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To OUR SHAREHOLDERS

This 2008 Annual Report to Shareholders contains our audited financial statements, detailed financial review and all of the information
that regulations of the Securities and Exchange Commission (the “SEC”) require to be presented in annual reports to shareholders. For
legal purposes, this is the ChoiceOne Financial Services, Inc. 2008 Annua Report to Shareholders. Although attached to our proxy
statement, this report is not part of our proxy statement, is not considered to be soliciting material and is not considered to be filed with
the SEC except to the extent that it is expressly incorporated by reference in a document filed with the SEC. Shareholders who would
like to receive even more detailed information than that contained in this 2008 Annual Report to Shareholders are invited to request
our Annual Report on Form 10-K.

Our Annual Report on Form 10-K for the year ended December 31, 2008, including the financial statements and financial
statement schedules, will be provided to any shareholder, without charge, upon written request to Mr. Thomas Lampen,
Treasurer, ChoiceOne Financial Services, Inc., 109 East Division Street, Sparta, Michigan 49345.

ABOUT CHOICEONE FINANCIAL SERVICES, INC.

ChoiceOne Financial Services, Inc. is a single-bank holding company. Its principal banking subsidiary, ChoiceOne Bank (Sparta,
Michigan), primarily serves communities in portions of Kent, Muskegon, Newaygo, and Ottawa counties in Michigan where the
Bank’s offices are located and the areas immediately surrounding those communities. Currently the Bank serves those markets through
thirteen full-service offices. ChoiceOne Insurance Agencies, Inc. is a wholly-owned subsidiary of ChoiceOne Bank and sells insurance
and investment products. ChoiceOne Mortgage Company of Michigan, a wholly-owned subsidiary of ChoiceOne Bank, was formed
on January 1, 2002 and has been engaged in mortgage lending. As of December 31, 2008, ChoiceOne consolidated the operations of
ChoiceOne Mortgage Company of Michigan into ChoiceOne Bank and eliminated the separate mortgage company subsidiary.

ChoiceOne's business is primarily concentrated in a single industry segment — banking. ChoiceOne Bank is a full-service banking
institution that offers a variety of deposit, payment, credit and other financial servicesto all types of customers. These servicesinclude
time, savings, and demand deposits, safe deposit services, and automated transaction machine services. Loans, both commercial and
consumer, are extended primarily on a secured basis to corporations, partnerships and individuals. Commercia lending covers such
categories as business, industry, agricultural, construction, inventory and real estate. ChoiceOne Bank’s consumer loan department
and ChoiceOne Mortgage Company of Michigan (through December 31, 2008) make direct loans to consumers and purchasers of
residential property.

The principal source of revenue for ChoiceOne is interest and fees on loans. On a consolidated basis, interest and fees on loans

accounted for 74%, 70%, and 73% of total revenues in 2008, 2007, and 2006, respectively. Interest from securities accounted for
12%, 11%, and 12% of total revenuesin 2008, 2007, and 2006, respectively.

STOCK INFORMATION
Several brokers trade ChoiceOne’'s common shares in the over-the-counter bulletin board market. There is no well-established public
trading market for the shares and trading activity is infrequent. ChoiceOne's trading volume and recent share price information can be

viewed under the symbol ‘COFS.OB’ on certain financial websites.

The range of high and low bid prices for shares of common stock for each quarterly period during the past two yearsis as follows:

2008 2007
Low High Low High
First Quarter $1065 $1395 $1625 $17.80
Second Quarter 9.00 13.25 15.05 17.25
Third Quarter 8.50 11.50 13.65 16.25
Fourth Quarter 7.10 10.75 11.05 16.00

The prices listed above are over-the-counter market quotations reported to ChoiceOne by its market makers listed in this annual report.
The over-the-counter market quotations reflect inter-dealer prices without retail markup, markdown or commission and may not
necessarily represent actual transactions.

As of February 27, 2009, there were 3,247,430 shares of ChoiceOne Financial Services, Inc. common stock issued and outstanding.
As of February 27, 2009, there were 844 shareholders of record of ChoiceOne Financia Services, Inc. common stock.




The following table summarizes cash dividends declared per share of common stock during 2008 and 2007:

2008 2007
First Quarter $0.17 $0.17
Second Quarter 0.17 0.17
Third Quarter 0.17 0.17
Fourth Quarter 0.17 0.17
Total $0.68 $0.68

ChoiceOne’s principal source of funds to pay cash dividends is the earnings and dividends paid by ChoiceOne Bank. ChoiceOne Bank
isrestricted in its ability to pay cash dividends under current banking regulations. See Note 23 to the consolidated financial statements
for a description of these restrictions. Based on information presently available, management expects ChoiceOne to declare and pay
regular quarterly cash dividends in 2009, although the amount of the quarterly dividends could be reduced depending upon market
conditions and ChoiceOne' s requirements for cash and capital, among other things.




ChoiceOne Financia Services, Inc.
SELECTED FINANCIAL DATA

(Dollars in thousands)
2008 2007 2006 2005 2004
For theyear
NEt iINErESt INCOME....veveeeieeeeeeeeeeeee e e eeeeans $ 15331 $ 15143 $ 8748 $ 8045 $ 7,672
Provision for loan [0SSES.........cccovvecveecveeiveennen. 3,475 2,035 200 495 465
NoNINterest iNCOME.........ccvvvicveeeiieeireecree e, 4,083 6,481 2,877 2,580 2,570
NONINLEreSt EXPENSE. ...c.vevvevereeeierieeiieee e see e 14,711 15,070 8,698 7,184 7,228
Income before income taxes..........occeeeeeeveeennee. 1,228 4,519 2,727 2,946 2,549
Income tax expense/(benefit)..........ccoeevereeenne. (207) 939 639 780 695
NEL INCOME.....cviiiiieeiriiieiriese e 1,435 3,580 2,088 2,166 1,854
Cash dividends declared ..........ccoceevvivnecenvniennn, 2,202 2,200 1,397 1,105 1,065
Per share*
BaSiC BAMINGS.......cceiieeeeeeierereteretee e $ 044 $ 111 $ 1.09 3 131 ¢ 113
Diluted earnings..........coeevereereneeiereneesennens 0.44 1.10 1.09 131 1.13
Cash dividendsdeclared ..........ccceevvcvneiervnienenn, 0.68 0.68 0.68 0.67 0.65
Shareholders' equity (at year end) .........c.cocveeee. 16.08 16.45 15.85 13.16 12.77
Averagefor the year
SECUMLIES .o $ 8508 $ 84059 $ 57407 $ 44741 $ 42,361
GroSS10aNS .......ovveiiirieisecese e 326,420 328,335 205,851 180,100 170,045
DEPOSIES....vieeeiriirieisieieese e 347,190 358,244 222,287 173,419 156,837
Federal Home Loan Bank advances.................. 38,803 27,061 26,073 32,765 36,652
Shareholders' equity ........cccceevvevrerieceseneesees 53,411 52,205 27,349 21,338 20,753
ASSELS...eociicieiee e 465,741 465,143 288,407 237,864 223,742
At year end
SECUMLIES .t $ 81941 $ 87,725 $ 81417 $ 47,211 $ 47,858
GroSS10aNS ......ovveeiiiriececeee e 325,977 328,358 331,631 185,832 173,559
DEPOSIES....cveeeviiiirieiieienieese e 346,998 351,844 366,380 182,112 167,066
Federal Home Loan Bank advances.................. 39,957 35,933 23,908 30,750 34,250
Shareholders' equity ........cccceevvevrereceseseesiees 52,185 53,142 51,519 21,717 21,069
ASSELS...eoiciisieeeie e 463,551 470,155 466,650 248,110 232,285
Selected financial ratios
Return on average assets.........cooveveeereeneneenne, 0.31% 0.77% 0.72% 0.91% 0.83%
Return on average shareholders’ equity............. 2.69 6.86 7.63 10.15 8.93
Cash dividend payout as a percentage
Of NELINCOME ... 153.45 61.45 66.91 51.02 57.44
Shareholders' equity to assets (at year end)....... 11.26 11.30 11.04 8.75 9.07

* Per share amounts are retroactively adjusted for the effect of stock dividends and stock splits.

In November 2006, ChoiceOne merged with Valey Ridge Financial Corp. Accordingly, two months of combined operations are
included in the 2006 results of operations and al assets acquired and liabilities assumed from Valey Ridge Financia Corp. are
included in the 2006 year-end balance sheet. See Note 2 to the consolidated financial statements for information concerning the
merger.




ChoiceOne Financia Services, Inc.
MANAGEMENT' S DISCUSSION AND ANALYSISOF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion is designed to provide a review of the consolidated financial condition and results of operations of
ChoiceOne Financial Services, Inc. ("ChoiceOne" or the “Company”), and its wholly-owned subsidiaries, ChoiceOne Bank (the
"Bank"), ChoiceOne Insurance Agencies, Inc. (the "Insurance Agency"), and ChoiceOne Mortgage Company of Michigan (the
“Mortgage Company”). As of December 31, 2008, ChoiceOne consolidated the operations of the Mortgage Company into the Bank
and eliminated the mortgage company subsidiary. This discussion should be read in conjunction with the consolidated financial
statements and related footnotes.

FORWARD-LOOKING STATEMENTS

This discussion and other sections of this annual report contain forward-looking statements that are based on management’s beliefs,
assumptions, current expectations, estimates and projections about the financial services industry, the economy, and ChoiceOne itself.
Words such as "anticipates,” "believes," "estimates," "expects,” "forecasts," "intends," "is likely," "plans," "predicts," "projects,”
"may," "could," variations of such words and similar expressions are intended to identify such forward-looking statements. These
statements are not guarantees of future performance and involve certain risks, uncertainties and assumptions ("risk factors') that are
difficult to predict with regard to timing, extent, likelihood, and degree of occurrence. Therefore, actual results and outcomes may
materialy differ from what may be expressed, implied or forecasted in such forward-looking statements. Furthermore, ChoiceOne
undertakes no obligation to update, amend, or clarify forward-looking statements, whether as a result of new information, future
events, or otherwise.

Risk factors include, but are not limited to, the risk factors discussed in Item 1A of the Company’s Annual Report on Form 10-K;
changesin interest rates and interest rate relationships; demand for products and services; the degree of competition by traditional and
non-traditional competitors; changes in banking laws and regulations; changes in tax laws; changes in prices, levies, and assessments;
the impact of technological advances; governmental and regulatory policy changes; the outcomes of pending and future litigation and
contingencies; trends in customer behavior as well as their abilities to repay loans; changes in the local and national economies;
changes in market conditions; the possibility that anticipated cost savings and revenue enhancements from the merger with Valley
Ridge Financial Corp. may not be realized in full or at all or within the expected time frames; the level and timing of asset growth;
various other local and global uncertainties such as acts of terrorism and military actions; and current uncertainties and fluctuations in
the financial markets and stocks of financial services providers due to concerns about credit availability and concerns about the
Michigan economy in particular. These are representative of the risk factors that could cause a difference between an ultimate actual
outcome and a preceding forward-looking statement.

