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Mackinac Financial

130 South Cedar Street
Manistique, Michigan 49854

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
To Be Held May 24, 2007

NOTICE IS HEREBY GIVEN that the Annual Meetingf Shareholders of Mackindei nanci al Corporation
Michigan coporation,will be held on Thursday, May 24, 2007, aé@p.m. EDT, at The Community House380 S. Bates Street,
Birmingham Michigan 8009 for the following purposes:

1. To elect two(2) Directors, each to hold office for a thrgear term.

2. To transact sth other business as may properly come before the annual meeting, all in accordance with the accompanyi
proxy statement.

The Board of Drectors has fixed\pril 16, 2007, as the record date for the determination of shareholders entitled to noticetof and
vote at the meeting or any adjournment of the meeting.

By order of the Board of Directors
/s/ Paul D. Tobias

Paul D. Tobias

Chairmanand Chief Executive Officer

Your vote is important. Even if you plan to attend the meeting, please datend sign the enclosed proxy form, indicate your
choice with respect to the matters to be voted upon, and return it promptly in the enclosed envelope. Note that if the stack
held in more than one name, all parties must sign the proxy form.

Dated: April 27, 2007
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Mackinac Financial

130 South Cedar Street
Manistique, Michigan 49854

PROXY STATEMENT

This proxy statement and the enclosed proxy are furnished in connection wsthlithitation of proxies by the @ardof Directors of
MackinacFi nanci al Corrpparaa ti ioon o )orpoesion,Mi doe koted at the Annual Meeting bafeholders of
the Corporationto be held onThursday, May 24, 20Q7at 4:00 p.m. DT, at The Community House, 380 S. Bates Street
Birmingham, Michigan 480Q%or the purposes séirth in the accompanying notice and in this proxy statement.

This proxy statement is beingaifed on oraboutApril 27, 2007, to all holders of record of common stock of the Corporation as of the
record date. fie Board of Drectors of the Corporation hdixed the cl@e of business oApril 16, 2007, as the record date for the
determination of shareholders entitled to notice of and to vote at the meeting and anynaeljpwf the meeting. As olie record

date there were3,428,695shares of common stoautstanding. Each outstanding share will entitle the holder to one vote on each
matter presented for vote at the meeting.

If a proxy in the enclosed form is properly executed and returned to the Corporation, the shares represented by tHépreagavil

at the meeting and any adjournment of the meeting. If a shareholder specifies a choice, the proxy will be voted aslfspecified.
choice is specified, the shares represented by the proxy will be voted for the election of all of the hominees treameaxp
statement and in accordance with the judgment of the persons named as proxies with respect to any other matter which may «
before the meeting. A proxy may be revoked before exercise by notifying the Chief Executive Officer of the Corporattomgior

in open meeting, by submitting a proxy of a later date or attending the meeting and voting in person. All shareholdetsaged:n

to date and sign the enclosed proxy, indicate your choice with respect to the matters to be voted ugtom) @rtd the Corporation.

Votes cast at the meeting and submitted by proxy are counted by the inspectors of the meeting, who are appointed bgittba. Corpo
A plurality of the votes cast at the meeting is requicedlect the nominees asréctors d the Corporation. Théwo nominees who
receive the largest number of affirmative votes cashatmeeting will be elected asirBctors. Shares not voted at the meeting,
whether by broker nonvote, or otherwise, will not be treated as votes cast at timg rmeéd will have no effect on the outcome of the
voting. An abstention will hae no effect on the voting forii2ctors.

ELECTION OF DIRECTORS

The Bylaws ofthe Corporation provide for a Board ofrBctors consisting of a minimum of five (5) and a nmaxim of sixeen (16)
members. The Board ofifectors has fixedhe number of Dectors at ning9). The Articles of hcorporaion of the Corporation and
the Bylaws also povide for the division of the Board ofif@ctors into three (3) classes of nearly &aize with staggeretthreeyear
terms of office.Two persons have beamminated for election to theddrd, each to serve a thrgear term expiring at the 20
Annual Meeting of 8areholders.

Unl ess otherwise direct edonbiyamal assphogyrhelders indhe acéosnpapgnagyxwill votetfdn e p
Messrs Starkand Tobias thenominees named below. MessBark and Tobiasare currently rectors of the Corporation, and its
subsidiay, mBank( t h e i @&dnmeinlieg of the class of Dectors of the Corporatirowhose term expireat the 20@ Annual
Meeting. In the event that any of the nominees shall become unavaildlide, is not anticipated, the Board ofré€ctors at its
discretion may reduce the numbef Directors or designate substitute nominees, in which event the enclosed proxy will be voted for
such substitute nominees. Proxies cannot be voted for a greater number of persons than the number of nominees named.

The Board of Drectors recommends a votd=OR the election of MessrsStark and Tobias, the two persons nominated by the
Board.



Information About Directors and Nominees

Director Information

The following information has been furnished to the Corpordtiptthe respective idectors. Each of #am has been engaged in the

occupations stated below during the periods indicated, or if no period is indicated, for more than five years.

