2008 ANNUAL MEETING

DON GRILL

FOR THE PAST 10 YEARS, I HAVE HAD THE
PRIVILEGE OF STANDING BEFORE YOU TO
HIGHLIGHT WITH PRIDE----OUR PERFORMANCE
FOR THE PRIOR YEAR. AND AS YOU ALL KNOW
VERY WELL----THIS YEAR MY TASK IS
DIFFERENT----AS 2007 PROVED TO BE THE MOST
DIFFICULT YEAR IN THE HISTORY OF OUR

COMPANY----A YEAR WHICH SAW US REPORT A
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LOSS OF $467,000----THE FIRST LOSS SINCE THE
COMPANY WAS FORMED IN 1987.

SO RATHER THAN PROUDLY DISPLAY THE
UPWARD SLOPING CHARTS AND GRAPHS, AND
BOAST ABOUT PAST PERFORMANCE----1 WILL
HUMBLY ATTEMPT TO EXPLAIN WHAT
HAPPENED TO US IN 2007----WHAT WE’RE DOING
ABOUT IT----AND WHAT YOU MIGHT EXPECT
FROM YOUR INVESTMENT IN FENTURA GOING
FORWARD.

FROM 2002-2006 WE ACHIEVED IMPROVED

FINANCIAL PERFORMANCE EACH YEAR

C:\Documents and Settings\bruceb\Temporary Internet Files\OLKDBF\2008 ANNUAL-DON.doc



RESULTING IN A RECORD YEAR IN 2006 WHEN
NET INCOME REACHED 3.3 MILLION DOLLARS.
THEN IN 2007, THE MICHIGAN AUTO INDUSTRY
RECESSION AND THE COLLAPSE OF THE
HOUSING INDUSTRY PROVED TO BE
DEVASTATING TO MANY OF OUR BORROWERS---
-AND IN PARTICULAR---OUR RESIDENTIAL
CONSTRUCTION AND LAND DEVELOPMENT
BORROWERS.

DURING RECENT YEARS, WE PURPOSELY
AVOIDED THE WELL PUBLICIZED “SUB PRIME

MORTGAGE LOANS” AND HIGH RISK REHAB OR
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SECOND MORTGAGE LOANS, BUT WE DID
PROVIDE FUNDING FOR NEW SUBDIVISIONS,
LAND ACQUISITION FOR FUTURE
DEVELOPMENT, ROADS AND INFRASTRUCTURE,
MODEL HOMES, SPEC HOMES, ETC.

AT THE START OF 2007, SUCH LOANS
COMPRISED 175% OF OUR TOTAL LOAN
PORTFOLIO OR APPROXIMATELY $79 MILLION
DOLLARS. THIS LEVEL OF LOAN PORTFOLIO
CONCENTRATION IN CONSTRUCTION AND LAND

DEVELOPMENT WAS COMPARABLE TO OUR
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HISTORICAL LEVEL THROUGHOUT THE PRIOR
DECADE.

IF YOU STOP AND THINK ABOUT THE
COMMUNITIES THAT WE SERVE FOR A MINUTE,
YOU MIGHT ASSUME THAT MUCH OF THE
CREDIT OPPORTUNITY THAT CAME OUR WAY
INVOLVED CONSTRUCTION AND LAND
DEVELOPMENT BECAUSE OF THE NATURE OF
THE COMMUNITIES WE SERVE. FENTON,
DAVISON, HUDSONVILLE, HOLLAND, GRAND
BLANC----INDEED ALL OF OUR MARKETS HAVE

SEEN SUBSTANTIAL RESIDENTIAL GROWTH AND
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DEVELOPMENT DURING THE PAST DECADE. AS
A COMMUNITY BANKING COMPANY, OUR BANKS
ACCEPT DEPOSITS AND GRANT LOANS IN THE
COMMUNITIES WE SERVE. ACCORDINGLY,
COMMUNITY BANK CREDIT RISK REFLECTS THE
LOCAL ECONOMY----AND OUR LEVEL OF
INVOLVEMENT OR  CONCENTRATION IN
CONSTRUCTION AND LAND DEVELOPMENT
LENDING SEEMED REASONABLE AND, IN FACT,
SERVED US WELL FOR MANY YEARS.
UNFORTUNATELY, THE HOUSING INDUSTRY