CRITICAL ACCOUNTING POLICIESAND ESTIMATES

The purpose of this section of the annual report is to provide a narrative discussion about the Company’s financial condition and
results of operations during 2008. Management’s discussion and analysis of financial condition and results of operations as well as
disclosures found elsewhere in the annua report are based upon the Company’s consolidated financial statements, which have been
prepared in accordance with accounting principles generally accepted in the United States of America. The preparation of these
financial statements requires the Company to make estimates and judgments that affect the reported amounts of assets, liabilities,
revenues and expenses. Material estimates that are particularly susceptible to significant change in the near-term relate to the
determination of the allowance for loan losses and loan servicing rights. Actual results could differ from those estimates.

Securities

Securities available for sale may be sold prior to maturity due to changes in interest rate, prepayment risks, yield, availability of
alternative investments, liquidity needs, credit rating changes, or other factors. Securities classified as available for sale are reported at
their fair value. Declinesin the fair value of securities below their cost that are considered to be “other than temporary” are recorded
as losses in the income statement. In estimating whether a fair value decline is considered to be “other than temporary,” management
considers the length of time and extent that the security’s fair value has been less than its carrying value, the financial condition and
near term prospects of the issuer, and the Bank’s ability and intent to hold the security for a period of time sufficient to allow for any
anticipated recovery in fair value.

Market values for securities available for sale are obtained from outside sources and applied to individual securities within the
portfolio. The difference between the amortized cost and the fair value of securitiesis recorded as a valuation adjustment and reported
net of tax effect in other comprehensive income.

Allowance for Loan L osses
The alowance for loan losses is maintained at alevel believed adequate by management to absorb probable incurred losses inherent in
the consolidated loan portfolio. Management’s evaluation of the adequacy of the allowance is an estimate based on reviews of
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individual loans, assessments of the impact of current economic conditions on the portfolio and historical 1oss experience of seasoned
loan portfolios.

Management believes the accounting estimate related to the allowance for loan losses is a “critical accounting estimate” because (1)
the estimate is highly susceptible to change from period to period because of assumptions concerning the changes in the types and
volumes of the portfolios and current economic conditions and (2) the impact of recognizing an impairment or loan loss could have a
material effect on the Company’s assets reported on the balance sheet as well as its net income.

Loan Servicing Rights

Loan servicing rights represent the estimated value of servicing loans that are sold with servicing retained by ChoiceOne. Servicing
rights are expensed in proportion to, and over the period of, estimated net servicing revenues. Management’s accounting treatment of
loan servicing rightsis estimated based on current prepayment speeds that are typically market driven.

Management believes the accounting estimate related to loan servicing rights is a “critical accounting estimate” because (1) the
estimate is highly susceptible to change from period to period because of significant changes within long-term interest rates affecting
the prepayment speeds for current loans being serviced and (2) the impact of recognizing an impairment loss could have a materia
effect on ChoiceOne's net income. Management has obtained a third-party valuation of its loan servicing rights to corroborate its
current carrying value at the end of each reporting period.

Goodwill

Generally accepted accounting principles require that the fair value of the assets and liabilities of an acquired entity be recorded at
their fair value on the date of acquisition. The fair values are determined using both internal computations and information obtained
from outside parties when deemed necessary. The net difference between the price paid for the acquired company and the net value of
its balance sheet is recorded as goodwill. Statement of Financial Accounting Standards Number 142, Goodwill and Other Intangible
Assets (SFAS 142) requires that goodwill be evaluated for impairment on an annual basis or more frequently whenever events or
changesin circumstances indicate that the carrying value may not be recoverable.

Taxes

Income taxes includes both a current and deferred portion. Deferred tax assets and liabilities are recorded to account for differencesin
the timing of the recognition of revenues and expenses for financial reporting and tax purposes. Statement of Financial Accounting
Standards Number 109, Accounting for Income Taxes (SFAS 109) requires that deferred tax assets be reviewed to determine whether a
valuation allowance should be established using a “more likely than not” standard. Based on its review of ChoiceOne's deferred tax
assets as of December 31, 2008, management determined that no valuation allowance was necessary.

MERGER WITH VALLEY RIDGE FINANCIAL CORP.

On November 1, 2006, ChoiceOne merged with Valley Ridge Financial Corp. (“VRFC"). At the time of the merger, VRFC was
roughly equal in size in terms of assets with ChoiceOne. The 2006 results of operations include two months of combined financial
results after the close of the merger and the 2006 year-end balance sheet includes all of the assets acquired and all of the liabilities
assumed from VRFC in the merger. Therefore, a comparison of 2008 and 2007 financial condition and results of operations to 2006
financial condition and results of operations is materialy affected as a result of the merger. For more detailed information concerning
the merger, see Note 2 to the consolidated financia statements.

RESULTS OF OPERATIONS

Summary
(Dollars in thousands) Y ear ended December 31
2008 2007 2006
NEt INLEIESt INCOME....veeeeeeeeeeeeeeeeeee et e eeeeeerese s $ 15331 % 15,143 $ 8,748
Provision for 10an [0SSES..........ccovevrineieneneeneee (3,475) (2,035) (200)
NONINtEreSt INCOME........eeeereiireeecree et 4,083 6,481 2,877
NONINLErESt EXPENSE.......eveeereiieirierte e (14,711) (15,070) (8,698)
Income tax (expense)/benefit..........cccvveeninenne, 207 (939) (639)
NEE INCOME. .. eveeee et eeeeeeeeee e e et s e et et et e e e earesresrens $ 1435  $ 3580 $ 2,088
2008 2007 2006
Return on average assetS........ceovveeveeveeseeenensnennnns 0.31% 0.77% 0.72%
Return on average eqUItY .......cccocevvrereceeeenenseeseens 2.69% 6.86% 7.63%




Net income for 2008 was $1,435,000, which represented a $2.1 million or 60% decrease from 2007. The decrease in net income was
due to an elevated provision for loan losses in 2008 as well as a lower level of noninterest income compared to the prior year. The
increased provision for loan losses was primarily due to a higher level of charge-offs in 2008 than in 2007. The reduction in
noninterest income in 2008 compared to 2007 was principally due to nonrecurring events in both years. Noninterest income in 2007
included a gain of $875,000 from the sale of ChoiceOne's property and casualty lines of business in October 2007. As a result of the
sale, insurance commission income was $522,000 lower in 2008 than in 2007. Noninterest income was affected in 2008 by a $435,000
loss recognized upon the conversion of a money market preferred security to preferred stock. Noninterest income was also affected by
a $432,000 loss on a money market preferred security when its decline in market value was considered to be an other than temporary
impairment. The effect of the increase in the provision for loan losses and the decrease in noninterest income was partially offset by a
reduction in noninterest expense in 2008 compared to 2007. The noninterest expense change was caused by reduced expenses from
the sale of the property and casualty lines of businessin late 2007.

Net income for 2007 was $3,580,000 or $1.5 million higher than net income for 2006. The increase in net income from 2006 was
primarily due to a complete year of combined results after the VRFC merger that was completed in November 2006. A contributing
factor to the increase in noninterest income was a nonrecurring pre-tax gain of $875,000 recognized during 2007 from the sale of
ChoiceOne's property and casualty insurance lines of business. Offsetting these increases was growth in expense for the provision for
loan losses of $1.8 million compared to the prior year. The increased provision was a result of increased charge-offs experienced
during 2007, deterioration in certain commercia credits, and continued concerns regarding the Michigan economy. Noninterest
expense was impacted by a full year of amortization of the core deposit intangible and other intangible assets in 2007, which caused
expense related to these assets to be $498,000 in 2007 compared to $77,000 in 2006.

Dividends

Cash dividends of $2,202,000 or $0.68 per common share were declared in 2008, compared to $2,200,000 or $0.68 per common share
in 2007 and $1,397,000 or $0.68 per common share in 2006. The increase in dividend dollars from 2006 to 2007 was due to the 1.6
million shares of common stock issued in November 2006 in connection with the merger with VRFC. The dividend yield on
ChoiceOne’'s common stock was 6.50% in 2008, compared to 4.38% in 2007 and 3.78% in 2006. The cash dividend payout as a
percentage of net income was 153% in 2008, compared to 61% in 2007 and 67% in 2006.

ChoiceOne's principal source of funds to pay cash dividends is the earnings of the Bank. The availability of these earnings is
dependent upon the capital needs, regulatory constraints and other factors involving the Bank. Regulatory constraints include the
maintenance of minimum capital ratios and limits based on net income and retained earnings of the Bank for the past three years.
ChoiceOne expects to pay quarterly cash dividends in 2009 to shareholders based on the actual earnings of the Bank, which may be
less than dividends paid in prior years.




Table 1 — Average Balances and Tax-Equivalent Interest Rates

(Dollars in thousands)
Y ear ended December 31

2008 2007 2006
Average Average Average
Balance Interest Rate Balance Interest Rate  Balance Interest Rate
Assets
L0ANS (1) (2) cevvrvvrerererieenesiennns $326,420 $22,677 6.95% $328,335 $24,839 7.57% $205,851 $14,907 7.24%
Taxable securities (3).......ccoevvuenene 39,160 2,105 5.38 43525 2,237 5.14 36,032 1,598 4.43
Tax-exempt securities (1)............. 45926 2,609 5.68 40,534 2,507 6.18 21,375 1,327 6.21
Other ... 2,527 66 2.61 1,472 79 5.39 1,752 97 554
Interest-earning assets............... 414,033 27,457 6.63 413,866 29,662 7.17 265,010 17,929 6.77
Noninterest-earning assets (4)....... 51,708 51,277 23,397
Total aSSatS......coovevveeeeieieiieirens $ 465,741 $ 465,143 $ 288,407

Liabilities and Shareholders’ Equity

Interest-bearing
demand deposits..........ccevreeeenene. $ 89,035 1,295 1.45% $ 90,804 2,204 243% $ 56,617 1,492 2.64%
Savings deposits........cocvevrvreererennns 30,554 140 0.46 28,097 139 0.50 11,524 58 0.50
Certificates of deposit .................. 173,963 7,497 4.31 187,648 9,113 4.86 126,535 5,637 4.45
AdvancesfromFHLB................... 38,803 1,704 4.39 27,061 1,405 5.19 26,073 1,182 4.53
L@ 131 19,928 567 2.85 20,069 761 3.79 9,750 328 3.36
Interest-bearing liahilities....... 352,283 11,203 3.18 353,679 13,622 3.85 230,499 8,697 3.77
Demand deposits........cccceveereennene 53,638 51,695 27,611
Other noninterest-bearing
[i@DilitieS....cevreeeeereee e 6,409 7,564 2,948
Total ligbilities.......ccovvevreenne. 412,330 412,938 261,058
Shareholders’ equity .........cccueu..... 53,411 52,205 27,349
Total liahilities and
shareholders’ equity ............... $ 465,741 $ 465,143 $ 288,407

Net interest income
(tax-equivalent basis) —

interest spread .......cocceeeeeievienieniene 16,254 3.45% 16,040 3.32% 9,232 3.00%
Tax-equivalent adjustment (1) ........ (923) (897) (484)
Net interest inCome......coeveeveereeane. $ 15,331 $ 15,143 $ 8,748

Net interest income as a
percentage of earning assets
(tax-equivaent basis) .........ccc..... 3.93% 3.88% 3.48%

(1) Interest on nontaxable securities and loans has been adjusted to a fully tax-equivalent basis to facilitate comparison to
the taxable interest-earning assets. The adjustment uses an incremental tax rate of 34% for the years presented.

