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Keweenaw Financial Corporation

Letter to Shareholders

It is my pleasure to share good news with you, our valued shareholders, regarding the
robust health of Keweenaw Financial Corporation. Despite the pressures on the U.S.
economy, unemployment rates, energy prices, sub-prime lending issues and a fiercely
competitive banking environment, we have maintained our market share, while
experiencing growth in various areas. It has again been a very good year for Kewecnaw
Financial Corporation.

Net income totaled $4,591,947 in 2007 an increase of 6.3%, which resulted in a 11.86%
Return on Average Equity and 1.25 % Return on Average Assets. Assets grew by 3.5%
ending the year at $372,683,839. Deposits and loans both increased slightly during the
year.

Worth noting is the fact that Superior National Bank is the largest, independent bank in
the Upper Peninsula with year end assets exceeding $307 million. Located throughout 3
counties, Superior National has 9 offices, 100 employees and 12 ATM’s to serve
customers. Additionally, Commercial National Bank in I’ Anse employs 18 people and
so combined, the banks play a major and integral part in the local economy. Customers
continue to express their gratitude that the banks have remained locally owned and
operated. Our pastrecord of strong performance is the result of our constantly asking
how we can improve. I fully expect our future performance to reflect our reaction to the
same question. It’s the challenge of our employees to meet or exceed our customers’
needs.

An exciting development for the Trust Department is the creation of the new, free
account to shareholders of Keweenaw Financial Corporation. The beauty of this account
is that shareholder’s stock certificates are held in safe keeping, a cost basis for the shares
is maintained and quarterly dividends are deposited automatically into the customer’s
account. Since the announcement of this service in Januvary, the interest has been
overwhelming. We assumed this account would be popular, but never to the magnitude it
has become. If you would like more information on this new account, the Trust
Department can be reached at 482-0404 or toll-free at 1-866-482-0404.

Finally, and most important, I thank you, our shareholders for your continued support of
our organization. Your support is what makes the difference, and for that I am most
grateful.

Sincerely yours,

Willis J. Fontaine
President



FINANCIAL HIGHLIGHTS

KEWEENAW FINANCIAL CORPORATION AND SUBSIDIARIES

FOR THE YEAR 2007 2006 % Change
Net Income $ 4591947 § 4,318,441 6.3%
Cash Dividends 1,246,402 953,184 30.8%
Return on Average Assets 1.25% 1.19% 5.0%
Return on Average Equity 11.86% 12.35% -4.0%
AT YEAR END
Assets $ 372,683,839 $ 360,220,313 3.5%
Deposits 323,381,640 316,246,314 2.3%
Loans, Net 258,083,631 256,777,226 0.5%
Stockholders' Equity 40,700,665 36,763,220 10.7%
Equity to Assets Ratio 10.92% 10.21% 7.0%
PER SHARE DATA
Net Income $ 1045 9.79 6.7%
Cash Dividends 2.84 2.16 31.5%
Book Value ' 93.09 83.49 11.5%
Book Value--Excluding FASB 115 92.70 85.18 8.8%
HISTORICAL STOCK COMPARISON
Per Share Year End Total
Cash Dividend Stock Price Return
1%¢ $ 071 $ 44.80 64.1%
197 0.86 64.00 44.8%
i%¢8 0.96 73.60 16.5%
199 1.09 83.20 14.5%
2000 1.60 83.20 1.9%
2000 1.36 88.00 7.4%
2002 1.52 92.00 6.3%
2003 1.68 96.00 6.2%
2004 1.84 100.00 6.1%
206 2.40 102.40 4.8%
206 2.16 102.40 2.1%
2007 2.84 103.00 3.4%
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REPORT OF INDEPENDENT AUDITORS

Board of Directors and Stockholders
Keweenaw Financial Corporaticn
Hancock, Michigan

We have audited the accompanying consolidated balance sheeis of Keweenaw Financial
Corporation (Company} and Subsidiaries as of December 31, 2007 and 2006, and the related
consolidated statements of income, comprehensive income, changes in stockholders' equity,
and cash flows for the years then ended. These consolidated financial statements are the
responsibility of the Company's management. Our responsibility is to express an opinion on
these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audits to
obtain reasonable assurance about whether the financial statements are free of material
misstatements. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis
for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the consolidated financial position of Keweenaw Financial Corporation and

Subsidiaries at December 31, 2007 and 2006, and the consolidated results of their operations
and their cash flows for the years then ended in conformity with accounting principles generally

accepted in the United States of America.
Makelo“Toudand NildsNardh 2L

February 22, 2008
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¢ Phone: (906) 228-3600 < Fax: (906) 228-3113 & Wats: (800) 228-0554 ¢ E-Mail: mthn@mthn.com