Nominees Standing for Election as Directors

For Terms Expiring in 2010

Eliot R. Stark
(See below for prior occupations)

Paul D. Tobias
(See below for prior occupations)

Continuing Directors

Directors Whose Terms Expire in 2008

Dennis B. Bittner

Joseph D. Garea

Kelly W. George

L. Brooks Patterson

Directors Whose Terms Expire in 200

Walter J. Aspatore

Robert H. Orley

Randolph C. Paschke

Age

54

56

Age
58

52

39

68

Age
64

51

57

Director of
Corporation
Principal Occupation Since
Vice Chairman of the Corporation from 2004
November 2006 to preseiiixecutive Vice
President and Chief Financial Officer of the
Corporation and the B& from December 2004
to October 2006
Chairman and Chief Executive Officer of the 2004
Corporation and Chairman of the Bank from
December 2004 to present.
Director of
Corporation
Principal Occupation Since
Owner and President, Bitther Engineerihtg. 2001
Investment Advisor, Managing Partner Hanco 2007
Securities
President ad Chief Executive Officer of mBan! 2006
and President of Mackinac Financial Corporal
County Executive, Oakland County, Michigan 2006
Director of
Corporation
Principal Occupation Since
Investment Banking, Chairman Amherst Partr 2004
Real Estate Developer, Vice President and 2004
Secretary of Real Estate Investment Group, It
From May 197Go August 2002 worked in 2004

Tax Services at Arthur Andess, LLP. Servd
as a partner in Arthur AndenselLP from
September 1982 until August 2002. Served a
Managing Partneir U.S. International Tax Trad
Services at Arthur Andees, LLP from 2001
2002. Served as Managing Partr@8reat Lakes
International Tax Services at Arthur Andars
LLP from 19992001. From August 2002 to
presentChair, Department of Accounting in the
School of Business Administration at Wayne
State University.



The Corporat onés Board has considered the i nde puwhnMeetingthee cantinuing h e
Directorsand Mr. Bess (who was a director throughout 2006 and until February @00&) the rules of the Nasdaq Stock Market
( i Na s d a q oayd.has defehrenedBhat all of the nominaed continuing Dectors are independent under Nasdagq rules except
Mr. Tobias, Chairman and Chief Exdime Officer of the Corporation and Chairman of the Bavik, George, President and Chief
Executive Officerof the Bank ad President of the Corporatioand Mr. Stark,Vice Chairman of the CorporationMessrs. Tobias
George and Stark are not independent becaust their services as Executiveffiders of the Corporation. Mr. Bess was not
independent becausé his service as Vice Chairman of the Corporation until his resignation in February 2007.

Executive Officers

The Executive Officers ahe Corporation serve at the pleasure of the Board of Directors. Set forth below are the current Executiv
Officers d the Corporation and a brief explanation of their principaiployment during the last fiweears. Additional information
concerning employment agreements of Exeeutdfficers ofthe Corporation is included elsewhere in the Proxy under éhaédihg
AExuetci ve Compensation. 0

Paul D. Tobiasi Age 51 Chairman of the Board and Chief Executivéfi€gr. Mr. Tobiaswas appointed to higresent position
with the Corporationand as Chairman of the Bank December 16, 2004Mr. Tobias was appointe@hief Exeutive Officerof the
Bank in July 2005.Prior to this, Mr. Tobiaserved as Chief Executive Officer of Munder Capital Management from April of 1995 to
October 1999. From January of 2000 to the present, halbaserved as Chairman and Chief Executdficer of Mackinac
Partners, LLC.

Kelly W. Georgei Age 3971 President of the Corporation and President and Chief Executive Officer of the Bank. Prior to his
appointment as President of the Corporation in November of 2006, he served as Presidédauaf frem August 2005 and prior to

that as Executive Vice President and Chief Lending Officer from August 2003. Prior to joining the Bank, Mr. igenior

Vice President/Chief Lending Officer for The Commercial and Savings BaMidlersburg, Ohiofrom 2001 to August of 2003.

Eliot R. Stark i Age 547 Vice Chairman Mr. Stark was appointed to his current position with@weporation in November 2006
Prior to his current position with the Corporation he served as Executive Vice Presideniefrieir@ncial Officer of the Corporation
and the Bank from December 2004 to October 20B6m June of 1995 to January of 2001, Mr. Stark served as Executive Vice
President of Compuware Corporation. From January of 2001 to the present, he has séwddamaging Director of Mackinac
Partners Consultants.

Ernie R. Krueger 1 Age 57 i ExecutiveVice President and lief Financial Officer Prior to his current position he served as
Senior Vice President and Controller of the Corporation and the Bank @ctober 2003 to October 200@rior to joining the
Corporation, Mr. Krueger served as a financial consultant from 1997 to 2000 with First Union Securities and from 200@ith 2002
Smith Barney.

Board of Directors Meetings and Committees

Audit Commitee

The Audit Committee is aeparatehidesignated standingothmittee of the Board of Directors established in accordance with Section
3(a)(58)(A) of the Securities Exchange Act of 1934, as amended. The Audit Committee has responsibility for:

1 Appointingor replacing the Corporatibns i ndepemnmndent auditors

1 Overseeing the work of the independent auditors (including resolution of any disagreements between management :
the auditors regarding financial reporting)

T Reviewing the i ndenmece dualifidatiorss ardl independerfce per f o

1 Approving all auditing and permitted n@uditing services to be performed by the independent auditors with limited
exceptions

1 Reviewingthe Corporatitns f i nanci al st at ement s, ofintemntleontrolal audi t f u



1 Overseeing compliance by the Corporatiwith legal and regulatoryequirements and with the Corporatios  Co d e
Business Conduct and Ethjend