(2) Interest onloansincluded net origination fees charged on loans of approximately $758,000, $739,000, and $402,000 in
2008, 2007, and 2006, respectively.

(3) Interest on taxable securities includes dividends on Federal Home Loan Bank and Federal Reserve Bank stock.

(4) Noninterest-earning assets include loans on a nonaccrua status, which averaged approximately $7,075,000,
$6,063,000, and $1,844,000 in 2008, 2007, and 2006, respectively.

Net Interest Income

As shown in Tables 1 and 2, tax-equivalent net interest income increased $214,000 in 2008 compared to 2007. The reasons for the
increase were evenly split between small amounts due to the relationship between average interest-earning assets and interest-bearing
liabilities and a slightly larger net interest spread. Average interest-earning assets grew $167,000 in 2008 compared to 2007, while
average interest-bearing liabilities declined $1,396,000 when comparing the two years. The growth in assets and reduction of
liabilities caused an increase of $108,000 in net interest income in 2008 compared to 2007. ChoiceOne’s net interest spread increased
by 13 basis points in 2008 compared to 2007, which contributed $106,000 toward the increase in net interest income in 2008. The
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decline in general market interest ratesin 2008 caused almost all of the rates earned on assets and paid on liabilities to be lower than in
the prior year.

The average balance of loans declined $1.9 million in 2008 compared to 2007. This decline, coupled with a 62 basis point decrease in
the average rate earned on loans, caused interest income on loans to fall $2.2 million in 2008 compared to 2007. Interest income from
loans included $659,000 in 2008 of accretion income from purchase accounting adjustments on loans acquired from the merger with
VRFC in November 2006, compared to $327,000 in 2007. The average balance of total securities rose by $1.0 million in 2008
compared to the prior year. Interest income from securities was virtually unchanged as the effect of the balance growth was offset by
overall lower average rates earned. A decrease in the average rates earned on other interest-earning assets (primarily federal funds
sold) was partially offset by average balance growth and resulted in a small decrease in interest income.

The average balance of interest-bearing demand deposits decreased $1.8 million in 2008 compared to 2007. The effect of this
decrease along with a 98 basis point decrease in the average rate paid caused interest expense to be $909,000 lower in 2008 than in the
prior year. The effect of growth in the average balance of savings deposits was virtually offset by a small decline in the average rate
paid in 2008 compared to 2007. The average balance of certificates of deposit was $13.7 million lower in 2008 than in 2007. The
certificates of deposit change was caused by a $15.8 million reduction in the average balance of brokered certificates of deposit from
2007 to 2008. ChoiceOne replaced the more expensive brokered funding with less costly local deposits and advances from the Federal
Home Loan Bank. A decrease of $1,616,000 in interest expense from certificates of deposit was caused by the average balance
decrease mentioned above as well as a 55 basis point reduction in the average rate paid from 2007 to 2008. Interest expense from
Federal Home Loan Bank advances was $299,000 higher in 2008 than in 2007 due to growth of $11.7 million in the average balance
of advances, which was partially offset by the effect of an 80 basis point drop in the average rate paid. Interest expense paid on other
interest-bearing liabilities fell $194,000 in 2008 compared to 2007 due to both a small decrease in the average balance and a 94 basis
point declinein the average rate paid.

ChoiceOne's net interest income spread was 3.45% (shown in Table 1) for 2008, compared to 3.32% in 2007. The average yield
received on interest-earning assets in 2008 decreased 54 basis points to 6.63% while the average rate paid on interest-bearing liabilities
in 2008 fell 67 basis pointsto 3.18%.

Table 2 — Changesin Tax-Equivalent Net Interest Income

(Dollars in thousands)

Y ear ended December 31
2008 Over 2007 2007 Over 2006
Total Volume Rate Totd Volume Rate
Increase (decrease) in interest income (1)
[ 2 S $ (2162) $ (143) $(2,019) $ 9932 $ 9238 $ 694
Taxable SeCUrtieS. ... (132) (231) 99 639 362 277
Tax-exempt SECUritieS (2)....ccccvvrererrereeenes 102 315 (213) 1,180 1,185 (5)
OthEr ... (13) 40 (53) (18) (15) (3)
Net change in tax-equivalent income.......... (2,205) (19) (2,186) 11,733 10,770 963
Increase (decrease) in interest expense (1)
I nterest-bearing transaction accounts............ (909) (42) (867) 712 838 (126)
Savings dEPOSItS.....ccceverererrrie e 1 13 (12) 81 82 (1)
Certificates of deposit ........ccccovrvrevrreevneenn (1,616) (633) (983) 3,476 2,929 547
Advances from Federal Home Loan Bank ... 299 540 (241) 223 46 177
L@ 13T TR (194) (5) (189) 433 387 46
Net change in interest expense..........c....... (2,419) (127) (2,292) 4,925 4,282 643
Net change in tax-equivalent
Net interest iNCOME......covvveevvreiereeieens $ 214 % 108 $ 106 $ 6808 $ 648 $ 320

(1) The volume variance is computed as the change in volume (average balance) multiplied by the previous year's
interest rate. The rate variance is computed as the change in interest rate multiplied by the previous year’s volume
(average balance). The change in interest due to both volume and rate has been allocated to the volume and rate
changes in proportion to the relationship of the absolute dollar amounts of the change in each.

(2) Interest on tax-exempt securities and |oans has been adjusted to a fully tax-equivalent basis using an incremental tax
rate of 34% for the years presented.




Tax-equivalent net interest income increased $6,808,000 in 2007 compared to 2006. Most of the income increase resulted from
growth in earning assets of $149 million due to the merger with VRFC in November 2006. An improvement of 32 basis pointsin the
net interest spread also contributed to the income expansion. A decreased reliance on brokered certificates of deposit during 2007
aided the interest spread. Interest income included $327,000 in 2007 of accretion income from purchase accounting adjustments on
loans acquired from the merger with VRFC in November 2006, compared to $60,000 in 2006.

Management anticipates that the level of net interest income in 2009 will depend upon the Bank’s ability to grow or maintain loan
balances as well as its ability to do the same with its base of core deposits. Growth in earning assets may prove to be difficult in 2009
given the continued weakness in the Michigan economy. Additionally, if general market interest rates continue to remain at a
relatively low level it may have an impact on ChoiceOne's net interest spread as new activity, maturities, and payments may have
differing impacts on interest-earning assets and interest-bearing liabilities.

Allowance and Provision For Loan Losses
Information regarding the allowance and provision for loan losses can be found in Table 3 below:

Table 3 —-Provision and Allowance For Loan L osses

(Dollars in thousands)

2008 2007 2006 2005 2004
Allowance for loan losses at beginning of year ...... $ 3600 $ 3569 $ 1963 $ 1739 $ 1974
Charge-offs:
AGCUIEUral ... — 33 — — —
Commercia and industrial .........cccccoeeeeveevveenne.. 1,193 599 221 72 689
Real estate - commercial .........ocooeverereeieenenine 816 841 — 25 66
Real estate - construction..........ccocceeeeeeeceeneseeniene — — — 20 —
Real estate - residential ........ccccocvveeenenecenenienenn, 1,252 191 92 120 41
CONSUITIEN ....cviiveeeiesieee ettt sae e saens 567 635 200 162 144
TOtAl oo 3,828 2,299 513 399 940
Recoveries:
AGCUIEUral ..o — 3 — — —
Commercia and industrial ...........ccooeiiieinncnnne 60 27 51 47 58
Real estate - commercial .........cocoeverereeeenenine 35 1 — — —
Real estate - construction..........ccocceeeeeeeceenieneeniene — — — — —
Real estate - residential ..........coccoeiereniecieeninnne 6 10 — — —
CONSUITIEN ....ccveiveieiesieee ettt e e 252 254 117 81 182
TOtAl oo 353 295 168 128 240
Net charge-offS .....cooierereee e 3,475 2,004 345 271 700
Provision for 10an [0SSes.........cccceeevveeeceeecivecceee, 3,475 2,035 200 495 465
Allowance for loan losses acquired from VRFC .... — — 1,751 — —
Allowance for loan losses at end of year ................ $ 3600 $ 3600 $ 3,569 $ 1,963 $ 1,739
Allowance for loan losses as a percentage of:
Total loansasof year end.........cccceevveeeeccviennnnn, 1.10% 1.10% 1.08% 1.06% 1.00%
Nonaccrual loans, accrua |oans past due 90
days or more and troubled debt
(=S (0o (1 o TS 39% 62% 53% 203% 212%
Ratio of net charge-offs to average total loans
outstanding during theyear..........c.cceoeveevvrerennn, 1.06% 0.61% 0.17% 0.15% 0.41%
Loan recoveries as a percentage of prior year's
Charge-offS.....ccvvvireceee e 15% 58% 42% 14% 24%

As shown in Table 3, the provision for loan losses was $1,440,000 higher in 2008 than in 2007. The higher provision level resulted
from an increase of $1,471,000 in net charge-offs experienced in 2008 compared to 2007. Net charge-offs of commercial and
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industrial loans were $1,133,000 in 2008, which represented an increase of $561,000 from 2007. Approximately $417,000 of the
commercial and industrial charge-offs in 2008 was related to one borrower who committed fraud. Residential real estate loan net
charge-offs were $1,246,000 in 2008, which represented an increase of $1,065,000 from 2007. Residential charge-offs were
comprised of a number of small loans with approximately 73% of charge-off dollars coming from first mortgage loans and 27% from
second mortgage loans. None of the residential charge-offs in 2008 were related to sub-prime mortgage loans. The elevated
residential charge-off level in 2008 was due to the deteriorating economic conditions in ChoiceOne’s market areas and the impact upon
borrowers' abilities to make their loan payments. The allowance for loan losses as a percentage of total loans was 1.10% at both the
end of 2008 and 2007. The coverage ratio of the allowance for loan losses to nonperforming loans declined from 62% as of December
31, 2007 to 39% as of December 31, 2008. ChoiceOne had $545,000 of specific allowance allocations for problem loans as of the end
of 2008, compared to $854,000 as of the prior year end. Management believes the specific reserves allocated to certain problem loans
at the end of 2008 and 2007 are reasonable based on the circumstances surrounding each particular borrower.