COLLAPSED DURING THE LATTER PART OF 2007,

C:\Documents and Settings\bruceb\Temporary Internet Files\OLKDBF\2008 ANNUAL-DON.doc



AND THE DRAMATIC DECLINE IN NEW HOME
SALES WAS THE FASTEST AND DEEPEST
DECLINE EXPERIENCED SINCE THE 1920’s.
RECOGNIZING THE IMPACT ON OUR
CONSTRUCTION AND LAND DEVELOPMENT
BORROWERS, YOUR BANKS TOOK
UNPRECEDENTED ACTION IN EXPENSING
APPROXIMATELY $6 MILLION DOLLARS TO THE
RESERVE FOR LOAN LOSSES DURING THE 3*"
AND 4™ QUARTERS OF 2007. THIS ACTION,

MORE THAN OFFSET OUR CORE OPERATING
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EARNINGS AND RESULTED IN THE LOSS FOR
THE YEAR.

SO HOW HAVE WE REACTED TO THIS
HOUSING, FINANCIAL AND PERFORMANCE
CRISIS? FIRST, I WANT YOU TO KNOW THAT
YOUR BANKERS HAVE WORKED DILIGENTLY IN
AN ATTEMPT TO IDENTIFY ALL PROBLEM LOAN
SITUATIONS WHERE BORROWERS ARE
STRUGGLING TO MEET THEIR LOAN
OBLIGATIONS DUE TO THE CONDITION OF THE
MICHIGAN ECONOMY OR THE HOUSING

INDUSTRY. LOANS SO IDENTIFIED HAVE BEEN
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ASSIGNED TO SPECIALIZED LENDERS OR LOAN
SERVING PERSONNEL. CASH FLOWS AND
REPAYMENT ABILITY HAVE BEEN ANALYZED
ALONG WITH THE LIQUIDATION VALUE OF THE
UNDERLYING COLLATERAL.

WE ARE DEVELOPING SPECIFIC LOAN WORK
OUT STRATEGIES ON A LOAN BY LOAN BASIS TO
MAXIMIZE THE POTENTIAL RETURN TO THE
BANK. AND IMPORTANTLY, ALL THIS IS BEING
DONE IN A WAY TO RESPECT THE RIGHTS AND

DIGNITY OF THE BORROWERS.
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I AM PLEASED TO REPORT THAT WE HAVE
MADE SUBSTANTIAL PROGRESS IN REGARD TO
THE CONSTRUCTION AND LAND DEVELOPMENT
LOAN CONCENTRATION SINCE EARLY 2007 AS
TOTAL LOAN OUTSTANDINGS DEDICATED TO
THIS LOAN CATEGORY HAVE DROPPED $20
MILLION DOLLARS OR 25% SINCE JANUARY OF
LAST YEAR. FURTHER IMPROVEMENT IS
EXPECTED DURING 2008----ALTHOUGH THE
PACE WILL BE SLOW BECAUSE OF THE SOFT

MARKET FOR NEWLY CONSTRUCTED HOMES,
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LOTS OR VACANT LAND FOR FUTURE
DEVELOPMENT.

IN ADDITION TO WORKING ON REDUCING
OUR CONSTRUCTION AND LAND DEVELOPMENT
CONCENTRATION, WE HAVE TIGHTENED OUR
LOAN UNDERWRITING CRITERIA FOR MOST
TYPES OF NEW LOANS CURRENTLY BEING
CONSIDERED. ALL OF OUR LOAN OFFICERS AND
DIRECTORS HAVE PARTICIPATED IN AN
INTERNAL EXERCISE ENTITLED “LESSONS
LEARNED---THE CREDIT ISSUES OF 2007.” THIS

EXERCISE INVOLVED REVISITING AND
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REVIEWING OUR PRIOR DECISIONS,
REVALUATING OUR LOAN UNDERWRITING
PROCESS AND WHERE APPROPRIATE REVISING
LOAN POLICIES, PROCEDURES AND THE
APPROVAL PROCESS.

