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2010 Annual Meeting 

Don’s First Speech 

 

  2009 proved to be another difficult year for Fentura.  While we will spend some time this 

morning discussing the causes behind the substantial loss for the year, we intend to spend most of our time 

today discussing the future.  We will provide you with some insights into our strategic planning process as well 

as announce major changes in store for your company for 2010.    

 As everyone in this room knows very well, 2009 was another very disappointing year for our company 

as we reported a $16 million loss for the year.  As in the prior year, the loss was principally a result of the 

inability of many of our borrowers to repay -which led to heavy provision expense for possible future loan 

losses.  Provision for loan loss expense in 2009 totaled $14.7 million nearly twice the level of 2008 and 2007 

and about 12 times greater than our pre-recession historical annual provision levels.  In addition, loan collection 

expenses increased by $2.7 million and fees for other professional services and expenses increased $1.5 million.  

Obviously, these extraordinary recessionary and credit-related expenses played havoc with our income 

statement and seriously attacked our capital account.   

 On the flip side, we did report a profit for the fourth quarter of 2009 and the annual report letter to 

shareholders did point to some improvement in asset quality trends and expected improvement in the overall 

economy!   

Since you’ve had a chance to read about last year’s financial performance in the proxy mailing package. 

I’m going to focus my comments on the positive things we began seeing during the third and fourth quarters of 

2009 which are continuing into 2010.  

 First, we are definitely beginning to see some positive trends in overall loan quality.  Fewer loans are 

migrating into a watch or substandard loan status, non performing loans have declined slightly from  the prior 

year  and loan delinquencies ended the year below the level of 2008.  Certain troubled business loan borrowers 
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have been able to change their product line or diversify their customer base thus strengthening their companies, 

and allowing us to upgrade their loans.  Residential property values are beginning to stabilize and we have been 

able to resell properties acquired through foreclosure at or near our carrying values for the first time in two 

years. 

 At both the 2008 and 2009 shareholder meetings we mentioned the high level of construction and 

development loans as having been a major source of our credit problems.  I am pleased to report that since mid- 

year 2007, our construction and land development loan portfolio has dropped by 65.4% from $62.5 million to 

$21.6 million.  This dramatic reduction in exposure to this troubled industry should soften the future loan loss 

provision requirement for such loans and assist in our financial turnaround.   

Now are we “out of the woods?” On asset quality?   No not yet but we definitely can see the “light at the 

end of the tunnel.”  

 Last year we began the process of shrinking the bank balance sheets to improve their net interest 

margins and capital ratios.  Loan and deposit interest rate spreads were widened and non-core deposit 

relationships were reduced -resulting in a 10 basis point improvement in the net interest margin on a year-to-

year basis.   

Another area of accomplishment that was probably masked by the magnitude of the loss for the year, 

was in the area of expense control.  During the early part of 2009, we substantially changed our organizational 

structure and eliminated the associated overhead expense.  We collapsed one of our bank boards, we modified 

senior management roles and responsibility, we eliminated about 12% of our workforce we cut salaries across 

the board for all employees, we eliminated bonuses and stock options and we suspended retirement 

contributions for all employee plans including the basic 401(k) company contribution plan.  The impact was 

painful and difficult as these expense reductions impacted everyone in our company.  As you can well 

appreciate, it’s not easy to maintain employee morale when the company is reporting large operating losses and 

employees are being asked to sacrifice personally.  But I’m pleased to tell you that our employees are just as 
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loyal to our company as you are.  I’m not aware of any officer or employee who walked away from us because 

of the personal sacrifice and the tough times we are facing. Virtually every employee “committed to the cause” 

and resolved to do his or her part to help our company survive.  The savings connected with these changes cut 

expenses by well over one million dollars for the year and will continue to benefit us in 2010 and beyond.   

 My hope is that you sense the tone of optimism that I feel about how we’re currently performing and 

how we’re positioned coming out of the recession.   Our banks withstood a couple years worth of “heavy body 

blows” and they are all still standing firm and they are all still adequately capitalized.  So I believe we have 

weathered the worst of the storm!   

Now are we close to returning to profitability or at least near break-even performance?  Well we can’t be 

certain but it is beginning to feel like that.  There are some positive signs in the overall economy as 

unemployment is no longer increasing, auto sales are strengthening and overall consumer confidence is 

improving.   