The following schedule presents an allocation of the allowance for loan losses to the various loan categories as of the years ended
December 31:

(Dollars in thousands)

2008 2007 2006 2005 2004
AGHCUIUNAL ...t $ 242 % 397 % 34 $ 202 % 169
Commercia and industrial ...........cccoovveeieeiiveeeineenns 616 873 1,160 1,060 939
Real estate - commercial..........ccooeevveeecieeciecceeee, 996 886 1,029 254 265
Real estate - CONStruCtion..........ccoceveveeeeveeccveeeceeenne. 5 10 12 19 32
Real estate - residential ...........cccoeeveveeveeveciece, 1,124 881 575 229 181
CONSUMEY ....vveteectieete e cee e sreesreesteesbeeaeeraesraesraens 351 489 289 195 123
UNalOCEEEd.........coeceeceiectectiecteete e 266 64 190 4 30
Total alowance for 10an 10SSeS.........coveveeveeeeeanenn, $ 3600 $ 3600 $ 3,569 $ 1,963 $ 1,739

The decrease in the alowance allocation to agricultural loans from 2007 to 2008 was based on the limited charge-off activity
experienced by this loan category. The decrease in the allocation to commercia and industrial loans in 2008 was due to areduction in
specific allowance alocations to this loan category from $571,000 as of December 31, 2007 to $75,000 as of December 31, 2008.
Approximately $425,000 of the decrease in specific alocations during 2008 was caused by loans that were charged off during 2008.
The increase in the allocation to commercia real estate loans in 2008 was caused by an increase in specific allowance allocations from
$283,000 at the end of 2007 to $470,000 at the end of 2008. The growth in the allowance allocation to residential real estate mortgage
loans resulted from the increase in charge-offs in this loan category during 2008, which indicated a higher level of risk in this loan
category than in prior years. The decrease in the allowance allocation to consumer loans in 2008 was based on the decline in net
charge-offs during the year. The increase in the total allowance in 2006 was related to the allowance of $1,751,000 acquired from the
merger with VRFC in November 2006.

Management maintains the allowance at a level at which it believes adequately provides for losses inherent in the loan portfolio. Such
losses are estimated by a variety of factors, including specific examination of certain borrowing relationships and consideration of
historical losses incurred on certain types of credits. Management focuses on early identification of problem credits through ongoing
reviews by management and the independent |oan review function. Based on the current state of the economy and a recent review of
the loan portfolio, management believes that the allowance for loan losses as of December 31, 2008 is adequate. As charge-offs,
changes in the level of nonperforming loans, and changes within the composition of the loan portfolio occur, the provision and
allowance for loan losses will be reviewed by the Bank's management and adjusted as necessary.

Noninterest Income

Total noninterest income decreased $2,398,000 or 37% in 2008 compared to 2007. Insurance and investment commission income
declined $368,000 in 2008 compared to 2007. The decrease in commission income was due to the sale of ChoiceOne’s property and
casualty insurance lines of business in October 2007, which caused insurance commission income to be $522,000 lower in 2008 than
in the prior year. The sale of the insurance lines of business caused an $875,000 gain to be recorded in the fourth quarter of 2007.
Gains on sales of loans decreased $72,000 in 2008 compared to 2007 due to alower volume of residential mortgage loans sold into the
secondary market. The $401,000 loss on sales of securities in 2008 was due to $435,000 loss recognized when a money market
preferred security was converted to preferred stock. The $432,000 loss on other than temporary impairment of securities resulted when
a decline in the market value of another money market preferred security was considered to be other than temporary. A decrease of
$150,000 in other noninterest income in 2008 compared to 2007 was caused by a number of small items.
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Total noninterest income increased $3.6 million or 125% in 2007 compared to 2006. Customer service charges on deposit accounts
were up $1.9 million primarily due to a full year of combined results from the merger with VRFC. An expanded overdraft program
was also offered to banking customers beginning in January 2007 which enhanced service charges for the last three quarters of 2007.
Insurance and investment commissions increased by $306,000 in 2007 compared to 2006 primarily from the acquisition of a book of
business from an investment agent affiliated with VRFC. This book of business was purchased from the agent in January 2007 and the
premium paid is being amortized over a 10-year period. The gain on the sale of an insurance book of business was related to the sale
of ChoiceOne's property and casualty insurance lines of business. The sale was recorded in October 2007 and a nonrecurring pre-tax
gain of $875,000 was recognized. Gains on sales of loans were up dlightly due to a higher volume of residential real estate loans
originated for sale. Earnings on life insurance policies increased $215,000 in 2007 due to ChoiceOne acquiring $5.7 million of bank-
owned life insurance policies in the merger with VRFC. Miscellaneous other noninterest income was up $194,000 in 2007 compared
to 2006 as a result of increased check printing fees, ATM surcharge fees, safe deposit box fees, certificate of deposit withdrawal
penalties and credit card fees resulting from more activity due to the merger with VRFC. These were offset by a $147,000 decrease in
profit-sharing income resulting from the sale of the insurance lines of business.

Management estimates that noninterest income may increase in 2009 if losses on sales of securities are lower than the amount
experienced in 2008. In addition, management plans to continue its emphasis of growth of checking and savings deposit accounts in
2009, which could cause an increase in deposit service charges.

Noninterest Expense

Total noninterest expense decreased $359,000 or 2% in 2008 compared to 2007. Salaries and benefits expense was $569,000 lower in
2008 than in 2007. Much of the reduction was due to the sale of ChoiceOne’s property and casualty lines of business in October 2007,
which eliminated the ongoing compensation costs related to this activity. Salaries and benefits expense was also impacted by a
$175,000 decrease in bonus expense from 2007 to 2008. Data processing expense declined $84,000 in 2008 compared to 2007, which
was primarily due to new contracts in 2008 for processing of automatic teller machine transactions. The increase in professional fees
of $56,000 in 2008 compared to the prior year was due to higher levels of legal fees related to loan matters and higher audit and tax
fees. Advertising and promotional expense was $154,000 lower in 2008 than in 2007 as ChoiceOne cut expenses in all advertising
categories. An increase of $204,000 in FDIC insurance expense was caused by assessment credits from the FDIC that the Bank used
in 2007 being fully utilized in January 2008. Other noninterest expense grew $187,000 in 2008 compared to the prior year.
Foreclosed asset and |oan collection expenses were up $209,000 in 2008 due to problem loans. Training expense was $109,000 higher
in 2008 than in the prior year as an outside consultant was used for management, customer service, and salestraining.

Total noninterest expense increased $6.4 million or 73% in 2007 compared to 2006. Growth in salaries and benefits expense of $3.0
million in 2007 compared to 2006 was due to the merger with VRFC. ChoiceOne added 80 full-time equivalent employees in
November 2006. As a result, 2006 compensation expense included only two months of payroll cost for former VRFC personnel.
Occupancy expense increased $889,000 in 2007 compared to 2006 due to a full year of combined operations after the VRFC merger.
Nine offices were acquired in the merger with VRFC in November 2006. One of these offices was closed in early 2007 and sold due
to its proximity to two other offices of ChoiceOne. Data processing costs were $758,000 higher in 2007 compared to 2006 which only
included 2 months of combined results after the merger. The merger with VRFC more than doubled the number of loan and deposit
accounts on the Bank’s data processing system and other data processing costs such as amortization of software licenses, Internet
banking charges, remote item capture costs and automated teller machine (ATM) costs have increased due to more customers,
employees, and ATMs as a result of the merger. Professional fees were $156,000 higher in 2007 than in 2006, partly as a result of
increased foreclosure related expenses. Supplies and postage expense increased $239,000 in 2007 over the prior year as a result of the
VRFC merger. Stationary, envelopes, receipts, and other items were purchased to provide stock for the nine banking locations
acquired in the merger with VRFC. Postage expense was higher due to the number of customer accounts more than doubling which
increased the number of statements, notices and advices generated for customers. Advertising and promotional expense increased by
$195,000 in 2007 compared to the prior year. ChoiceOne launched a detailed branding campaign in early 2007 and promoted a
deposit switch campaign during 2007. Intangible asset amortization of $498,000 in 2007 represented twelve months of amortization of
intangible assets acquired as part of the VRFC merger, compared to 2006 which included $77,000 of amortization for the last two
months of the year. Other noninterest expenses such as insurance costs, correspondent bank charges, and courier expense increased in
2007 compared to the prior year as a result of the merger with VRFC. Foreclosed asset expenses also increased $74,000 in 2007
compared to 2006 as aresult of an increase in the number of foreclosed real estate properties.

Management projects that future noninterest expense may increase due to projected increases in FDIC insurance premiums in 2009.
ChoiceOne’s FDIC insurance expense, which was $267,000 in 2008, is expected to more than double in 2009 due to current conditions
in the banking industry and the FDIC's plan to recapitalize the insurance fund. Lega fees and foreclosed real estate costs may
continue to increase if asset quality deteriorates and additional resources are necessary for collection and foreclosure.
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Income Taxes

Income taxes produced a benefit of $207,000 in 2008, compared to expenses of $939,000 in 2007 and $639,000 in 2006. The
decrease in tax expense in 2008 was caused by a $3,291,000 decline in income before income tax in 2008 compared to the prior year.
Tax exempt interest income was also dightly higher in 2008 than in 2007. The increase in tax expense in 2007 compared to 2006 was
due to increased income before income tax, which was partially offset by growth in tax exempt interest income and earnings on bank-
owned life insurance.

FINANCIAL CONDITION

Securities
(Dollars in thousands)
2008 2007
U.S. Government and federal 80ENCY ........cceveeiiirieiiiieese s $ 14221 $ 15,952
State and MUNICIPEAL.........eieeeeecere e e st tesre s re s e ese e e enaeeesrenrs 49,066 46,486
[V Kol 0 =0 [ 0= o o [ 11,902 14,423
L0 0T0] 1 = 198 1,251
0 0LV o0 =S 1,981 5,044
10, | TS $ 77,368 $ 83,156

The securities available for sale portfolio decreased $5.8 million or 7% from December 31, 2007 to December 31, 2008. ChoiceOne
purchased a mix of government agency, municipal, and mortgage-backed securities totaling $20.6 million during 2008 to replace
securities that matured or were called. Approximately $17.3 million in various securities were called or matured in 2008. Principal
payments for municipal and mortgage-backed securities totaling $4.9 million were received during 2008. Various securities totaling
approximately $2.5 million were sold during 2008 for net losses totaling $401,000. The Bank’s Investment Committee continues to
monitor the portfolio and purchases securities when deemed prudent. Also, certain securities are sold under agreements to repurchase
and management plans to continue this practice as alow-cost source of funding.

Equity securities included Money Market Preferred Securities (MMPs) of $1,050,000, trust preferred securities of $500,000, and
preferred stock of $431,000 as of December 31, 2008. Equity securities included MMPs of $4,500,000, trust preferred securities of
$500,000, and common stock of $44,000 as of December 31, 2007. The decrease in the MM Ps balance during 2008 was caused by
sales of $1,700,000, a conversion from an MMP to preferred stock of $800,000, and write-downs of MM P market values of $950,000.
A recognized loss of $435,000 was recorded upon the conversion of an MMP to preferred stock due to a reduction in its market value
at the time of conversion. An other than temporary impairment adjustment of $432,000 comprised part of the MMP write-downs.
This was related to an MMP that had a reduction in its market value and is expected to convert to preferred stock in early 2009. The
remaining $518,000 of MM P write-downs in 2008 were recorded to other comprehensive income. It was related to an MMP for which
auctions are still being held and its decline in market value is not considered to be other than temporary.

Management will continue to monitor its equity securities closely in 2009. All of the securities are still performing and regular interest
payments are being received. However, the current economic climate may continue to have a depressing impact on the market values
of these securities through 2009.