IN TIMES OF DECLINING REVENUE, IT IS
ALSO NECESSARY AND APPROPRIATE TO
CONTROL----IF NOT REDUCE OVERHEAD OR
OPERATING EXPENSES. SEVERAL INITIATIVES
HAVE BEEN IMPLEMENTED OR ARE IN THE
PLANNING STAGES TO REDUCE OUR COST OF

OPERATION. FIRST, I AM PLEASED TO
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ANNOUNCE THAT OUR HOLDING COMPANY AND
BANK DIRECTORS HAVE IMPOSED A 350%
REDUCTION ON THEIR DIRECTOR RETAINER
FEES DURING THESE DIFFICULT TIMES. THIS
WILL RESULT IN AN ANNUALIZED SAVINGS OF
APPROXIMATELY $175,000. ADDITIONALLY,
MANAGEMENT PERFORMANCE INCENTIVES
WERE RELINQUISHED FOR 2007 AND
MANAGEMENT WILL NOT BE ELIGIBLE FOR
SUCH BONUSES DURING 2008. TO PUT THIS IN
PERSPECTIVE, THESE EARNED INCENTIVES

AVERAGED MORE THAN $500,000 PER YEAR FOR
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THE PERIOD 2003-2006----AMOUNTING TO A 13.8%
REDUCTION IN TOTAL MANAGEMENT
COMPENSATION FOR THE PAST 12 MONTHS
COMPARED TO THE PRIOR PERIODS.

SINCE MID YEAR 2007, WE HAVE REALIGNED
OUR INTERNAL ORGANIZATIONAL STRUCTURE,
REASSIGNED MANAGEMENT AND
DEPARTMENTAL RESPONSIBILITIES AND
ELIMINATED 16 POSITIONS FROM OUR BANKS
RESULTING IN AN ANNUALIZED SAVINGS OF
$820,000. ADDITIONALLY, FURTHER

REORGANIZATIONAL EFFORTS CURRENTLY
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UNDERWAY ARE EXPECTED TO ELIMINATE
ANOTHER 10 POSITIONS RESULTING IN AN
ADDITIONAL $440,000 IN ANNUAL SAVINGS.
REGARDING OFFICES AND FACILITIES, WE
HAVE MODIFIED BRANCH HOURS AND WHERE
APPROPRIATE REDUCED OPERATING HOURS
FOR OVERLAPPING OFFICES, SAVING NEARLY
$80,000. WE HAVE ALSO REDUCED COSTS
ASSOCIATED WITH ADVERTISING,
MEMBERSHIPS, BUSINESS DEVELOPMENT AND
STAFF PERFORMANCE INCENTIVES. THESE

CHANGES WILL RESULT IN AN ADDITIONAL
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$130,000 IN ANNUAL SAVINGS. WE ARE
REEXAMINING THE SAVINGS THAT COULD BE
CONNECTED WITH THE POSSIBLE SALE AND
LEASE BACK OF MANY OF OUR BANKING
OFFICES.

WE ARE SERIOUSLY CONSIDERING
CONSOLIDATING BRANCH OFFICES IN MARKETS
WHERE ONE LARGE FACILITY COULD
REASONABLY REPLACED TWO OR THREE
SMALLER FACILITIES----AN EXERCISE THAT
COULD RESULT IN BRANCH CLOSURE

ANNOUNCEMENTS IN THE VERY NEAR FUTURE.
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CLEARLY, ALL OF OUR ACTIONS TO
IMPROVE COMPANY PERFORMANCE ARE NOT
JUST RELATED TO FIXING PROBLEM LOANS OR
REDUCING OVERHEAD EXPENSES. WE ARE
ALSO TAKING PROACTIVE ACTION WHERE
PRUDENT TO EXPAND OUR PRESENCE IN
GROWTH MARKETS, INCREASE REVENUE AND
FURTHER DIVERSIFY REVENUE SOURCES---AND
FORREST WILL TOUCH ON SOME OF THOSE
AREAS WITH HIS COMMENTS LATER THIS

