay cash dividends depends on the receipt of dividends from its subsidiaries. The Company, as the sole
shareholder of its subsidiaries, is entitled to dividends from legally available funds when and as declared by each subsidiary’s Board
of Directors.

The Company’s actual capital amounts and ratios are also presented in the table.

To Be Well Capitalized
For Capital Under Prompt Corrective

Actual Adequacy Purposes Action Provisions
Amount Ratio Amount > Ratio > Amount > Ratio >

As of December 31, 2001

Total Capital (To Risk-Weighted Assets):
Consolidated $100,533 14.2% $56,650 8.0% N/A
Camden National Bank 58,979 12.4% 37,996 8.0% $47,495 10.0%
UnitedKingfield Bank 26,722 11.6% 18,444 8.0% 23,055 10.0%

Tier 1 Capital (To Risk-Weighted Assets):
Consolidated $91,624 12.9% $28,325 4.0% N/A
Camden National Bank 53,010 11.2% 18,998 4.0% $28,497 6.0%
UnitedKingfield Bank 23,814 10.3% 9,222 4.0% 13,833 6.0%

Tier 1 Capital (To Average Assets):
Consolidated $91,624 8.7% $42,011 4.0% N/A
Camden National Bank 53,010 7.7% 27,733 4.0% $34,666 5.0%
UnitedKingfield Bank 23,814 6.8% 14,014 4.0% 17,517 5.0%

21.
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As of December 31, 2000

Total Capital (To Risk-Weighted Assets):
Consolidated $94,077 13.1% $57,618 8.0% N/A
Camden National Bank 59,373 12.3% 38,735 8.0% $48,419 10.0%
UnitedKingfield Bank 27,685 11.7% 18,883 8.0% 23,603 10.0%

Tier 1 Capital (To Risk-Weighted Assets):
Consolidated $85,074 11.8% $28,809 4.0% N/A
Camden National Bank 53,320 11.0% 19,368 4.0% $29,051 6.0%
UnitedKingfield Bank 24,734 10.5% 9,441 4.0% 14,162 6.0%

Tier 1 Capital (To Average Assets):
Consolidated $85,074 8.6% $39,482 4.0% N/A
Camden National Bank 53,320 8.3% 25,722 4.0% $32,152 5.0%
UnitedKingfield Bank 24,734 7.3% 13,548 4.0% 16,935 5.0%

      HOLDING COMPANY

Following are the condensed Statements of Condition, Income and Cash Flows for the Company.

Statements of Condition
December 31,

2001 2000

Assets
Cash $    2,411 $     216
Premises and equipment 6,034 4,731
Investment in subsidiaries:

Bank subsidiaries 90,266 83,903
Other subsidiaries 4,659 184

Amounts receivable from subsidiaries 292 –
Goodwill – 41
Other assets       2,965     2,762

Total assets $106,627 $91,837

Liabilities & Shareholders’ Equity
Amounts due to subsidiaries $           – $     663
Accrued and other expenses    1,559 251
Shareholders’ equity   105,068   90,923

Total liabilities and shareholders’ equity $106,627 $91,837

22.
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Statements of Income
For Years Ended December 31,

2001 2000 1999

Operating Income
Dividend income from subsidiaries $14,787 $  7,756 $  8,256
Fees from subsidiaries 7,999 6,300 3,579
Other income          12          70          10

Total operating income   22,798   14,126    11,845

Operating Expenses
Salaries and employee benefits 4,537 3,698     2,158
Net occupancy 387 218 155
Furniture, equipment and data processing 893 886 709
Other operating expenses 2,275 1,558 1,353
Acquisition related expenses        271        129     1,019

Total operating expenses     8,363     6,489     5,394
Income before equity in undistributed earnings of subsidiaries 14,435 7,637 6,451

Equity in undistributed earnings of subsidiaries        961     6,240     3,705
Income before income taxes 15,396 13,877 10,156

Income tax benefit (expense)          22        (18)          73
Net Income $15,418 $13,859 $10,229

Statements of Cash Flows
For Years Ended December 31,

2001 2000 1999

Operating Activities
Net income $15,418 $13,859 $10,229
Adjustments to reconcile net income earnings to net cash

provided by operating activities:
Equity in undistributed earnings of subsidiaries (961) (6,240) (3,705)
Depreciation and amortization 404 299 300
Decrease in obligation under ESOP and BRRP 5 6 487
Amortization of goodwill 41 5 5
(Increase) decrease in amount receivable from subsidiaries (292) 2,367 (427)
Increase in other assets (203) (131) (2,292)
Increase (decrease) in payables        645      (998)     (1,799)
Net cash provided by operating activities   15,057     9,167     2,798

Investing Activities
Purchase of premises and equipment (1,707)   (3,497)      (347)
Investment in Acadia Trust, N.A.   (4,551)            –            –

Net cash used by investing activities   (6,258)   (3,497)      (347)

Financing Activities
Proceeds from sale of treasury stock – – 2,249
Exercise and repurchase of stock options (80) (22) (975)
Acquisition of minority interest 146 – –
Purchase of treasury stock (1,444) (394) (2,337)
Dividends paid (5,226) (5,150) (4,182)
Proceeds from stock issuance under stock option plan            –          31        227

Net cash used by financing activities   (6,604)   (5,535)   (5,018)

Net increase (decrease) in cash 2,195 135 (2,567)
Cash at beginning of year        216          81     2,648
Cash at end of year $  2,411 $     216 $       81
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       QUARTERLY RESULTS OF OPERATIONS (Unaudited)

The following is a summary of the quarterly results of operations for the years ended December 31, 2001 and 2000:

THREE MONTHS ENDED

Mar 31 June 30 Sept 30 Dec 31

2001

Interest income $20,751 $20,552 $19,989 $18,578
Interest expense 10,483 9,423 8,469 7,314
Net interest income 10,268 11,129 11,520 11,264

Provision for loan losses 714 714 789 1,464
Income before income taxes 5,382 5,992 6,460 4,746
Applicable income taxes 1,762 1,989 1,980 1,431
Net income 3,620 4,003 4,480 3,315
Per common share:

Basic 0.44 0.50 0.55 0.41
Diluted 0.44 0.49 0.55 0.41

THREE MONTHS ENDED

Mar 31 June 30 Sept 30 Dec 31

2000

Interest income $18,694 $19,547 $20,386 $20,928
Interest expense 8,795 9,795 10,577 10,875
Net interest income 9,899 9,752 9,809 10,053
Provision for loan losses 644 644 609 1,033
Income before income taxes 4,632 4,781 5,902 4,787
Applicable income taxes 1,438 1,458 1,878 1,469
Net income 3,194 3,323 4,024 3,318
Per common share:

Basic 0.39 0.41 0.49 0.41
Diluted 0.39 0.41 0.49 0.40

23.
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Auditor’s Letter
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Annual Meeting of Camden National Corporation

Tuesday, April 30, 2002, 3:00 p.m.
The Camden Opera House

The Company will provide, upon written request and without charge, a copy of Camden National Corporation’s
2001 Annual Report on Securities and Exchange Commission Form 10K.

Please contact:
Gregory A.  Dufour, Senior Vice President of Finance
Camden National Corporation
P.O. Box 310
Camden, Maine 04843
207-236-9131, ext. 2106
gdufour@camdennational.com
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The rings of a tree …

are the evidence of its growth and maturity.

Camden National Corporation’s

 record of financial performance …

 is the evidence of its consistency and strength.

Constantly growing and changing,

we remain dedicated to our roots,

carefully crafting and delivering

the best financial products and services in Maine.
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