 As I mentioned earlier, we did report a profit during the fourth quarter of 2009, (the first in 7 

consecutive quarters). Additionally, later this week we’ll be reporting a modest manageable loss for the first 

quarter of 2010 as compared to the sizeable losses of 2008 and 2009.   

Now, two quarters do not constitute a trend, but when coupled with the many other positive asset quality 

measures and expense reductions I mentioned previously, you can begin to understand the reason for my 

optimism.   

 Some of you follow the financial performance of financial institutions closely.  So you know that the 

key to survival for a struggling bank is in being able to prevent operating losses from eroding capital to a point 

where the bank becomes undercapitalized and unable to continue as a viable entity.  That risk has clearly been 

the focus of our attention for the past two years and while we have shared some information with you about our 

strategic plans, we have not been able to paint a complete picture until today. 
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 So at this time it’s my pleasure to turn the meeting over to Chairman Shook for his comments about the 

specific steps we are taking to strengthen the capital position and future performance of our company.  
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2010 Annual Meeting Presentation 

Forrest Shook 

  

Thank you Don. 

Each year I try to provide you with an outside director’s viewpoint on company financial 

performance and give you a glimpse of our plans for the future.  And that is the same format I 

intend to follow this morning. 

It certainly is difficult to stand in front of a group of shareholders and discuss the fact that 

the company lost $16 million dollars the prior year.  However, that is exactly what happened and 

on the heels of a $12 million dollar loss the prior year it makes things pretty uncomfortable for all 

of us.   

So the key questions are how bad is our situation and where do we go from here?   

Without any doubt, this economy and its impact on the banking industry has created the most 

difficult challenge banks have faced since the great depression.  As Don has already mentioned, 

operating losses have eroded the capital position or net worth of our company.  Are the capital 

levels at our banks stressed? Of course they are. But are the levels at a critical or dangerous level? 

no they are not.  I am pleased to assure you that in spite of the substantial losses encountered 

during the past two years, all three of our banks remain adequately capitalized according to 

regulatory capital standards.  But since our capital has deteriorated during the past two years, your 

board has been involved in an extensive strategic planning process to improve overall capital 

levels.   

Early last year, we considered a tarp injection from the federal government. We also 

looked at raising capital from the issuance of new preferred or common stock.  After serious 

consideration, the board decided against accepting the government tarp proceeds.  Additionally, 
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the board has resisted issuing new common stock because it would have such a dilutive affect on 

existing shareholders.  Preferred stock is not an option at this time because of the inability of the 

banks to upstream dividends as a source of repayment on a new preferred stock issue. 

Given these decisions, early last year the board decided to sell Davison State Bank and 

reclaim the capital invested there for redistribution to The State Bank, West Michigan Community 

Bank or both.  While that transaction awaited regulatory approval for well over a year I am 

pleased to report that the acquiring entity received approval for the purchase early this month and 

the closing is actually expected to take place at the end of this month.  Don will provide a few 

details on the financial impact of this transaction in his comments to follow.  

While we remained optimistic through out the year that this sale would ultimately be 

approved, we continued to investigate other alternatives to strengthen the overall condition of the 

company. and today is gives me a great deal of pleasure to inform you that  just last week your 

board authorized management to enter into an agreement to sell West Michigan Community Bank 

to the owners of Northstar Financial Group, Inc.  Don will also provide some additional financial 

details on this transaction, but I do want you to know that the sale of these two banks will allow 

Fentura to inject additional capital into The State Bank to return it to what is considered a strong 

or well capitalized position.  

As we discussed and concluded in one of our special director meetings about a year ago 

sometimes you have to shrink to survive and position your company to “live to fight another day”.  

That is exactly the philosophy we have been operating under for the past 18 months and with 

these announcements today the approval of the sale of Davison State Bank and the agreement to 

sell West Michigan Community Bank we are there.  That is to say we believe we will have 

accomplished our goal of repositioning the company by shrinking to become a smaller but 

stronger company.  
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I do want you to know that this has been a couple of very difficult years for all of us.  It 

has been difficult for you as shareholders, difficult for those of us who are directors and difficult 

for our officers and employees.  None of us ever imagined that our share price could or would 

drop to such a low level and I don’t think any of us expected that company performance would 

deteriorate to a point that we would have to suspend the dividend.   

