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Letter To Our
Shareholders

While 2023 presented new challenges to the banking industry impacting the current
earnings of First National Bank of Michigan(FNBM), the Bank remains well positioned
for future growth and to expand future earnings opportunities.

FNBM'’s total assets increased 4.7% from a year ago to $980.2 million as of December
31,2023, with gross loans increasing 13.4% to $712.8 million. Total capital was $70.7
million as of December 31,2023, up $8.1 million from year-end 2022.

For the year 2023, total interest income grew 34.2% to $42.3 million from $31.5
million for the prior year as a result of increased yield on earning assets and
continued expansion of the commercial loan portfolio. For the same period, FNBM’s
interest costs rose 391.2% moving from $3.8 million to $18.7 million primarily due to
the higher costs of deposits and borrowed funds, reflecting the impact of the rapidly
rising interest rate environment. FNBM also experienced a change in its funding
mix, consisting of a decrease in noninterest-bearing and lower-cost deposits and

an increase in higher-cost money market accounts and time deposits, as customers
sought additional FDIC insurance and higher yields. During 2023, FNBM recorded
provisions for credit losses totaling $0.7 million, down from $2.1 million for the

year prior. FNBM also increased non-interest income by 16.5% for the year while

its non-interest expense, largely influenced by inflation, grew by 7.1%. Net income
for the year of $4.2 million was down 42.6% from the previous year’s total of $7.3
million and, as a result, diluted earnings per share also saw a decrease of the same
percentage, moving from $3.65 per share to $2.13 per share.

FNBM maintained a “well-capitalized” position as of December 31, 2023, with a
total risk-based capital ratio of 11.4%, compared to 11.6% as of December 31,
2022. At year-end 2023, FNBM had approximately $11.2 million of capital above the
10 percent minimum regulatory threshold required to be categorized as a “well-
capitalized” institution.

The Board and Management continue to expect net profits to rise through expense
control and increased earning asset yields. Forty-two percent of FNBM’s earning
assets, as of December 31, 2023, are set to reprice within 12 months, and sixty-
two and one-half percent of its earning assets are set to reprice within three years
through variable interest rates and scheduled principal maturities.

The Company’s year-end financial results showed slowing margin compression and
stable profitability with improvements expected throughout 2024. As of December
31,2023, the value of FNBM was independently determined to be $41.00 per share,
an increase of $1.00 per share or 2.5% from September 30, 2023.

We continue to appreciate your referrals, investment, and the commitment you
continue to place in First National Bank of Michigan - your local community bank.
If you have any questions regarding the Bank or your investment in First National
Bancorp, Inc., please let us know.

Together, We are First.

Sincerely,

Boih £ S5 Yo b it

Daniel E. Bitzer Larry D. Lueth
President & CEO Chairman of the Board
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2023-2022

Financial Review

For the Year

2023

2022

Net interest income
Credit loss provision
Non-interest income
Non-interest expense
Income tax expense
Net income

Pre-tax pre-provision

At Year End

$23,666,000
$660,000
$1,427,000
$19,499,000
$724,000
$4,210,000
$5,594,000

2023

$27,733,000
$2,078,000
$1,225,000
$18,198,000
$1,347,000
$7,335,000
$10,760,000

2022

Cash and investments
Gross loans

Allowance for credit losses
Other assets

Total assets

Deposits

Borrowings

Other liabilities
Shareholder’s equity

Total liabilities and
shareholders’ equity

Ratios (%)

$240,077,000
$712,828,000
($10,454,000)

$37,764,000

$283,733,000
$627,918,000
($12,603,000)

$37,482,000

$980,215,000

$936,530,000

§777,971,000
$119,941,000
$11,597,000
$70,706,000

$786,296,000
$79,552,000
$8,067,000
$62,615,000

$980,215,000

$936,530,000

2023

2022

Return on average assets
Return on average equity

Total risk-based capital ratio

0.43%
6.42%
11.35%

0.79%
11.31%
11.56%

Deposits

$777,971,000

$628,099,000

$360,301,000

$146,776,000

$17,292,000

Gross Loans
$712,828,000
$545,301,000
$301,999,000
$146,649,000

$15,708

Total Assets

$980,215,000

$766,948,000
$416,430,000
$176,846,000

$32,788,000

FIRST NATIONAL BANK OF MICHIGAN
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