Loans
The Bank’sloan portfolio as of December 31 was as follows:

(Dollars in thousands)

2008 2007

AGECUITUIAL ...ttt ettt et bbb bbb b e e se s sttt ebetebenens $ 23408 $ 24,765
Commercial and INAUSEIIAL ..........ceeeeeeiirieciie ettt e ebe e sbeeeareesabeeeaneean 57,587 51,242
(000] 015U 1011 USSR SPPRRRR 16,047 15,939
Real eState - COMIMEICIAL ........viiieee ettt ettt e et e e s beeeabe e sbeesabeeens 123,952 125,960
ReEal 6StaE - CONSITUCTION.......viiiieeitie ettt ettt e et e e eaeesbe e e sbeeebeeesseeebesesseeenbenens 2,026 4,048
Real eState - FESIAENLIAL .......cccviceeeceie ettt et e st e et e b e saresaee 102,957 106,404
TOAI LOBNS ...ttt ettt e et e e e e e et e e et ereete et e e easeeseeeeereese et enseesaaseseesreenesneenneneennen $ 325977 $ 328,358

The loan portfolio (excluding loans held for sale) decreased approximately $2.4 million or 1% from December 31, 2007 to December
31, 2008. Overall loan demand was sluggish in 2008 as the uncertain economy in Michigan affected the willingness of borrowers to
assume debt. Reduced real estate values also made it more difficult for borrowers to have the ability to qualify for loans. The balance
of real estate loansin the commercial, construction, and residential categoriesfell atotal of $7.5 million during 2008. Residentia real
estate loans were affected particularly by falling home values. The decline in real estate loans was partially offset by $6.3 million of
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growth in commercial and industrial loans. Growth in this loan category was primarily due to less competition from larger banks in
certain ChoiceOne market areas.

Management anticipates loan demand in 2009 will depend upon the stability of the local and state economies and the confidence level
of business and personal borrowers. The Bank intends to continue its calling program with commercial customersin its market areas.

Information regarding impaired loans can be found in Note 6 to the consolidated financial statements included in this report. In
addition to its review of the loan portfolio for impaired loans, management also monitors various nonperforming loans.
Nonperforming loans are comprised of (1) loans accounted for on a nonaccrua basis; (2) loans, not included in nonaccrual loans,
which are contractually past due 90 days or more as to interest or principal payments; and (3) loans, not included in nonaccrual or past
due 90 days or more, which are considered troubled debt restructurings.

The balances of these nonperforming loans as of December 31 were as follows:

(Dollars in thousands)

2008 2007

Loans accounted for on a nonaccrual basis $ 8,305 $ 5,605
Loans contractually past due 90 days

or more asto principal or interest payments 333 188

Loans considered troubled debt restructurings 605 -

Total $ 9243 % 5,793

At December 31, 2008, nonaccrual loans included $5,836,000 in commercial and industrial and commercia rea estate loans,
$2,450,000 in residentia real estate loans, and $19,000 in consumer loans. At the end of the prior year, nonaccrua loans were
comprised of $3,003,000 in commercia and industrial and commercial real estate loans, $2,401,000 in residential real estate loans, and
$201,000 in consumer loans. Approximately $2.4 million of the increase in nonaccrual commercial loans was comprised of two
borrowers, of which $1.1 million was transferred out of nonaccrual loans to other real estate in January 2009. The overall increase in
nonaccrual loans was due to the weakened economy and its impact on borrowers' abilities to make loan payments. Nonaccrua loans
included $2.5 million of loans that had been foreclosed upon and were in process of redemption as of the end of 2008, compared to
$1.6 million as of the end of 2007. Restructured loans include four commercia loans as of December 31, 2008 for which loan terms
have been modified. These loans were in compliance with their modified terms as of the end of 2008.

Management also maintains a list of loans that are not classified as nonperforming loans but where some concern exists as to the
borrowers' abilities to comply with the original loan terms. These loans totaled $17.9 million as of December 31, 2008, compared to
$14.5 million as of December 31, 2007.

Goodwill

Management normally performs a review of goodwill on an annua basis as of the end of June. The review was updated as of
December 31, 2008 due to market conditions that had a downward impact on the market value of bank stocks. Management reviewed
acquisition values of Midwest area banks during the year of 2008. The average acquisition value for this time period was 180% of
tangible book value, compared to ChoiceOne's book value which was 149% of tangible book value as of the end of 2008. Asaresult,
management believed that no impairment of ChoiceOne’s goodwill existed as of December 31, 2008.

Deposits and Other Funding Sources

Total deposits decreased $4.8 million or 1% from December 31, 2007 to December 31, 2008. The balance of loca deposits fell $6.8
million during 2008, while the balance of brokered certificates of deposit grew $2.0 million. The majority of the local deposit
decrease was caused by a $5.4 million decline in local certificates of deposit in 2008. The decline was caused by the Bank’s
unwillingness to match interest rates offered by certain competitorsin the Bank’s market areas. A decrease of $7.5 million in checking
account balances in 2008 was partially offset by growth of $6.1 million in savings deposits. The Bank developed a new saving product
in 2008 that was very well received by depositors.

Securities sold under agreements to repurchase declined $2.9 million during 2008. The decline was due to a lower balance in sweep
repurchase accounts used by the Bank’s local customers. Advances from the Federal Home Loan Bank (“FHLB") increased $4.0
million in 2008 as the interest rates offered were lower than other aternative sources of funding. A blanket collateral agreement
covering residential real estate loans was pledged against all outstanding advances at the end of 2008. Approximately $9.7 million of
advances were available as of December 31, 2008 based on the collateral pledged.
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In 2009, management will continue to focus its marketing efforts towards growing local deposits. If local deposit growth is insufficient
to support asset growth during 2008, management believes that FHLB advances, repurchase agreements and brokered certificates of
deposit can address corresponding funding needs.

Shareholders’ Equity

Total shareholders equity decreased $957,000 or 2% from December 31, 2007 to December 31, 2008. The reduction in equity
resulted primarily from dividends paid and a decrease in accumulated other comprehensive income, offset by the current year's net
income and proceeds from the issuance of ChoiceOne's stock. ChoiceOne did not repurchase any of its common stock in 2008, in
contrast to 2007, when 32,700 shares were repurchased. Shares of common stock may be repurchased in the future if management
deemsit to be a prudent use of capital.

Note 23 to the consolidated financial statements presents regulatory capital information for the Bank at the end of 2008 and 2007. The
Bank’s capital ratios decreased dightly from December 31, 2007 to December 31, 2008 due to the reduction in the shareholders
equity balance during 2008. Management will monitor these capital ratios closely during 2009 as they relate to asset growth and
earnings retention. ChoiceOne's Board of Directors and management do not plan to alow capital to decrease below those levels
necessary to be considered “well capitalized” by regulatory guidelines. The Board of Directors and management believe that
ChoiceOne's capital level as of December 31, 2008 is adequate for the foreseeable future.

Table 4 — Contractual Obligations
The following table discloses information regarding the maturity of ChoiceOne's contractual obligations at December 31, 2008:

(Dollars in thousands)
Payment Due By Period

Less More
than 1-3 35 than

Contractual Obligations Total 1 year Years Years b5Years
TIME dEPOSIES. ....cveneeeerreeeierreeeie e $ 177611 $ 118702 $ 47455 $ 11398 $ 56
Repurchase agreements..........ccoevevererceeieeneenese e 18,786 13,286 500 5,000 -
Advances from Federal Home Loan Bank.................. 39,957 18,475 13,482 8,000 -
Operating |€aSeS........coeeeerere e 89 56 33 - -
TOAl o $ 236443 $ 150519 $ 61470 $ 24398 $ 56

Liquidity and Interest Rate Risk

Net cash from operating activities was $7.2 million for 2008 compared to $6.5 million for 2007. The effect of the decline in net
income in 2008 was offset by an increased provision for loan losses and a larger loss on sales and impairment of securities in 2008 than
in 2007. The cash used in investing activities was $5.1 million less in 2008 than in 2007. The change was caused by a $9.3 million
decrease in the funds used for net purchases of securities in 2008, partially offset by a $5.1 million decrease in net loan originations
and payments. Net cash flows used in financing activities were $5.8 million in 2008, compared to $1.1 million provided by financing
activitiesin 2007. The fluctuation was due to a decrease of $8.0 million in net proceeds less payments on FHLB advances. A smaller
decrease in deposits in 2008 than in 2007 was offset by a decrease in repurchase agreements in 2008 compared to growth in 2007.

ChoiceOne's primary market risk exposure occurs in the form of interest rate risk. Liquidity risk also can have an impact but to alesser
extent. ChoiceOne's businessis transacted in U.S. dollars with no foreign exchange risk exposure. Agricultural loans comprise a small
portion of ChoiceOne's total assets. Management believes that ChoiceOne's exposure to changes in commodity pricesisinsignificant.

Management believes that the current level of liquidity is sufficient to meet the Bank's normal operating needs. This belief is based
upon the availability of deposits from both the local and national markets, maturities of securities, normal loan repayments, income
retention, federal funds purchased lines from correspondent banks, and advances available from the Federal Home Loan Bank.
Liquidity risk deals with ChoiceOne's ability to meet its cash flow requirements. These requirements include depositors desiring to
withdraw funds and borrowers seeking credit. Relatively short-term liquid funds exist in the form of lines of credit to purchase federal
funds at four of the Bank’s correspondent banks. As of December 31, 2008, the amount of federal funds available for purchase from
the Bank's correspondent banks totaled approximately $24 million. ChoiceOne had no federal funds purchased at the end of 2008 or
2007. TheBank also has aline of credit secured by ChoiceOne’'s commercial |oans with the Federal Reserve Bank of Chicago for $74
million, which is designated for nonrecurring short-term liquidity needs. Longer-term liquidity needs may be met through local deposit
growth, maturities of securities, normal loan repayments, advances from the Federal Home Loan Bank, brokered certificates of deposit,
and income retention. Approximately $9.7 million of borrowing capacity was available from the Federal Home Loan Bank based on
residential real estate loans pledged as collatera at year-end 2008. The acceptance of brokered certificates of deposit is not limited as
long as the Bank’s capital to assets ratio is considered to be “well capitalized” under regulatory guidelines.
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Interest rate risk is related to liquidity because each is affected by maturing assets and sources of funds. ChoiceOne's Asset/Liability
Management Committee (the "ALCQO") attempts to stabilize the interest rate spread and avoid possible adverse effects when unusual or
rapid changes in interest rates occur. The ALCO uses a simulation model to measure the Bank’s interest rate risk. The model
incorporates changes in interest rates on rate-sensitive assets and liabilities. The degree of rate sensitivity is affected by prepayment
assumptions that exist in the assets and liabilities. One method the ALCO uses of measuring interest rate sensitivity is the ratio of rate-
sengitive assets to rate-sensitive liabilities. An asset or liability is considered to be rate-sensitive if it matures or otherwise reprices
within a given time frame.