EVENING.
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AS TO THE OUTLOOK FOR THE BALANCE OF
2008 AND BEYOND----THE MICHIGAN ECONOMY
AND THE STATUS OF THE HOUSING INDUSTRY
MAKE IT DIFFICULT FOR US TO PROJECT
FUTURE PERFORMANCE. IT DOES NOT APPEAR
THAT WE HAVE HIT THE BOTTOM OF THE
HOUSING INDUSTRY DECLINE AND NOW IT
APPEARS THAT THE REST OF THE COUNTRY IS
BEGINNING TO FALL INTO THE SAME
RECESSION THAT HAS PLAGUED MICHIGAN FOR
THE LAST 2-3 YEARS. HAVING SAID THAT, WE

HAD FEWER LOANS MOVE INTO A PROBLEM
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LOAN CATEGORY DURING THE PAST MONTH
THAN WE EXPERIENCED DURING ANY MONTH
SINCE MID-YEAR 2007.

AS MANY OF YOU KNOW, WE RECENTLY
RELEASED OUR 1°" QUARTER RESULTS, AND WE
HAD ANOTHER DISAPPOINTING QUARTER----
PRIMARILY A RESULT OF CONTINUED
PROVISION FOR LOAN LOSSES REQUIRED IN
CONNECTION WITH FURTHER DETERIORATION
IN OUR LOAN PORTFOLIOS.

THE CONTINUED OPERATING LOSSES HAVE

HAD A MAJOR IMPACT ON OUR STOCK TRADING
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PRICE WHICH HIT AN ALL TIME LOW OF $16
LAST WEEK. BECAUSE WE HAVE EXPERIENCED
THREE CONSECUTIVE QUARTERS OF
OPERATING LOSSES THE FENTURA BOARD
CHOSE TO PRESERVE CAPITAL AND SUSPEND
THE PAYMENT OF THE NORMAL DIVIDEND
FOLLOWING THE FIRST QUARTER OF 2008 AND I
BELIEVE FORREST WILL COMMENT FURTHER
ON THAT DECISION IN HIS COMMENTS LATER.
CLEARLY, THESE UNPRECEDENTED
CHALLENGES DEMAND THAT WE REEVALUATE,

RETHINK, REWORK AND MAYBE EVEN----
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REMAKE OUR COMPANY. WE HAVE EMBARKED
ON A PROCESS WITH OUR BOARD, ASSISTED BY
OUTSIDE CONSULTANTS AND INVESTMENT
BANKERS TO CAREFULLY EXAMINE ALL OF THE
STRATEGIC OPTIONS AVAILABLE TO US----AND
THESE OPTIONS ALL EXTEND BEYOND THE
ORGANIZATIONAL CHANGIE, REVENUE
ENHANCEMENT AND EXPENSE REDUCTION
ITEMS DIVE ALREADY MENTIONED THIS
EVENING.

WE ALL RECENTLY LEARNED ABOUT THE

DRAMATIC AND SUDDEN TURNABOUT IN
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PERFORMANCE OF SEVERAL MAJOR BANKING
ORGANIZATIONS INCLUDING CITICORP,
WACHOVIA, NATIONAL CITY AND BEAR
STEARNS. THESE MAJOR BANKS HAVE ALSO
ANNOUNCED SERIOUS ASSET QUALITY OR LOAN
PROBLEMS AND ARE SEEKING REMEDIES JUST
LIKE WE ARE.

SO WHAT KINDS OF STRATEGIC
ALTERNATIVES ARE WE LOOKING AT AND
WHAT KINDS OF CHANGES MIGHT WE SEE IN
OUR COMPANY OR OUR INDUSTRY? IN THIS

ENVIRONMENT, I BELIEVE WE WILL LIKELY SEE
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REGIONAL OR STATEWIDE FINANCIAL
INSTITUTIONS ACQUIRE COMMUNITY BANKS
OR COMMUNITY BANK HOLDING COMPANIES.
WE WILL PROBABLY SEE “SHOT GUN
WEDDINGS” INVOLVING TROUBLED BANKS
BEING TAKEN OVER QUIETLY AND QUICKLY.
WE WILL PROBABLY SEE SEVERAL SO
CALLED “MERGERS OF EQUALS” WHERE BANKS,
OR HOLDING COMPANIES OF SIMILAR SIZE
COME TOGETHER TO ACHIEVE ECONOMIES OF
SCALE. SOME BANKS WILL LIKELY ANNOUNCE