1 Producing the report required by federal securities regulationsdioision in theCorporatio® s Pr oxy St at en
The Board of Directorbas adopted a Charter for the Audit Committee. A copy of this Charter is filed as Appendix A with this proxy.
The current members of the Au€ommittee are Messrs. Paschke (chairman), Aspatai®©rley, all of whom are independent, as
independence for audit committee me ifte&casl hds detednmédithdte Rhsclikds N a <
a n ft eommiiitee financial expdras that term is defined by the Securities andhBrge CommissionThe Audit @mmittee held
8 meetings iR006. Messrs. Aspatore, Orley and Paselaitl attended the majority diese meetings.
Nominating Committee
The Nominating Committee is responsible for:

1 Identifying new candidatesho are qualied to serve as Directors of the Corporation

1 Recommending to the Board of Directors the candidates for election to the Boardoand appoi nt ment
Committeesand

9 Considering any nominations forifector submitted by shareholders.

The currentmembers of the Nomating Committee are Messrs. Aspatore (chairm@ayeaand Péerson In 2006, the Committee
members were Messrs. Aspatore (chairman), Orley and Pasglikmembers are independent under the Nasdaqg Stock Market rules
defining ndependence. The Nomirating Committee held onmeetingin 2006. Messrs. Aspatore, Orley and Paschke were in
attendance.

The Board of Directors has adopted a Charter for the Nominating Comm#teepy of this Charters beingfiled, as AppendixB,

with this proxy. In the past, the committee has identified potential nominees through recommendations made by executive office
and noamanagement directors and has evaluated them based on their resumes and through references and personal interviews
shaeholder, other than an officer or director, has ever submitted a suggestion for a nominee, but if the committee weesstacrecei

a suggestion, it expects it would evaluate that potential nominee in substantially the same manner.

The Nominating Commige will consider candidates nominated by shareholders in accordance withdedupes deforth in the

Cor por atawsoamd Articld® yf Incorporatin . Under t hdawsCand Articleseot IncorpotatomoBipations
other han those made e Board of Drectors or the Nominating Committee, must be made pursuant to timely notice in proper
written formto the Secretary of the Corporation To be timely, a shareholderds reque:

together with thewvritten consent of such persdo serve as aifector, must be receivenly the Secretary of the Corporation not less
than ® nor more than 9@ays prior to thdirst anniversary date of the Annualgsting of $areholders in the immediately preceding
year. To be in proper written form, the notice must contain certain information concerning the nominee and the sharehold
submitting the nomination.

With respect to each person proposed to be nominatetilaimenatingCommittee shall be provided with the lfoaking information:

() the name, address (business and residence), date of birth, principal occupation or employment of such person (foeseat and
past five (5) years); (ii) the number of shares of the Corporation such person beneficially owrth (s is defined by Section
13(d) of the Securities Exchange Act of 1934, as ameuwhed
person that would be required to be disclosed in a definitive proxy statement to sharehelzEedpnconnection with an election

of Directors pursuant to Section 14(a) oétExchange Act. The Nominating Committemy require any proposed nominee to
furnish additional information as may be reasonably required to determine the qualific#tsarch person to serve as adator of

the Corporation. No person shall bg#lle for election as a ibector of the Corporation unless nominated in accordance with the
procedures set forth in the Bylaws and Articles of Incorporation.

Compensation Comntte
The current Compensation Committee of the Board of Directors is compridddssfs.Orley (chairman), Aspatoydittner, Garea

and Paschke, each of whom is independent under the Nasdaq Stock Market rules definingeéndepém 2006, the Committee
members werdlessrs.Orley (chairman), Aspatore and Paschkgne meeting ofthis Committee wakeldin 2006 with all members



in attendance.Thi s Commi tteeds primary funct i on ssalary @& the ExecutieedOfficerse n d
review with management the annual projected salary ranges and recommend those faappoavrdl, and review the written
personnel policy and the employee benefit package annually. The primary responsibilitieCofmihensation Committee are to
ensure thiathe compensation available to the Board of Directors and officers of the Corporation:

1  Enables the Corporation to attract and retain high quality leadership;

1  Provides competitive compensation opportunities;

T Supports the Cor porstategyoandds over al | business
1  Maximizes shareholder value.

The Compensation Committee does not currently operate under a charter. The Committee reviews management recommendatiol
contracts and compensation levels of all senior executive officers. The Comniitégecs these recommendations in reference to
relative compensation levels of lifgize financial institutions.

Attendance of Directors

The Board of Directas held a total o8B meetings during 2@ No Director attended less than 75% of the aggte nunber of
meetings of the Bard of Directors and the @nmittees on whicthe served in 2006 There are no family relationgts between or
among any of the Dectors, nhominees, or ExecutivdfiCers of the Corporation.

Communication with Directors and Attendance at Annual Meetings

The Corporationés Board provi des a opsrto the Board 6raany ofstheaBcterdr o | d
Shareholders may send written communications to the Board asrengr more of the individual il2ctors by nail, c/o Caporate
Secretary, MackinaEinancial Corporation, 130 South Cedar Street, Manistique, MI 49854. All communications will be compiled by
the Corporationés Cor poto the Boards @ che éntlivaduay ilctors con as redulanibis turdeds such
communications are considered, in the reasonable judgment of the Corporate Secretary, to be improper for submisdiendedthe in
recipient(s). Examples of shareholder communications that would be considered improper for submisdmmvitigdut limitation,
cust omer compl ai nt s, solicitations, communi cations t hrat (
communications that relate to improper or irrelevant topics.

ltisthe Corpoat i onds p o lhe [@rectot amchnomireds Ifor edbettiontagdators at the Annual Meeting attend the Annual
Meeting except in cases of extraordinary circumstances. All ofahenees for election at the 20@nnual Meeting of Shareholders
and all aher Directors attend# the 20@ Annual Meeing of Shareholders The Corporation expects all nominessd Orectors to
attend the 20DAnnual Meeting.