Table 5 documents the maturity or repricing schedule for ChoiceOne' s rate-sensitive assets and liabilities for selected time periods.
Table5—Maturitiesand Repricing Schedule

(Dollars in thousands)
As of December 31, 2008

0-3 3-12 1-5 Over
Months Months Years 5Years Total
Assets
Federal funds Sold..........cccoeeeievecece e $ 1908 $ - 3 - $ - $ 1908
Securities availablefor sale.......cocccvevveeeceeccieeenen. 3,445 6,843 24,499 42,581 77,368
Federal Home Loan Bank stock........................ - 3,304 - - 3,304
Federal Reserve Bank StOCK.........cccvveeveeecveiiiieecnennns - — 1,269 - 1,269
Loansheld for Sal€.........cooveeiiiiieeciee e 316 — - - 316
LOBNS ..eiiitiiceieee ettt ettt et 88,800 72,318 133,725 31,134 325,977
Cash surrender value of life insurance policies......... - — 8,873 - 8,873
Rate-SENSITIVE @SSELS ....cveevecteere et 94,469 82,465 168,366 73,715 419,015
Liabilities
Interest-bearing checking deposits...........c.coecereennee. 35,213 - - - 35,213
SAVINGS AEPOSITS ...couveeerierierieeie e e 32,764 - - - 32,764
Money market deposits...........cvvvveviieiiiieeenn, 46,899 - - - 46,899
Certificates of dePOSIt.......ccceererereriieereeee s 53,316 65,386 58,853 56 177,611
Repurchase agreements..........ccoevevererieeieneesesenens 13,338 - 5,448 - 18,786
Advances from Federal Home Loan Bark................ 9,620 8,880 21,457 - 39,957
Rate-sensitive liabilities.........ccccceeeiveecieeecieccieens 191,150 74,266 85,758 56 351,230
Rate-sensitive assets less rate-sengitive liabilities:
Asset (liability) gap for the period..........ccceneeee. $ (96681) $ 8199 $ 82608 $ 73659 $ 67,785
Cumulative asset (liability) gap .....ccoovvvrveverennnn. $ (96,681) $ (88482) $ (5874) $ 67,785

Under this method, the ALCO measures interest rate sensitivity by focusing on the one-year repricing gap. ChoiceOne's ratio of rate-
sengitive assets to rate-sendgitive liabilities that matured or repriced within a one-year time frame was 67% at December 31, 2008,
compared to 62% at December 31, 2007. Table 5 above shows the entire balance of interest-bearing demand deposits, savings
deposits, money market deposits, and overnight repurchase agreements in the shortest repricing term. Although these categories have
the ability to reprice immediately, management has some control over the actual timing or extent of the changes in interest rates on
these liabilities. The ALCO plans to continue to monitor the ratio of rate-sensitive assets to rate-sensitive liabilities on a quarterly
basisin 2009. Asinterest rates change during 2009, the ALCO will attempt to match its maturing assets with corresponding liabilities
to maximize ChoiceOne's net interest income.

Another method the ALCO uses to monitor its interest rate sensitivity is to subject rate-sensitive assets and liabilities to interest rate
shocks. At December 31, 2008, management used a simulation model to subject its assets and liabilities to an immediate 300 basis
point increase and an immediate 300 basis point decrease in interest rates. The maturities of loans and mortgage-backed securities
were affected by certain prepayment assumptions. Maturities for interest-bearing core deposits were based on an estimate of the period
over which they would be outstanding. The maturities of advances from the Federal Home Loan Bank were based on their contractual
maturity dates. In the case of variable rate assets and liabilities, repricing dates were used to determine their values. The simulation
model measures the effect of immediate interest rate changes on both net interest income and shareholders equity. ChoiceOne's
Interest Rate Risk Policy states that the changes in interest rates cannot cause net interest income to decrease more than 10% if rates
are instantaneously shocked 200 basis points upward or downward. ChoiceOne's Interest Rate Risk Policy states that the changes in
interest rates cannot cause the market value of shareholders' equity to decrease more than 20% if rates are instantaneously shocked 200
basis points upward or downward.
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Table 6 provides an illustration of hypothetical interest rate changes as of December 31, 2008 and 2007, respectively:

Table 6 — Sensitivity to Changesin Interest Rates

2008
(Dollars in thousands) Net M arket
Interest Per cent Value of Per cent
Income Change Equity Change
Changein Interest Rates
300 basiSPoiNt MSe.......cccvvereeeriereeerieneenee 16,279 +5% 53,676 - 18%
200 basiS poiNt FiSe......cocevererereneeeeiesene 16,040 + 3% 57,190 -12%
100 basiS POINt FISe.....cccerereereereereeieeeeene 15,797 +2% 61,001 -6%
Base rate SCENANO......cceveeeeeeeie e 15,552 -% 65,086 -%
100 basis point decline ..........cccoceeeeeeneenne 14,796 -5% 69,594 + 6%
200 basis point decline..........c.ccooeveerieeiienenne 14,053 -10% 74,283 +14%
300 basispoint decline.........cccceevveveveennen. 14,053 - 10% 79,119 +22%
2007
(Dollars in thousands) Net Market
Interest Percent Vaue of Percent
Income Change Equity Change
Changein Interest Rates
300 basisSpoiNt MSe....ccccverevrreeereeeereenen, 17,229 +7% 49,997 - 20%
200 basiS PoINt iSL...ccvvrveverere e eeeeeieneens 16,833 +5% 53,862 -14%
100 basiS POINt FSE....ccvvereeeeeereeeeeereeees 16,436 +2% 58,070 - 7%
Base rate SCenario........coceveeerenerenenenieene 16,053 -% 62,686 -%
100 basis point decling .........cccceveeeeveveeneene 15,662 -2% 66,585 + 6%
200 basispoint decling ........ccccveeveeeveeciennns 15,229 -5% 71,366 + 14%
300 basispoint decline..........cccceoeveeeeeennen. 14,695 -8% 76,445 +22%

As of both December 31, 2008 and December 31, 2007, the Bank was within its guidelines for immediate rate shocks up and down for
both net interest income and the market value of shareholder’s equity. The ALCO plans to continue to monitor the effect of changesin
interest rates on both net interest income and shareholders' equity and will make changes in the duration of its rate-sensitive assets and
rate-sensitive liabilities where necessary.
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ChoiceOne Financia Services, Inc.
MANAGEMENT’'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Management of ChoiceOne Financial Services, Inc. is responsible for establishing and maintaining adequate internal control over
financial reporting that is designed to produce reliable financial statements in conformity with United States generally accepted
accounting principles. The system of internal control over financial reporting as it relates to the financial statements is evaluated for
effectiveness by management and tested for reliability through a program of internal audits. Actions are taken to correct potential
deficiencies as they are identified. Any system of internal control, no matter how well designed, has inherent limitations, including the
possibility that a control can be circumvented or overridden and misstatements due to error or fraud may occur and not be detected.
Also, because of changes in conditions, internal control effectiveness may vary over time. Accordingly, even an effective system of
internal control will provide only reasonable assurance with respect to financial statement preparation.

Management assessed the effectiveness of the Company’s system of internal control over financial reporting as of December 31, 2008,
asrequired by Section 404 of the Sarbanes-Oxley Act of 2002. Management’s assessment is based on the criteria for effective internal
control over financia reporting as described in “Internal Control — Integrated Framework,” issued by the Committee of Sponsoring
Organizations of the Treadway Commission (“COSO”). Based on this assessment, management has concluded that, as of December
31, 2008, its system of internal control over financial reporting was effective and meets the criteria of the “Internal Control —
Integrated Framework.” This annual report does not include an attestation report of the Company’s independent registered public
accounting firm regarding internal control over financial reporting. Management’s report was not subject to attestation by the
Company’s independent registered public accounting firm pursuant to temporary rules of the Securities and Exchange Commission that
permit the Company to provide only management’s report in this annual report.

— 7 \ ) 3
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James A. Bosserd Thomas L. Lampen
President and Chief Executive Officer Treasurer
March 24, 2009 March 24, 2009
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plantemoran.com

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Shareholders and Board of Directors
of ChoiceOne Financial Services, Inc., Sparta, Michigan

We have audited, in accordance with auditing standards generally accepted in the United States of America, the consolidated balance
sheet of ChoiceOne Financia Services, Inc. as of December 31, 2008, 2007, and 2006, and the related consolidated statements of
income, changes in shareholders' equity and cash flows for the years then ended appearing in the Annual Report enclosed with the
proxy statement for the annual meeting of shareholders, not appearing herein; and in our audit report dated March 24, 2009, we
expressed an unqualified opinion on those consolidated financial statements.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. The Company is not required to have, nor were we engaged to perform, an audit of its internal control over
financial reporting. Our audit included consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company’s internal control over financial reporting. Accordingly, we express no such opinion. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of
ChoiceOne Financial Services, Inc. as of December 31, 2008 and 2007, and the results of its operations and its cash flows for the years
ended December 31, 2008, 2007, and 2006, in conformity with U.S. generally accepted accounting principles.

Plante & Moran, PLLC

74«#, f }}an, ALLL

Grand Rapids, Michigan
March 24, 2009
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ChoiceOne Financial Services, Inc.
CONSOLIDATED BALANCE SHEETS

(Dollars in thousands)
December 31
2008 2007
Assets
Cash and dUE FrOM DENKS. ........eeeeeeeee ettt e e et et et e et e e e s e et are st e et eeseseeareareens $ 9252 % 10,923
Federal fUNAS SOI........cooouiiiiiecee ettt e ebee e areeenee s 1,908 217
Cash and Cash EQUIVAIENLS ..ot e 11,160 11,140
Securities availlable fOr SAIE.......oocviiciee e 77,368 83,156
Federal HOme Loan Bank SEOCK.........ccueiiieiiie ittt ettt 3,304 3,304
Federal RESEIVE BanK SIOCK.........covieiiieiieeceec sttt et ettt sree b e sreeenee s 1,269 1,265
(07 0] 0= Lo I £ = TS 316 100
LLOBINIS ..ttt sttt sttt st sttt sttt st Ee st e e Rt e e Ee et e e Ee et et eEente e tenaeneerennens 325,977 328,358
AlOWENCE FOr 108N TOSSES.......ccuiiiiiciirtiier e e e (3,600) (3,600)
0= 0 S 3 1= SRS 322,377 324,758
Premises and eqUIPMENT, NMEL...........coveereree et 11,745 11,865
Other real 6State OWNEH, NEL........cviieieeiieeceee ettt e stae e saee e sbreesreeesaaeeeseee e 3,692 1,509
L0an SerViCing MghLS, NEL......coiieiiereere e 580 792
Cash value of life iNSurance POlICIES........couiirereeie e e 8,873 8,538
INtANGIDIE BSSELS, NEL.... .o b bt 3,537 4,031
(€700 111 1 PSPPSR 13,728 13,728
(0101 =S (SRR 5,602 5,969
B0 S TS $ 463551 $ 470,155
Liabilities
Deposits — NONINLEreSt-DEANNG ......ccveceee e e $ 54511 $ 54,355
DEPOSItS — INErESt-DEAING ...eeeveeeeseere st nes 292,487 297,489
LI = 0 L= o0 1S ] £ 346,998 351,844
REPUICASE agIEEMENES.....cviieieeceeeeee sttt sttt st ese e e e aesresre e eneeeeneen 18,786 21,710
Advances from Federal HOme Loan Bank...........cccvereininenninennesesese e 39,957 35,933
(0107 S TT="o | 11 (=TSRSS 5,625 7,526
TOtAl TADHTTIES. ..t 411,366 417,013
Shareholders Equity
Preferred stock; shares authorized: 100,000; shares outstanding: NONE..........ccccevereeenne - -
Common stock and paid-in capital, no par value; shares authorized: 7,000,000;
shares outstanding: 3,246,109 in 2008 and 3,229,814 in 2007 .........ccccvvvereereerereeseenens 46,171 45,956
=TS0 = T g0 5,898 6,665
Accumulated other comprehensive INCOME, NEL........ccvvvverere e 116 521
Total shareholdersS' EQUILY .....ccvereerireieee et sne s 52,185 53,142
Total liabilities and shareholders’ eqUItY ..........ccccecvvereveeecersec e $ 463551 $ 470,155

See accompanying notes to consolidated financia statements.
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ChoiceOne Financia Services, Inc.
CONSOLIDATED STATEMENTSOF INCOME

(Dollars in thousands, except per share data)

Interest income

Loans, including fEES........cooe i

Securities

Other BOrrOWINGS. .....ccveerirr e
Total iNterest EXPENSE......cciererere e

NEt INtEreSt INCOME......ccoveviecece e
Provision for 10an 10SSES.......ccccvvveerveerere e
Net interest income after provision for loan losses................