CONSOLIDATED BALANCE SHEETS

KEWEENAW FINANCIAL CORPORATION AND SUBSIDIARIES

December 31

2007 2006
ASSETS

Cash and cash equivalents $ 11,264,456 $ 11,383,367
Investment securities--available for sale 82,674,344 71,956,920
Federal funds sold 7,444,321 6,720,645
Loans, less allowance for loan losses of $3,845,642

and $3,682,119 in 2007 and 2008, respectively 258,083,631 256,777,226
Federal Reserve and Federal Home Loan Bank stock 1,268,800 1,227,300
Bank premises and equipment 7,527,299 7,939,578
Accrued interest receivable 2,112,739 1,924,834
Other assets 2,308,249 2,290,443

TOTAL ASSETS _§ 372,683,839

$ 360,220,313

LIABILITIES AND STOCKHOLDERS' EQUITY

LIABILITIES
Deposits:
Demand $ 45,624,184 $ 41,368,471
NOW 33,786,784 35,860,018
Money market 10,285,410 8,843,654
Savings 70,142,778 80,043,843
Time 163,642,484 150,130,328
TOTAL DEPOSITS 323,381,640 316,246,314
Federal funds purchased and repurchase agreements 5,714,694 4,252,479
Accrued interest and other liabilities 2,886,840 2,958,300
TOTAL LIABILITIES 331,983,174 323,457,093
STOCKHOLDERS' EQUITY
Preferred stock, no par value, 50,000 shares
authorized, no shares issued or outstanding
Common stock, no par value, 500,000 shares
authorized, 437,233 and 440,330 shares issued
and outstanding in 2007 and 2006, respectively 5,420,081 5,741,213
Retained earnings 35,113,530 31,767,985
Accumulated other comprehensive income (loss):
Unrealized gain (loss) on securities available for
sale, net of deferred tax effect 167,054 (745,978)
TOTAL STOCKHOLDERS' EQUITY 40,700,665 36,763,220

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 372,683,839

$ 360,220,313

See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF INCOME

KEWEENAW FINANCIAL CORPORATION AND SUBSIDIARIES

Interest income:
Interest and fees on loans
Interest on investment securities:
U.S. treasury securities
U.S. government agencies
Obligations of states and political subdivisions
Other securities
Interest on federal funds sold
Other interest income
TOTAL INTEREST INCOME

Interest expense on deposits and borrowed funds
NET INTEREST INCOME
Provision for loan losses
NET INTEREST INCOME AFTER
PROVISION FOR LOAN LOSSES

Other income:
Trust fees
Service charges on deposit accounts
Other service charges and fees
Net gain on sale of investment securities
Net (loss) gain on disposal of other assets
Miscellaneous
TOTAL OTHER INCOME

Year Ended December 31

2007 2006
$20,764,886  $18,941,689
50,769 50,795
2,125,513 2,059,270
787,639 734,468
56,233 174,326
520,827 254,041
86,169 155,578
24,392,036 22,370,167
10,076,862 8,885,138
14,315,174 13,485,029
606,000 461,000
13,709,174 13,024,029
766,090 795,500
1,157,534 1,040,303
450,495 366,919
1,729 3,738
(675) 6,319
2,349 149,137
2,377 522 2,361,916




CONSOLIDATED STATEMENTS OF INCOME--Continued

KEWEENAW FINANCIAL CORPORATION AND SUBSIDIARIES

Other expenses:
Salaries and wages
Pensions and other employee benefits
Occupancy expenses, net
Postage and supplies
FDIC and general insurance
Legal and professional
Directors’ fees
Marketing
Michigan single business tax
Other operating expenses
TOTAL OPERATING EXPENSES
INCOME BEFORE INCOME TAXES
Federal income taxes

Year Ended December 31

NET INCOME $ 4,591,947

Net income per share of common stock

See notes to consolidated financial statements.

2007 2006
$ 4,013,813 $ 3,850,330
1,637,242 1,619,715
1,576,591 1,717,741
626,381 503,180
151,722 154,013
363,029 330,748
192,425 187,825
98,377 99,395
233,498 214 117
621,811 599,786
9,504,889 9,276,850
6,581,807 6,109,095
1,989,860 1,790,654
$ 4,318,441
$ 1045  § 9.79




CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

KEWEENAW FINANCIAL CORPORATION AND SUBSIDIARIES

Year Ended December 31

2007 2006
Net income $4591947 $4,318,441
Other comprehensive gain (loss), net of tax
Unrealized gains on securities:
Unrealized holding gains {losses) arising during period 914,173 377,210
Less: reclassification adjustment for gains
included in net income (1,141) (2,467)
TOTAL OTHER COMPREHENSIVE INCOME (LOSS) 913,032 374,743

COMPREHENSIVE INCOME $ 5,504,979 $4,693,184

See notes to consolidated financial staiements.