Remuneration of Directors

The table below summarizes the compensation paid by the Corporationéopinyee directors for the fiscal year ended December
31, 2006.

Director Compensation

Fees Earned or

Paid in Cash Option Awards Total
Name 3$) $ (3 %)

Walter J. Aspatore 24,200 9,342 33,542
Dennis B. Bittner 31,000 9,342 40,342
Joseph D. Gare¥

Robert H. Orley 24,300 9,342 33,642
Randolph C. Paschke 27,600 9,342 36,942
L. Brooks Pattersoff 12,200 5,060 17,260

(1) Appointed as Director in 2007

(2) Appointed as Director in July 2006

(3) The amounts shown in this column constitute options granted under the 2000 Director and
Officer Option Plan. The amounts equal the financial statement compensation cost for
Stock Awards as reported in our consolidated statement of income for fiscal year 2006 and
are valued based on the aggregate grant date fair value of the award determined pursuant
to FAS 123R. See Note 17 to the Consolidated Financial Statements included in our Annui
Report on Form 10-K for the year ended December 31, 2006 for a discussion of the relevar
assumptions used in calculating grant date fair value pursuant to FAS 123R.

The members of the Board of Directors currently receive remuneration in the form of monthly attendance fees, committearfees a
annual retaier. For 208 and 2006theexternal, noremployeeDirectors of theCorporation and thBankreceival an annual retainer

of $15,000, and a fee of $750r each meeting that wéeld by the Board of Orectors of the Corporatioand a $200 per meeting fee

for each committee meeting of the Board that they participatethi@005,Messrs. Aspatore, Orley and Paschke received an award
of 10,000 option shares to purlrc20@6socemntersaateCvithr hisappaintmentra® & Board n
menber, Mr. Patterson received an award of 10,000 option sh&ttsndance is requirement in order for theifectors to be paid

the monthly fee.There is no anticipated change for Director reeration in 2007

The Corporationos rR2poolides f& tegrark of bptionsstmdigible igctols!(i.a., nonemployeeif2ctors of the
Corporation or the Bank) in addition to key employees. Options are granteddigdfetion of the Compensation Committee of the
Board of Drectors of the Corpation. The term of each option is ten (10) years, subject to earlier termination in certain events, an
the option price is 100% of fair market value on the date of gfémat.options issued to Messrs. Tobias and Stark were granted at an
exercise price 0$9.75 persharevhi ch was the fair market value of the Corpo
recapitalize the Corporation.In 2006, Messrs. Aspatore, Bittner, Paschke and Orley were each granted 10,000 option share
exercisable at .50 per share, which was the fair market value on the date of the gr&ti06, Mr. Patterson was granted 10,000
option shares exercisable at $10.65, whick tlva fair market value on the date of the grant.



EXECUTIVE COMPENSATION

Summary Compensation Table

The following table summarizes compensation awarded togédoy or paid to, our Executive Officeice 2006. The section of this

Proxy Statement entitled ACompensation Di scus seposted inghisdableA n a |
and the factors considered in setting Executive Compensation.

Year Salary Bonus Option Awards All Other Total
Name and Principal Position ($) ($) ($) (1) %) 2 ($)
Paul D. Tobias 2006 225,000 15,000 109,204 16,190 365,394
Chairman and Chief Executive Officer of the Corporation
Chairman of the Bank
C. James Bess 2006 113,942 - - 6,703 120,645
Vice Chairman of the Corporation
Kelly W. George 2006 175,000 15,000 21,790 15,373 227,163
President of the Corporation
President and Chief Executive Officer of the Bank
Eliot R. Stark 2006 200,000 - 78,003 15,498 293,501
Vice Chairman of the Corporation
Ernie R. Krueger 2006 135,000 10,000 12,160 29,910 187,070

Executive Vice President and Chief Financial Officer
of the Corporation and the Bank

(1) The amounts shown in this column constitute options granted under the 2000 Directors and Officer Option Plan. The amounts equal the financial
statement compensation cost for Stock Awards as reported in our consolidated statement of income for fiscal year 2006 and are valued based on the
aggregate grant date fair value of the award determined pursuant to FAS 123R. See Note 17 to the Consolidated Financial Statements included in our
Annual Report on Form 10-K for the year ended December 31, 2006 for a discussion of the relevant assumptions used in calculating grant date fair
value pursuant to FAS 123R. For further information on these awards, see the Grants of Plan-Based Awards table beginning on page 8 of this
Proxy Statement.

(3) Amounts in this column include the value of the following perquisites paid to the Executives in 2006. Perquisites are valued at actual amounts paid
to each provider of such perquisites.

Grants of Plan-Based Awards

The following table shows grants of stock optibtne t he Cor por at i dontllegeaterdedDedcdmr8k 2005f f | cer

All Other Option Awards: Exercise Price Grant Date
Number of Securities of Fair Value of
Grant Date Underlying Options Option Awards Option Awards
Name (1) (2) (#) 6] (CXE)
Paul D. Tobias N/A N/A N/A N/A
C. James Bess N/A N/A N/A N/A
Kelly W. George 12/15/06 15,000 $ 10.65 $ 37,950
Eliot R. Stark N/A N/A N/A N/A
Ernie R. Krueger 12/15/06 10,000 $ 10.65 $ 25,300

(1) In each case, the "Grant Date" reflects the day on which the Compensation Committee acted to approve
the grant of the award. All awards were made under the Corporation's 2000 Director and Officer Option F

(2) This column shows the number of stock option shares granted to the named Executive officers in 2006.