Noninter est income

Customer SErviCe Charges .......oveveeeeeee e
Insurance and investment COMMISSIONS........ccccverererieeieereennn
Gain on sale of insurance book of business...........ccccceceienene
GainsoN SAlES Of 10@ANS ......oiuiiieiieireeee e
Gains (l0sses) on sales of SECUNties.......covvveierereneeieee
Loss on other than temporary impairment of securities...........
Gains (losses) on sales of other assets.......coocvveieierieeieerecie
Earnings on lifeinsurance poliCies.........c.ccoeveverenieeiciie e,
Other INCOME ..o

Total NoNiNterest iINCOME..........ceorrereernerereeereeeenenas

Noninterest expense

Salaries and DENEfits........cooevrinrrinee
Occupancy and eqUIPMENE........cccvvereeeereereresesesesresseeseeneens
Data PrOCESSING.....cveveeerrerteseereeeeeeseeseestessesresseeseeseenseneeseenses
Professional fEES........ccoviriniiies e
SUPPliES AN POSLAGE ...c.vvveeeeeereeeeereete e
Advertising and promotional ..........ccccceeeeveneneneeeesee e
Intangible asset amortization ..........cccocevevievesieneceereesese e
FDIC INSUMANCE. .....cviriieeterieieiesie et sie ettt
Other EXPENSE.....ccveeeeeeeres e

Total NONINtEr est EXPENSE.....ccceiverereereereeee e

INncome befor 8 INCOMELAX ...ecceeeievieieeeciieceee e
Income tax expense/(beNnefit)......cccvvvercerieveveecere e

NEL INCOME.....eiiiecrerre e
ComprehensiVe INCOME..........ccoeiirieierene e

Basic earnings per CoOmmon Share.......ccoccvevveveeeeveerieseesieneenns
Diluted earnings per common Share..........ccocevceeeeereeieresieneenn
Dividends declared per common share........cccceeeeveerererennnnn
See accompanying notes to consolidated financia statements.

Y ears ended December 31

2008 2007 2006

$ 22641 $ 24794  $ 14,874
2,105 2,237 1,508

1,722 1,655 876

66 79 97

26,534 28,765 17,445

8,932 11,456 7,187

1,704 1,405 1,182

567 761 328

11,203 13,622 8,697

15,331 15,143 8,748

3,475 2,035 200

11,856 13,108 8,548

3,280 3,321 1,450

769 1,137 831

— 875 —

215 287 234

(401) 13 (66)

(432) — —

(204) (149) (160)

373 364 149

483 633 439

4,083 6,481 2,877

7,140 7,709 4,664

2,163 2,190 1,301

1,386 1,470 712

645 589 433

537 505 266

152 306 111

494 498 77

267 63 26

1,927 1,740 1,108

14,711 15,070 8,698

1,228 4,519 2,727

(207) 939 639

$ 1435 $ 3580 % 2,088
$ 1,030  $ 4120  $ 2,368
$ 044 3 111 $ 1.09
$ 044 3 110 $ 1.09
$ 068 $ 068 $ 0.68
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ChoiceOne Financia Services, Inc.
CONSOLIDATED STATEMENTS OF CHANGESIN SHAREHOLDERS' EQUITY

(Dollars in thousands, except per share data)

Accumulated
Common Other
Stock and Comprehensive
Number of Paidin Retained  Income (L0ss),
Shares Capital Earnings Net Total
Baance, January 1, 2006 1,649,940 $ 17,422 $ 4,594 $ (299) $ 21,717
Comprehensive income:
Net income 2,088 2,088
Net change in unrealized gain (l0ss) on
securities available for sde 280 280
Total comprehensive income 2,368
Shares issued 19,894 339 339
Shares issued in merger with Valley Ridge
Financial Corp. 1,585,482 28,538 28,538
Shares repurchased (4,687) (84) (84)
Change in ESOP repurchase obligation 4 4
Effect of stock options granted 24 24
Effect of employee stock purchases 10 10
Cash dividends declared ($0.68 per share) (1,397) (1,397)
Balance, December 31, 2006 3,250,629 $ 46,253 $ 5,285 $ (19) $ 51,519
Comprehensive income:
Net income 3,580 3,580
Net change in unrealized gain (l0ss) on
securities available for sale 384 384
Net change in funded status of post-
retirement benefit plan 156 156
Total comprehensive income 4,120
Shares issued 11,885 169 169
Shares repurchased (32,700) (537) (537)
Change in ESOP repurchase obligation 28 28
Effect of stock options granted 31 31
Effect of employee stock purchases 12 12
Cash dividends declared ($0.68 per share) (2,200) (2,200)
Balance, December 31, 2007 3,229,814 $ 45,956 $ 6,665 $ 521 $ 53,142
Comprehensive income:
Net income 1,435 1,435
Net change in unrealized gain (l0ss) on
securities available for sale (442) (442)
Net change in funded status of post-
retirement benefit plan 37 37
Total comprehensive income 1,030
Shares issued 16,295 147 147
Change in ESOP repurchase obligation 23 23
Effect of stock options granted 33 33
Effect of employee stock purchases 12 12
Cash dividends declared ($0.68 per share) (2,202) (2,202)
Balance, December 31, 2008 3,246,109 $ 46,171 $ 5,898 $ 116 $ 52,185

See accompanying notes to consolidated financia statements.
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ChoiceOne Financial Services, Inc.
CONSOLIDATED STATEMENTSOF CASH FLOWS

(Dollars in thousands)
Y ears ended December 31
2008 2007 2006
Cash flows from operating activities:
N L= 00 1= T $ 1,435 $ 3580 $ 2,088
Adjustments to reconcile net income to net cash from operating
activities:
Provision fOr 108N [0SSES........ccviriiririree e 3,475 2,035 200
D= o1 (= W = (0] o 844 832 587
AMONTIZATON ...t 996 978 531
Compensation expense on stock options and employee purchases......... 45 43 34
Losses (gains) 0N sales Of SECUMLIES ......vvveeeeee v 401 (13) 66
Loss on other than temporary impairment of securities...........cccveveuee. 432 — —
GaiNS 0N SAES Of 10ANS ......eiviveeieceeceeer e (215) (287) (234)
Loansoriginated fOr SAlE .......ccccuevereiise e (12,249) (15,700) (15,187)
Proceeds from [0an SAlES ... 12,198 16,015 15,386
Earnings on bank-owned life inSuranCe..........ccocveeveveevenievesieseseeseeeenns (373) (364) (149)
Losses on sales of other real estate owned..........cccoceveeveniincnencnne 213 162 196
Proceeds from sales of other real estate owned ..........cccovvevvinecnicnnnne, 1,065 1,241 313
Net changein:
OtNEr BSSELS... e cveeeeeierieeeie ettt st st e eere 577 141 (2,071)
Other HaDIlITIES ... e (1,614) (2,149) (8,926)
Net cash from operating actiVitieS.........cceceverievvseveecece e 7,230 6,514 (7,166)
Cash flows from investing activities:
Sales of securitiesavailablefor sale........coovvveiiinciien e 2,540 3,897 16,982
Maturities, prepayments and calls of securities available for sale............ 22,206 23,196 7,156
Purchases of securitiesavailable for sale........cccocevvvievivivnenceccenesecens (20,603) (32,294) (22,223)
Purchase of Federal Reserve Bank StOCK .........cceovvirenrinennicneeesieee 4) (588) —
Loan originations and payments, NEL ...........cceovveeveereereresesieseseseeeeneens (4,760) 371 421
Additionsto premises and eQUIPMENE........cocvverererieererere e (764) (528) (301)
Purchase of investment book of bUSINESS...........cccocvvieiecirceeccce s, — (347) —
Purchase of bank-owned [ife iNSUranCe...........cccceverevvveseeceece s — (150) —
Cash received in merger with Valley Ridge Financial Corp........ccccceeue.. — — 19,995
Net cash from investing aCtiVities........ccevevvrieve v (1,385) (6,443) 22,030
Cash flows from financing activities:
Net change in dEPOSITS. .......cvierieiie e (4,846) (14,536) 14,104
Net change in repurchase agreements.........ccveeveeerereieseseseses e (2,924) 6,697 (691)
Net change in federal funds purchased ............coeeeieii s — (460) (3,939)
Proceeds from Federal Home Loan Bank advances.........c.cccceeeveeenvennnee. 50,000 31,000 68,000
Payments on Federal Home Loan Bank advances...........c.cccvvvrererennenenn (46,000) (19,000) (86,250)
I ssuance Of COMMON SEOCK .......ccouiiiiiie e 147 169 339
Repurchase of common SOCK ..o — (537) (84)
Cash dividends and fractional shares from stock dividends...................... (2,202) (2,200) (1,397)
Net cash from financing aCtiVities..........cccovvvierineennee e (5,825) 1,133 (9,918)
Net change in cash and cash eqUIVAIENES ..........ccceeevevinie v 20 1,204 4,946
Beginning cash and cash eqUIVAlENtS...........cceveveereresese e 11,140 9,936 4,990
Ending cash and cash equivalents............c.ccoeeeeeveesesecese e $ 11,160 $ 11,140 $ 9,936
Supplemental disclosures:
Cash paid fOr INTErESE......c.cceecricieiete ettt re e seerea $ 11519 $ 13971 % 8,342
Cash paid fOr INCOME LAXES.......coeriereerereeeeeres e enes 575 945 910
Loans transferred to other real estate owned ...........cocoeveivineineneicsenen, 3,666 898 1,003

See accompanying notes to consolidated financia statements.




ChoiceOne Financia Services, Inc.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 — Summary of Significant Accounting Policies

Principles of Consolidation

The consolidated financial statements include ChoiceOne Financial Services, Inc., its wholly-owned subsidiary, ChoiceOne Bank, and
ChoiceOne Bank’s wholly-owned subsidiaries, ChoiceOne Mortgage Company of Michigan, and ChoiceOne Insurance Agencies, Inc.,
(together referred to as " ChoiceOne™). Intercompany transactions and balances have been eliminated in consolidation.

