Dear Fellow Shareholders:

I am pleased to present the 2007 Annual Report to you.   We again had a solid year in a difficult environment.   While income was down slightly from 2006 we saw growth in total assets, shareholder equity and dividends.   

Specific accomplishments during the year were as follows: 
· Net income totaled $ 692,000 and produced a return on average assets of .93% and a return on average equity of 8.85%.   While income decreased 2% from 2006 we were overall pleased with the results given the weakness in the mortgage market and the costs associated with the transition in two of our four executive officer positions.   
· Total assets at year end 2007 increased to $ 76,111,000 with an increase of 4% over year end 2006. 
· Loans held in the bank’s portfolio now total $ 50,818,000.  In addition, the bank continues to service another 504 mortgages sold on the secondary market totaling $ 38,800,000.  In total, the bank services a loan portfolio of $89,618,000.
· Investment Securities as of year end total $ 16,330,000 up some 40% from the $11,624,000 in securities held at year end 2006. 

· Deposits are up 8% over the previous year end and now total  $ 62,337,000.   

· Our capital base remains strong with total equity increasing 6% to $ 8,065,000 representing 10.6% of total assets.  
· A strong capital base and earnings of $ 7.19 per share allowed for an increase in dividends for the year from $ 3.00 to $ 3.15 per share.  The book value of our shares increased 6.4% from $ 78.72 to $ 83.79.

· In the technology area, we implemented “Bill Pay” to complement BayNet, our online banking service.  At year end we had 1,198 customers signed up for online banking.  The system had an astonishing 9,956 “hits” in December alone.   We also implemented “remote processing” which will allow all customer transactions to be converted to images and transmitted via secure lines.   This has allowed us to offer check images for our customers to view using BayNet     

We saw the retirement of Executive Vice President & Cashier Stephen E. Trottier and Vice President Bonnie L. Marenger.   We wish them the very best in their retirement.  Four new officers were named during the year with Marcey J. Skwor being named Vice President & Cashier, Karen E. LaFave named Vice President & Escanaba Office Manager, Carol L. Lauscher named Loan Officer, and Rebecca L. Phalen named Gladstone Office Manager.  

Our good friend and long time director, Paddy Fitch retired from our Board of Directors after 17 years of service.   In July, Dennis LaMarch joined our Board of Directors.   Dennis, along with his brother Rick, own and operate Phil & Lee’s Homes. 

I would like to thank all members of the Baybank family; our employees, our directors,  our customers and you, our shareholders, for making 2007 a year of significant accomplishment for our corporation.
Enclosed is a Notice of Annual Meeting of Shareholders, a proxy statement, and proxy voting form for you to sign and return.   I hope you can join us at the Terrace Bay Resort on Thursday, April 17, 2008 to review and celebrate our success. 

Sincerely,

Sig…

Donald P. St.Germaine

President
Baybank Corporation