(3) The value of the awards represents the per share value of the option shares as calculated using the
Black-Scholes methodology and reported in Footnote 17 of the Corporation's 2006 Annual Report, multipl

by the stock option shares granted to the named executive officers.



Outstanding Equity Awards at Fiscal YearEnd

The following table sets forth information for ea€Recutive Gficer with respect to each option to purchasenmonshares tat had

not been exercised and remainedistanding at December 31, 2006.

Option Awards

Number of Securities
Underlying

Number of Securities
Underlying

Unexercised Options Unexercised Options Option Exercise Option
(#) (#) Price Expiration

Name Exercisable Unexercisable ($) Date

Paul D. Tobias" 70,502 79,503 9.75 12/15/14
C. James Bess - -

Kelly W. George? 4,000 16,000 12.00 06/10/15
3,000 12,000 10.65 12/15/16
Eliot R. Stark™ 50,359 56,788 9.75 12/15/14
Ernie R. Kruegef’ 2,000 8,000 12.00 06/10/15
2,000 8,000 10.65 12/15/16

(1) Options for Mr. Tobias and Mr. Stark vest within two years from the original grant date. The original 47%
vested immediately after the market value of the Corporation's common strock attained a price equal to or
greater than 115% of the stock option exercise price. The remaining shares (53%) vest within two years frc
date of initial grant if the market value of the Corporation's common stock is equal to or greater than 145%
of the stock option exercise price.

(2) Options for Mr. George and Mr. Krueger vest within four years from the original grant date. The initial
20% vested immediately. The remaining 80% vest over four years, provided that the market va
common stock attains increased market value during the vesting period from 115% of stock option exercise
price in the first year to 145% of stock option exercise price in the fourth year of vesting.

Option Exercises and Stock Vested Table

No Executive Officers exercised options during 2006.

Employment and Consulting Agreements

The Corporation has employment agreements with Executiveetdfas described below.

Paul D. Tobias- Mr. Tobiasbébs agreement provides for him to be empl o)
Executive Officerof the Corporatiorand theChairmanof the Board of the Bank. He is to receiveiaitial annual base salary of
$225,000, subject to annual increases by the Board. We are to develop an incentive plan or plans for annual cashbgonuses
awarded to eligible employees (including Mr. Tad).

The agreement has an initial thrgear tem which renews for an additional year on each anniversary date of the agreementvenles
or Mr. Tobiaselects to not renew at least sixty (60) days prior to the renewal d&teTobias, in 2006, in agreement with the
Corporationdid not renew his cordact which now expires on December 13, 2009.

In addition to the compensation noted above, the agreement provides for health arzbogfies to be provided thim at least
substantially equivalent to other management employees holding comparablenpositie agreement also requiregaiseimburse

him for all reasonable owudf-pocket expenses in connection with his employment, including a car allowance of $750 per month and
per diem allowance for living expenses while in Manistique, Michigan, lefaat $100 per day, not to exceed $1,000 in any calendar
month, but subject to upward adjustment upon demonstration that the reasonable ordinary living expenses exceed the per ¢



amount. We have also agreed in thgployment agreement to pay tteasonhle costs of an office in Oakland County and a personal
secretary and other assistance unless we otherwise provide him with an office and support staff in that county.

Under the agreement, Mr. Teébs was awar ded opt i 020680 Stwoakrtentive Rlam & puCohase 160,085 shaver 6
of common stock at an exercise price of $9.75 per share.

If the agreement is terminated, we are to make termination payments in amounts and in a lump sum or over time depending or
reason the agreement is tenaied. The table below summarizes the termination payments under the agreement.

REASON FOR TERMINATION TERMINATION PAYMENTS
By us for cause No termination payments required
By us without cause andndue to Three years; base salary, highest bonus and benefits

disability, or by the Eecutive for Good Reason

Death One year; base salary and benefits

Disability Two years; base salary and benefits, subject to
reduction for long term disability bentfireceived by
the Executive

Following a Change in Control, either by Executive Lump sum; 300% of aggregate of base salary and

Good Reason or by us other than for cause highest bonus. Three years for benefits.

or disability

By Executive without Good Reson following a Lump sum 100% of base salary and highest bonus

Change in Control
By mutual agreement Per the mutual agreement

The agreement provides for a specified adjustment to the termination payments should they be determined to constitwtie a parac
payment under Section 280GtbE Internal Revenue Code. Tagreement also provides for us to pay interest at an annual rate equal
to 120% of the applicable feddrrate and to indemnify Mr. Tobidsor expenses, includiogsulktanon
fees, incurred to collect any unpaid amounts. Weaks@ required to indemnify hirfor costs and expenses, on an as incurred basis,
as a result of any dispute or controversy, regardless of the outcome of the dispute or controversy.

The agrement includes confidentiality obligatiord Mr. Tobiasand provides thate will not engage in competitive activities while
employed by us. If his employment is terminated, g®riction onMr. Tobia® s compet i ti ve act i viton es
in certain instances for a period of 1 to 3 years, depending on the reason for the termination.

