Dear Fellow Shareholders:

The past year has seen a slow recovery from the economic “meltdown” we experienced in 2008.   Unfortunately it has been my experience that the U.P. typically lags 6 - 12 months behind the rest of the country in an economic recovery.   On a positive note, nearly all of the guarantees and loans advanced to the banking industry have now been returned with a profit to taxpayers.
Our net income for the year was $ 617,000 for a return on average assets of .82%.   This compares favorable to our nation-wide peer group average of .67% and far surpassed the state-wide average of approximately -.25%.    Some highlights (and lowlights) in our 2009 operating results were as follows:

· Our net interest income was stable, decreasing slightly from $3,047,000 to $3,001,000. 

· Income from sales and servicing of secondary market mortgages increased 86% to $305,000 as we originated or re-financed over $ 17,000,000 in long-term fixed rate mortgages.   

· Losses on securities decreased $309,000.   In 2008, we had a loss of $455,000 on a Lehman Brothers bond after that firm collapsed.   We did have a default on a municipality in 2009, resulting in a write-down on that security of $ 146,000.   A lawsuit is pending and we believe some recovery is likely.

· Net loan losses of $ 175,000 resulted in a loan loss provision of $ 180,000 compared to losses of $ 296,000 in 2008. 

· Our bank’s FDIC insurance assessment skyrocketed to $ 108,694, a 1,583% increase as banks were required to replenish the FDIC insurance fund.   

Total assets of  $ 74,125,000 at 12/31/09 were down slightly from $ 74,539,000 at 12/31/08.   Total loans outstanding decreased $ 2,800,000 to $ 45,600,000 while investment securities increased 20% to $ 21,500,000.  We reduced debt 45% this year by paying off $ 2,600,000 in borrowings.  Customer deposits increased 2.5% to $ 61,400,000.  Much of this balance sheet activity was to position ourselves for interest rate increases expected in the future.  

The bank’s capital position remains strong with a Tier 1 leverage capital ratio of 11.11% and a Total Risk-Based Capital to Risk-Weighted asset ratio of 17.44%.   2009 dividends of $3.25 per share represented a 50% payout of net income and an annual dividend increase for the 12th consecutive year. 

On the technology side, we upgraded all of our customer service terminals to a “real-time” system.   Any transaction is reflected immediately on the customer’s account and allows us to provide better service and information to our customers.  

I would like to thank all members of the Baybank family; our employees, our directors,  our customers and you, our shareholders, for making 2009 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 22, 2010 to review and celebrate our success. 

Sincerely,

Sig…

Donald P. St.Germaine

President
Baybank Corporation