But in looking back, the national and international financial community pretty much went into a 

free fall in 2008.  The federal government stabilized the big banks during the early part of 2009, 

but did very little to assist the small banks who have been left to “fend for themselves”.   While 

we are all disappointed and suffering as shareholders because of the performance of our banks. 

We track our performance against other similar size Michigan banks and we are actually doing 

better than many by comparison.   

It is important that you realize that your directors and management team have wrestled 

hard with these problems over the last two years.  We have uncovered every stone and looked at 

every scenario possible.  We believe we have created a survival strategy by returning Fentura to 

its original core markets as a one bank holding company for The State Bank.  The sale of Davison 

State Bank and West Michigan community bank should provide Fentura and The State Bank with 

enough capital to not only weather the storm but be positioned for improved performance when 

the economy finally turns around.  

At this time, Don is going to return to the podium to describe in more detail the positive 

impact that the sale of these two banks will have on Fentura and The State Bank.   
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2010 Annual Meeting 

Don’s Second Presentation 

 

  As Forrest pointed out in his comments, our primary focus for the past two years has been on 

capital adequacy.  From mid year 2007 to mid year 2009, the capital or net worth position of our banks declined 

on average about one fourth declining from a level of 8% of total assets when the recession started to about 6% 

of total assets at June 30, 2009.   That deterioration was clearly a wake-up call and the boards and management 

teams of all three banks have been working diligently since mid-year last year to address the situation and I’m 

proud to report that all three banks have improved their capital positions since then.  However, as Forrest just 

pointed out, we decided that shrinking back to our original core franchise was the best strategy to ensure our 

best long-term chance for survival.   

 So this morning I’d like to talk through some of the financial details connected with shrinking the 

company.  

Last year we’ve agreed to sell Davison State Bank and that closing will take place today at 4:00.  The 

$2.8 million sale price is about equal to the current book value of the bank.   

 In a separate and second transaction, we have entered into an agreement to sell West Michigan 

Community Bank for approximately $11.00 million which is a 10% premium above book value.  When you 

stop to think about it for a minute these sale prices at or above book value are pretty handsome in today’s 

marketplace as small bank stocks (including Fentura) are selling well below book value.  As a result, we believe 

these transactions will benefit you as shareholders both in the near and long term.  While we did not use 

investment banking firms to negotiate the transactions, we did pay advisory firms for certain consulting 

assistance and for a sale price fairness opinion in the case of West Michigan Community Bank. 
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 As Forrest mentioned, the sale of the banks will allow Fentura to invest a portion of the proceeds in The 

State Bank returning it to a well capitalized level through an injection of approximately $6.3 million of 

additional paid in capital.  The proceeds from the sale of the two banks over and above that level will be utilized 

by Fentura to form a new subsidiary to acquire certain non performing assets from West Michigan Community 

Bank as required under the terms of the bank sale agreement.  Those assets involve loans in the process of 

collection or real estate properties that have been acquired through loan servicing action.  Underlying collateral 

and property values cover the loan balances or the asset carrying values. As a result, the liquidation over time of 

the approximate $7.5 million housed in this new subsidiary should be available to Fentura down the road for 

general corporate purposes. 

 In closing, this process of developing a survival plan for Fentura has been an arduous one for our 

directors and our officers.  We have experienced an untold number of “up’s and down’s” during the past 2 ½ 

years.  But today, we are more confident then at anytime since the recession started that we have a solid 

turnaround and survival plan.  Five Michigan banks have failed during this recession and it is likely that more 

will follow.  Our objective has been to protect your shareholder investment by figuring out a way to “weather 

the storm”.   

 The storm isn’t quite over yet but the Fentura ship certainly isn’t listing as badly as she once did.   

Clearly, returning Fentura to its roots as a one bank holding company for The State Bank with The State Bank 

returning to a well capitalized level leaves us with the best possible structure to achieve a turnaround in our 

financial and hopefully that will also result in a reasonable and appropriate turnabout in our share trading price.  

If all goes according to plan, the sale of the two banks and the recapitalization of The State Bank will be 

completed before year end. And coupled with expected improvement in the economy 2011 has the potential to 

be our best year since 2006.  
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 We appreciate your patience, your confidence, and your support as we now proceed to implement these 

dramatic and strategic changes designed to improve the financial strength and profitability of your company.    

 At this time it’s my pleasure to turn the microphone back to Vice Chairman McKinney for the wrap up 

of the business portion of the meeting.  