C. James Bes$ Mr. Bess and the Corporation, on July 15, 2005, entered into an amendment of an original employment agreem
dated August 10, 2004. Thamended agreement replaced the original agreement, and provided for Mr. Bess to be employed as
Vice Chairman of the Corporatiand the Bank. The agreement tzadoriginal term of two yearsin February 2007, Mr. Bess and

the Corporation agreed ® payout of the remaining term of the contract
voluntary retirement from the Corporation and the Bank.

Kelly W. George - Mr . Geor ged6s a tprharetone remployeédisoourPrdselent and ChidExecutive Officer of the
Bankand President of the @Qmoration He is to receive an itial annual base salary 0269000, subject to annual increases by the
Board. We are to develop an incentive plan or plans for annual cash bonuses to be awardibteteraployees (inalding Mr.
George).

The agreement has an init@l-monthterm which renews foadditionaloneyearterms after the initial employment periadless we
or Mr. Georgeelects not taenew prior to the terminatichate.

In addition tothe compensation noted above, the agreement provides for health and other benefits to be prbinded least
substantially equivalent to other management employees holding comparable positions.

10



In addition to other benefits provided under the agexs the Corporation has agreed to purchase a supplemental disability insurance
policy to provide for suppl ement al payments to thosetalr ece
paymens in the event of disabilitio not lesgshan 80% of current base salary.

If the agreement is terminated, we are to make termination payments in amounts and in a lump sum or over time depending or
reason the agreement is terminated. The table below summarizes the termination paymetits agdsyment.

REASON FOR TERMINATION TERMINATION PAYMENTS

By death,us for causgor expiration of No termination payments required
employment contract term

By us wthout cause One yeambase saly plus highest bonus from
January 1, 2005 through the effective date of termination.

Disability Benefits related to supplemental disability plan which would
amount to not less than 80% of annual salary and benefits.

Following a Change in Control Lump sum; 29% of aggregate of base salary and
benefits for one year following change of control

By mutual agreement Per the mutual agreement

The agreement provides for a specified adjustment to the termination payments should they be determsgtlit® @garachute
payment under Section 280G of the Internal Revenue Code.

The agreement includes confidertiabbligations of Mr. Georgand provides thate will not engage in competitive activities while
employed by us. If his employment isiténated the restriction on hisompetitive activities will continue after termination in certain
instances for a period of 1 to 3 years, depending on the reason for the termination.

Eliot R. Stark - Mr . Starkbés agreement p r nol eppanéed as fowr ExedutivenViceé Bresidemt amdrCpiéf o
Financial Officer of the Corporath and the Bank.He is to receive an initial annual base salary2®0,000 subject to annual
increases by the Board. We are to develop an incentive plan or ptamsnual cash bonuses to be awarded to eligible employees
(including Mr. Stark).

The agreement has an initial thigear term which renews for an additional year on each anniversary dateagfreement unlesve
or Mr. Starkelects to not renew atdset sixty (60) days prior to the renewal date.

In addition to the compensation noted above, the agreement provides for health and other benefits to be prbviSeathat least
substantially equivalent to other management employees holding compamaltiens. The agreement also regsius to reimburse

him for all reasonable owudf-pocket expenses in connection with his employment, including a car allowance of $750 per month and
per diem allowance for living expenses while in Manistique, Michigémt least $100 per day, not to exceed $1,000 in any calendar
month, but subject to upward adjustment upon demonstration that the reasonable ordinary living expenses exceed the per
amount. We have also agreed in the employment agreement tttepagisonable costs of an office in Oakland County and a personal
secretary and other assistance unless we otherwise provide him with an office and support staff in that county.

Under the agreement, Mr. Starktiso be awar ded opt i on2800 Btock lecentivie Plan taCpunchase Gy 147 o r
shares of common stock at an exercise price of $9.75 per share.

If the agreement is terminated, we are to make termination payments in amounts and in a lump sum or over time depending or
reason the agreemt is terminated. The table below summarizes the termination payments under the agreement.

REASON FOR TERMINATION TERMINATION PAYMENTS

By us for cause No termination payments required

11



By us withoutcause and not due to Three years; base salary, highest bonus and benefits
disability, or by the Executive for Good Reason

Death One year; base salary and benefits
Disability Two years; base salary and benefits, subject to

reduction for long term disdliy benefits received by
the Executive

Following a Change in Control, either by Executive Lump sum; 300% of aggregate of base salary and
Good Reason or by us other than for cause highest bonus. Three years for benefits.

or disability

By Executive witlbut Good Reason following a Lump sum; 100% of base salary and highest bonus

Change in Control
By mutual agreement Per the mutual agreement

The agreement provides for a specified adjustment to the termination payments should they be determinedts a@astchute
payment under Section 280GtbE Internal Revenue Cod&heagreement also provides for us to pay interest at an annual rate equal
to 120% of the applicable fedal rate and ttndemnify Mr. Starkfor expenses, including reasonable attosns 6 and cons ul
incurred to collect any unpaid amounts. We are also required to indemmifipr costs and expenses, on an as incurred basis, as a

result of any dispute or controversy, regardless of the outcome of the dispute or controversy.

The agreement includes confidentiality obligatiofsvis. Stark and provides that heill not engage in competitive activities while
employed by us. If his employment is terminati restriction on hisompetitive activities will continue after ternaition in certain
instances for a period of 1 to 3 years, depending on the reason for the termination.