THE SALE OF PROBLEM LOANS AT A DEEP
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DISCOUNT AND MAY BE FORCED TO RAISE
CAPITAL TO JUSTIFY THEIR ACTIONS. MANY
BANKS WILL SELL BRANCHES TO REDUCE
OVERHEAD AND SHRINK THE OVERALL SIZE OF
THEIR ORGANIZATION. AND FINALLY, BANK
HOLDING COMPANIES WILL LIKELY DIVEST
THEMSELVES OF INDIVIDUAL BANKS FOR
PERFORMANCE REASONS----TO RECLAIM
CAPITAL----OR TO ACHIEVE IMPROVED
GEOGRAPHIC DIVERSIFICATION.

I DO WANT YOU TO KNOW THAT VIRTUALLY

ALL OF THESE ALTERNATIVES ARE BEING
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CONSIDERED BY THE FENTURA BOARD OF
DIRECTORS AT THIS TIME. HOWEVER, LEGAL
RESTRICTIONS APPLICABLE TO FENTURA AS A
PUBLICLY TRADED COMPANY, PREVENT US
FROM TALKING FURTHER ABOUT THESE
STRATEGIC OPTIONS WITH YOU TONIGHT.

OUR RECENT PERFORMANCE, OUR CAPITAL
LEVEL, THE SERIOUS STRESS WE FACE IN THE
FINANCIAL INDUSTRY IN GENERAL AND THE
CONTINUED WEAKNESS IN OUR ECONOMY ALL
DEMAND THAT WE CONSIDER AND EVALUATE

ALL OF THESE ALTERNATIVES.
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EVERY YEAR THAT I HAVE BEEN YOUR CEO,
I HAVE CONCLUDED MY REMARKS BY
THANKING YOU AS SHAREHOLDERS FOR YOUR
SUPPORT, THANKING THOSE OF YOU WHO ARE
DIRECTORS FOR YOUR WISDOM AND COUNSEL
AND THANKING MY FELLOW FENTURA
ASSOCIATES FOR THEIR FINE EFFORT. AND
WHILE IVE ALWAYS BEEN SINCERE IN MY
WORDS OF THANKS---- LEARNED THIS PAST
YEAR HOW TRULY GRATEFUL I AM FOR YOUR
SUPPORT. OUR FINANCIAL PERFORMANCE IN

2007 WAS A DISAPPOINTMENT TO ME
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PERSONALLY AND I’M SURE IT WAS TO YOU AS
WELL.

WE ARE NOW GOING THROUGH THE MOST
DIFFICULT TIME IN THE HISTORY OF OUR
COMPANY---BUT I BELIEVE WE ARE FACING THE
CHALLENGES HEAD-ON. THE INITIATIVES I’VE
OUTLINED IN MY COMMENTS TONIGHT MAY
CHANGE THE NATURE OF OUR COMPANY, BUT
THOSE INITIATIVES THAT WE IMPLEMENT WILL
HAVE A POSITIVE IMPACT ON OUR LONG TERM
PERFORMANCE, AND THE FUTURE VALUE OF

OUR COMPANY.
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SO I BELIEVE WE ARE MAKING THE RIGHT
SACRIFICES, SERIOUSLY CONSIDERING THE
RIGHT ALTERNATIVES AND LAYING THE RIGHT
PLANS NECESSARY TO IMPROVE THE FUTURE
PERFORMANCE OF YOUR COMPANY AND
ALLOW YOU TO ACHIEVE THE HIGHEST
POSSIBLE RETURN ON YOUR INVESTMENT.

IN CLOSING, I HUMBLY SAY THANKS TO ALL
OF YOU WHO CONTINUE TO SUPPORT OUR
COMPANY WITH YOUR INVESTMENT AND TO
ALL OF YOU WHO TOIL SO FAITHFULLY TO

MAKE THE COMPANY SUCCESSFUL.
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