Dear Fellow Shareholders:

Just as you probably were, I was happy to see 2008 draw to a close.   Without a doubt, we just experienced the worst year for our country’s financial markets in 75 years.   
Seven years of Wall Street greed, individual financial irresponsibility, ineffective government oversight, unscrupulous mortgage brokers, and congressional interference have come together to create a “perfect storm” of financial collapse and destroyed value.   During 2008: 
· Bear Sterns was acquired by J P Morgan Chase with tax-payer funded assistance;

· IndyMac failed, the second largest bank failure in U.S. history with over 10,000 uninsured depositors;

· Freddie Mac and Fannie Mae were placed into governmental receivership and their shareholders lost their investments;
· Merrill Lynch was sold to Bank of America with tax-payer funded assistance;

· Lehman Brothers was denied tax-payer funded financial assistance and filed an emergency Chapter 11 bankruptcy, destroying an estimated $50 billion in value an orderly liquidation may have brought;

· The Federal Reserve purchased insurance giant American International Group (AIG) to prevent failure of the insurer, 

· The Federal Reserve extended guarantees to money market mutual funds to avoid their collapse, 

· Washington Mutual failed, the largest bank failure in U.S. history.  Assets were sold to J P Morgan Chase with tax-payer funded assistance.  

· Congress was forced to approve an $ 850,000,000,000 tax-payer funded bailout fund, 

· Wells Fargo acquired Wachovia Corporation to keep Wachovia from failure, 

· Bank of America acquired Countrywide to avoid failure of the mortgage company. 

· FDIC provided Citigroup with tax-payer funded guarantees, liquidity and capital to avoid failure.

It was indeed a “perfect mess” even impacting our company as a $ 500,000 Lehman Brothers mortgage debenture became virtually worthless with their bankruptcy filing on September 15th.  
Given all of these events, I believe Baybank weathered the storm  rather well.  Net income for the year was $359,000 as the net impact of the Lehman Brother bond loss was approximately $ 300,000.   In addition, we increased our loan loss provision in December from $ 180,000 to $ 280,000 as a precaution against further declines in the state and local economy.   We finished the year with a Return on Average Assets of .46% and a return on average equity of 4.5%.   Earnings per share was $ 3.73 and dividends paid for the year totaled $ 3.20 per share.   While we normally do not look favorably on a dividend payout ratio higher than 50%, your board felt that given our well capitalized position and lack of loan demand that you could put the dividends to best use rather than sitting in our capital account.   Total assets at year end were $ 74,500,000 and total equity stood at just under $ 8,000,000 for a primary capital ratio of 10.7%.  
Is there good news in all this?   Absolutely.  The good news is that community banks, like Baybank, are now the mortgage lenders of choice for both consumer and investors.  Borrowers want to trust the institution that lends them their mortgage funds, and they trust community bankers.   Investors know that community bankers have a reputation for making well-underwritten, low-risk mortgages.   Our mortgage activity, particularly our refinancing activity has been extremely brisk the first couple months of 2009 as responsible borrowers take advantage of lower fixed rates which will serve them well long after the current economic cycle has passed.  

This year we mark another milestone as our long time Senior Vice President Phil Clark retires from the bank as of May 1st.   We wish Phil and his wife Mary, the very best in their well earned retirement.    

I am pleased to announce that Thomas O. Fillman has joined the bank as Vice President and will oversee all areas of lending.  Tom  is a very talented lender and experienced banker.  He is originally from the U.P. and spent 16 years with MFC First National Bank of Escanaba ( now Wells Fargo).  The last 5 years he has been a commercial lender in Platteville, Wisconsin.   I could not be more pleased that Tom has joined our bank.  
I would like to thank all members of the Baybank family; our employees, our directors,  our customers and you, our shareholders, for making 2008 a year of significant accomplishment for our corporation in a very difficult environment.
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 16, 2009 to review and celebrate our success. 

Sincerely,

Sig…

Donald P. St.Germaine

President
Baybank Corporation