Ernie R. Krueger - Mr . Krueger s agr eement dpyoorkxeatweyicefPoesidert anfhief Financial e m
Officer of the Corporatiorand the Bank.He is to receive an itial annual lase salary of $800Q subject to annual increases by the
Board. We are to develop an incentive plan or plans for annual cash bonuses to be awarded to eligible emplagiegsMincl
Krueger).

Theagreement has an initial thrgear term which renesvfor additionaloneyearterms after the initial employment periadless we
or Mr. Kruegerelects not taenew prior to the terminatiahate.

In addition to the compensation noted above, the agregmnevitles for health and other benefits to be providebitoKruegerat
least substantially equivalent to other management employees holding comparable positions.

In addition to other benefits provided under the agreement the Corporation has agreetiasepa supplemental disability insurance
policy to provide for suppl ement al payments to thosetalr ece
paymensin the event of disabilityo not less than 80% of current base salary.

If the agreement is terminated, we are to make termination payments in amounts and in a lump sum or over time depending or
reason the agreement is terminated. The table below summarizes the termination payments under the agreement.

REASON FOR TERMINATON TERMINATION PAYMENTS

By death,us for causgor expiration of employment No termination payments required
contract term

By us without cause One yeatbase salary plus highest bonus paid from
Januay 1, 2005 through effective date of termination.

Disability Benefits related to supplemental disability plan which would
amount to not less than 80% of annual salary and benefits.
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Following a Change in Contradjther by Executive Lump sum; 3% of gggregate of base salary and
Good Reason or by us other than for cause benefits for one year following change of control

By mutual agreement Per the mutual agreement
The agreement provides for a specified adjustment to the termination payments Bbguié tletermined to constitute a parachute

payment under Section 280G of the Internal Revenue Code.

The following table shows potential payments to the Executive officers named in the Summary Compensation Table fortause, u
death or permanent dighty, for Constructive Termination or without Cause and in connection with a Change in Control. The
amounts shown assume that termination was effective December 31, 2006, and are estimates of the amounts that woutdebe paid

Executives upon terminato n . The actual amounts to be paid can only be
Change in
Control
Termination Termination Termination
w/o Cause or w/o Cause or w/o Cause or
by Executive for by Executive for by Executive w/o
Name Benefit Good Reason Good Reason Good Reason Death Disability
Paul D. Tobias Three years; base salary and highest bonus 750,000 - - -
Medical, dental, vision and other benefits 97,728 - - -
One year; base salary - - 225,000
Medical, dental, vision and other benefits - - - 32,576
Two years; base salary, subject to reduction for
benefits received under the long term disability plan 550,000

Medical, dental, vision and other benefits

subject to reduction for long term disability

benefits received by the Executive - - - - 65,152
Lump sum; 300% of aggregate base

salary and highest bonus. - 750,000 - -

Three years; medical, dental, vision and other benefits - 97,728 - -
Lump sum; 100% base salary and highest bonus - 250,000 =

C. James Bess N/A N/A N/A N/A N/A N/A

Kelly W. George Lump sum; one year base salary plus highest bonus from
January 1, 2005 through effective date of termination 384,000 - - -
Medical, dental, vision and other benefits 14,675 - = =
Benefits related to supplemental disability plan which
would amount to not less than 80% of annual salary
until age 65 or death - - - - 167,200
Lump sum; 299% of aggregate base salary - - 624,910 - -
Medical, dental, vision and other benefits - - 14,675 -

Eliot R. Stark Three years; base salary and highest bonus 675,000 - - -
Medical, dental, vision and other benefits 90,198 = = =
One year; base salary - - 200,000
Medical, dental, vision and other benefits - - - 30,066
Two years; base salary, subject to reduction for
benefits received under the long term disability plan 40,000
Medical, dental, vision and other benefits
subject to reduction for long term disability
benefits received by the Executive - - - - 60,132
Lump sum; 300% of aggregate base
salary and highest bonus. - 675,000 - -
Three years; medical, dental, vision and other benefits - 90,198 -
Lump sum; 100% base salary and highest bonus - 225,000 -
Ernie R. Krueger ~ Lump sum; one year base salary plus highest bonus from
January 1, 2005 through effective date of termination 215,000 - - -
Medical, dental, vision and other benefits 7,466 - - -
Benefits related to supplemental disability plan which
would amount to not less than 80% of annual salary
until age 65 or death - - - - 132,000
Lump sum; 299% of aggregate base salary - 493,350 - - -

Compensation Committee Interlocls and Insider Participation
Membes of the Compensation Committee who serdening 206 were Robert H. Orley (Chairman), Walter J. Aspatore and

Randolph C. PaschkeAll membersare considered independero one who served on the Compensation Committee is or ever has
been an officer or employee of the corporation or any of its sulisigliar
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COMPENSATION COMMITTEE REPORT

The Compensation Committee has reviewed and discussed the Compensation Discussion and Analysis set forth above witt
Corporationf6s management . Based on that r e v idedwo thenBibarddof s c |
Directors that that Compensation Discussion and Analysis be included in this proxy stat€hgeatirrent Compensation Committee
consists of Robert H. Orley (Chairman), Dennis B. Bittner, Joseph D. Garea and Randolph C. PaschiamniitteecCmembers in

2006 were Robert H. Orley (chairman), Walter J. Aspatore and Randolph C. Paschke. This Committee report addresses
Corporation6s compensation policies and programs for the vy

Compensation Discussion and Aalysis

Decisionsonthecome nsati on of t he Cficergano2008 wereonade by tHedaedcsu t C ovrap €mendee i o n
comprised of nonemployeeif@ctors.

Base Salaryy Excluding consideration of other relevant factors, which may incindi#idual performance, experiee, expertise
and tenure, th€ommitteeintends to maintain the basea | ar i es of t he Cfticerpand senidr mandgsrs vithire ¢ u
peer group levels.

Members of the Compensation Committee considered numeaoterd, including individual performance, financial results of the
Corporation, and relative peeompensation in rewarding 2006nuses to executive officers of the Corporation.

Annually, the @ mmi t t ee revi ews and appr o \stasturetahdeben€fib prqgramsdar consitératigna n n
the entire Board of Directors. TheoGnmi t t eebds recommendation is based upon conm
peers and evaluations by consultants.

Long-Term Incentive® To align theinterests of its Executiveficers and senior managers withthe € por at i onds s h a
Boardbés compensation strategy providbasédrcamg®ig&di onatecmd
stock compensationplans. €& of t he Cor por at i onmaloptedbmniheBoadoff@ctors, and thaequwty h a
based compensation plans have been approved by the Corpora

C
S

Compensation Committee

Dennis B.Bittner JosepD. Garea Robert H. Orley Randolph C. Paschke

AUDIT COMMITTEE REPORT

The Corpoation has established an Audib@mittee of the Board of Directors, which currentiynsists of Randolph C. Paschke
(Chairman) Dennis B. Bittner, and L. Brooks Patterson.

The Board of Directors &8 determined that each of the Audibrdnittee members is dependent, as independence for Audit
Committee members is defined in the listing standards of the Nasdag Stock Market and the rules of the Securities and Exche
CommissionThe Board of rectors has adopted a written Audibi@mitteeCharter. A copy of the l@rteris included asAppendix

A to thisProxy.

The Audt@ mmi tt ee has reviewed and discussed the Corporationés

The Audi Committee has discussed with the independent auditors the matters required to be discussed It Statemaéing
Standards No. 61, as amended (AICHXpfessional Standardsvol. 1, AU section 380), as adopted by the Public Company
Accounting OversighBoard in Rule 3200T.The Audit @mmittee has considered the compatibility of the provision ofaatit
services with maintaining the auditorsd independence.

The Audit @mmittee has received the written disclosures and the letter from the indeperuwbemtants required by Independence
Standards Board No. IIndependence Standards Board Standard Ndndependence Discussions with Audit Commijteas
adopted by the Public Company Accounting Oversight BoaRule 3600T and has discussed with timelependent accountant the
i ndependent accountantdés independence.
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Based on the review and dissions referred to above, the Audibr@mittee has recommended to the Board of Directors that the
audited financi al st at e me nnnual Repert on Rocm 18 doe 2006 forrfiling witle theCSeaurjiies mralt | o
Exchange Commission.

Audit Committee

Randolph C. Paschke Dennis B. Bittner L. Brooks Patterson

Principal Accountant Fees and Services

The following table summarizes feemr forofessional services rendered by Plante & Moran, PLLC, the principal accountard for t
yeas ended December 31, and 2006:

2006 2005
Audit fees (1) $ 106,000 $ 131,116
Audit-related fees (2) 8,000 10,000
Tax fees (3) 17,140 17,500
All other fees (4) 41,659 44,899
Total fees $ 172,799 $ 203,515

(1) Audit fees consist of fees billed for professional services performed by Plante & Morandoutdei t of t he Com
annual financial statements and internal control over financial reporting included in Fé¢miEOreview of financial
statements i ncl ud-@ fiingsand gerviees thab arenarmaflydpsovidedin connection withlatay
filings or engagements.

(2) Represents fees foeview and audit of employee 4®) employee benefit plan.

(3) Represents fees billed for tax services, includinge¢aiews and planning. For 260a majority of the fees in this catego
represent prgaration of 200@onsolidated tax returns

(4) The maority of all other fees, $1,975 represent fees paid feggulatorycompliance work performed.

The Audit Committee is required teview and preapproveboth audit and neaudit services to be provideg the independent
auditor (other than with respectde minimisexceptions permit by the Sarbar@sgley Act of 2002).During 20@®, all services
provided by Plante Moran, PLLC were gapproved by the Audit Committe€o the extent required by the rulefstioe Nasdaq Stock
Market or any other applicable legal or regulatory requirements, approval-afuditrservices shall be disclosed to investors in
periodic reports required by Section 13(a) of $ieeurities Exchange Act of 1934.

INDEBTEDNESS OF AND TRANSACTIONS WITH MANAGEMENT

Certain of the Dectors and officers of the Corporation have had and are expected to have in the future, tnangdlbttbe Bank, or
have been Dectors or officers of corporations, or members of partnerships or limiteitltyiatbmpanies, which have had and are
expected to have in the future, transactions with the Bank. In the opinion of management, all such transactions (i) \Wwetkemade
ordinary course of business, (ijere maden substantially the same terms, inéhglinterest rates and collateral, as those prevailing
at the same time for comparable transactions with other customers, and (iii) did not involve more than normal riskilnfityodiect
present other unfavorable featurédsh e Cor p or at iirectord Isas rBspansibdity forfrevi@®ving and approving transactions
with related persons. The Corporation, as a general policy, approves transactions to related parties at essentialigrthe aache
conditions that apply to similar transactions igages in or approves with noelated parties.
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