Nature of Operations

ChoiceOne Bank (the "Bank") is a full-service community bank that offers commercial, consumer, and rea estate loans as well as
traditional demand, savings and time deposits to both commercial and consumer clients in portions of Kent, Muskegon, Newaygo, and
Ottawa counties in Michigan. Substantially all loans are secured by specific items of collateral including business assets, consumer
assets, and real estate. Commercia loans are expected to be repaid from the cash flows from operations of businesses. Red estate
loans are collateralized by either residential or commercial real estate.

ChoiceOne Mortgage Company of Michigan (the “Mortgage Company”) originated and sold a full line of conventional type mortgage
loans for 1-4 family and multi-family residential real estate properties. It also originated second mortgages on residential real estate
with home equity term loans and lines of credit. Effective December 31, 2008, ChoiceOne consolidated the operations of the
Mortgage Company into the Bank and eliminated the mortgage company subsidiary.

ChoiceOne Insurance Agencies, Inc. (the "Insurance Agency") is a wholly-owned subsidiary of the Bank. The Insurance Agency sells
insurance policies such as life and health for both commercial and consumer clients. The Insurance Agency aso offers alternative
investment products such as annuities and mutual funds through a registered broker.

Together, the Bank, the Mortgage Company, and the Insurance Agency, account for substantially all of ChoiceOne's assets, revenues
and operating income.

Use of Estimates

To prepare financial statements in conformity with accounting principles generally accepted in the United States of America,
ChoiceOne’'s management makes estimates and assumptions based on available information. These estimates and assumptions affect
the amounts reported in the financial statements and the disclosures provided. Actual results may differ from these estimates.
Estimates associated with the allowance for loan losses, core deposit intangible assets, loan servicing rights, goodwill, and fair values
of certain financia instruments are particularly susceptible to change.

Cash and Cash Equivalents

Cash and cash equivalents are defined to include cash on hand, demand deposits with other banks, and federal funds sold. Cash flows
are reported on a net basis for customer loan and deposit transactions, deposits with other financial institutions, and short-term
borrowings with original terms of 90 days or less.

Securities

Securities are classified as available for sale because they might be sold before maturity. Securities classified as available for sale are
carried at fair value, with unrealized holding gains and losses reported separately in the accumulated other comprehensive income or
loss section of shareholders' equity, net of tax effect. Restricted investments in Federal Reserve Bank stock and Federal Home Loan
Bank stock are carried at cost. Equity securities consist of investmentsin preferred stock, trust-preferred securities, and investmentsin
common stock of other financial institutions.

Interest income includes amortization of purchase premium or discount. Premiums and discounts on securities are amortized using the
level-yield method without anticipating prepayments. Gains or losses on sales are recorded on the trade date based on the amortized
cost of the security sold.

Declines in the fair value of securities below their cost that are other than temporary are reflected as recognized losses. In estimating
other than temporary losses, management considers. the length of time and extent that fair value has been less than cost, the financial
condition and near-term prospects of the issuer, and ChoiceOne's ability and intent to hold the security for a period sufficient to allow
for any anticipated recovery in fair value.
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ChoiceOne Financia Services, Inc.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS

L oans

Loans that management has the intent and ability to hold for the foreseeable future or until maturity or payoff are reported at the
principal balance outstanding, net of unearned interest, deferred loan fees and costs, and an allowance for loan losses. Loans held for
sale are reported at the lower of cost or market, on an aggregate basis.

Interest income on loans is reported on the interest method and includes amortization of net deferred loan fees and costs over the
estimated loan term. Interest on loansis accrued based upon the principal balance outstanding. The accrual of interest is discontinued
at the time at which commercial loans are 90 days past due unless the loan is secured by sufficient collateral and in the process of
collection. Interest on consumer or real estate secured loans is discontinued at the time at which the loan is 120 days past due unless
the credit is secured by sufficient collateral and in the process of collection. Past due status is based on the contractual terms of the
loan. In al cases, loans are placed into nonaccrual status or charged off at an earlier date if collection of principal or interest is
considered doubtful. Interest accrued but not received is reversed against interest income when the loans are placed into nonaccrual
status. Interest received on such loans is applied to principal until qualifying for return to accrual. Loans are returned to accrua basis
when all the principal and interest amounts contractually due are brought current and future payment is reasonably assured.

Allowance for Loan L osses

The allowance for loan losses is a valuation allowance for probable incurred credit losses. The allowance isincreased by the provision
for loan losses and decreased by loans charged off less any recoveries of charged off loans. Management estimates the allowance
balance required based on past loan loss experience, the nature and volume of the loan portfolio, information about specific borrower
situations and estimated collateral values, economic conditions, and other factors. Allocations of the alowance may be made for
specific loans, but the entire alowance is available for any loan that, in management’s judgment, should be charged off. Loan losses
are charged against the allowance when management believes the collectibility of aloan balance is not possible.

The alowance consists of general and specific components. The general component covers non-classified loans and is based on
historical loss experience adjusted for current factors. The specific component relates to loans that are individualy classified as
impaired or loans otherwise classified as substandard or doubtful.

A loan is impaired when full payment under the loan terms is not expected. Commercial loans are evaluated for impairment on an
individual loan basis. If aloan is considered impaired, a portion of the allowance for loan losses is allocated to the loan so that it is
reported, net, at the present value of estimated future cash flows using the loan’s existing rate or at the fair value of collatera if
repayment is expected solely from the collateral. Large groups of smaller balance homogeneous loans such as consumer and real
estate mortgage loans are collectively evaluated for impairment, and accordingly, they are not separately identified for impairment
disclosures.

Premises and Equipment

Premises and equipment are stated at cost less accumulated depreciation. Land is carried at cost. Land improvements are depreciated
using the straight-line method with useful lives ranging from 7 to 15 years. Building and related components are depreciated using the
straight-line method with useful lives ranging from 5 to 39 years. Leasehold improvements are depreciated over the shorter of the
estimated life or the lease term. Furniture and equipment are depreciated using the straight-line method with useful lives ranging from
3 to 7 years. Fixed assets are periodicaly reviewed for impairment when events indicate their carrying amounts may not be
recoverable from future undiscounted cash flows. If impaired, the assets are recorded at fair value.

Other Real Estate Owned

Real estate properties acquired in the collection of aloan are initially recorded at fair value at acquisition establishing a new cost basis.
Any reduction to fair value from the carrying value of the related loan is accounted for as aloan loss. After acquisition, a valuation
allowance reduces the reported amount to the lower of the initial amount or fair value less costs to sell. Expenses to repair or maintain
properties are included within other noninterest expenses. Gains and losses upon disposition and changes in the valuation allowance
are reported net within other noninterest income.

Loan Servicing Rights

Servicing rights represent the allocated value of servicing rights on loans sold with servicing retained. Servicing rights are expensed in
proportion to, and over the period of, estimated net servicing revenues. Impairment is evaluated based on the fair value of the rights,
using groupings of the underlying loans as to interest rates and then, secondarily, as to geographic and prepayment characteristics. Fair
value is determined using prices for similar assets with similar characteristics when available or based upon discounted cashflows using
market-based assumptions. Any impairment of agrouping isreported as a valuation allowance.
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ChoiceOne Financia Services, Inc.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS

Goodwill

Goodwill results from business acquisitions and represents the excess of the purchase price over the fair value of the acquired tangible
assets and liabilities and identifiable intangible assets. Goodwill is assessed at least annually for impairment and any such impairment
will be recognized in the period identified.

Loan Commitments and Related Financial Instruments

Financial instruments include off-balance sheet credit instruments, such as commitments to make loans and commercial letters of credit
issued to meet financing needs of customers. The face amount for these items represents the exposure to loss, before considering
customer collateral or ability to repay. Such financial instruments are recorded when they are funded.

Employee Benefit Plans

ChoiceOne's 401(k) plan allows participants to contribute up to the IRS maximum. Contributions from ChoiceOne to its 401(k) plan
are discretionary. ChoiceOne aso allows retired employees to participate in its health insurance plan. Employees who have attained
age 55 and completed at least ten years of service to ChoiceOne are €ligible to participate as a retiree until they are eligible for
Medicare. These postretirement benefits are accrued during the years in which the employee provides service.

Employee Stock Owner ship Plan

The cost of shares issued to the Employee Stock Ownership Plan (the “ESOP”) but not yet allocated to participants is presented as a
reduction of shareholders' equity. Compensation expense is recorded based on the market price of the shares as they are committed to
be released for allocation to participant accounts. The difference between the market price and the cost of shares committed to be
released is recorded as an adjustment to additional paid-in capital. Dividends on allocated ESOP shares are recorded as a reduction of
retained earnings while dividends on unallocated ESOP shares are reflected as a reduction of debt and accrued interest. Upon
distribution of shares to a participant, the participant has the right to require the Company to purchase his or her shares at fair value in
accordance with the terms and conditions of the ESOP. As such, these shares are not classified in shareholders equity as permanent

equity.

Income Taxes

Income tax expense is the sum of the current year income tax due and the change in deferred tax assets and liabilities. Deferred tax
assets and liabilities are the expected future tax consequences of temporary differences between the carrying amounts and tax bases of
assets and liabilities, computed using enacted tax rates. A valuation allowance, if needed, reduces deferred tax assets to the amount
expected to be realized.

Earnings Per Share

Basic earnings per common share ("EPS') is based on weighted-average common shares outstanding. The weighted-average number
of shares used in the computation of basic and diluted EPS includes shares allocated to the ESOP. Diluted EPS further assumes issue
of any dilutive potential common shares issuable under stock options. Earnings and dividends per share are restated for stock
dividends and splits through the issue date of the financial statements.

Comprehensive Income

Comprehensive income consists of net income and other comprehensive income or loss. Other comprehensive income or loss includes
unrealized gains and losses on securities available for sale, net of tax, and changes in the funded status of postretirement plans which
are al so recognized as a separate component of shareholders’ equity.

L oss Contingencies

Loss contingencies, including claims and legal actions arising in the ordinary course of business, are recorded as liabilities when the
likelihood of lossis probable and an amount or range of l1oss can be reasonably estimated. Management does not believe that there are
any such matters that may have a material effect on the financial statements.

Cash Restrictions

Cash on hand or on deposit with the Federal Reserve Bank of $172,000 and $3,416,000 was required to meet regulatory reserve and
clearing requirements at December 31, 2008 and 2007, respectively. The balance in excess of the amount required was interest-
bearing as of December 31, 2008. The balance as of December 31, 2007 did not earn interest.
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Stock Dividends
Dividends issued in stock are reported by transferring the market value of the stock issued from retained earnings to common stock and
additional paid-in capital. Fractional shares resulting from stock dividends are paid in cash.

Stock-Based Compensation
ChoiceOne records stock-based compensation cost using the fair value method. Compensation costs related to stock options granted is
disclosed in Note 16.

Dividend Restrictions
Banking regulations require the maintenance of certain capital levels and may limit the amount of dividends that may be paid by the
Bank to ChoiceOne (see Note 23).

Fair Value of Financial Instruments

Fair values of financial instruments are estimated using relevant market information and other assumptions, which are more fully
documented in Note 20 to the consolidated financial statements. Fair value estimates involve uncertainties and matters of significant
judgment regarding interest rates, credit risk, prepayments, and other factors, especially in the absence of broad markets for particular
items. Changesin assumptions or in market conditions could significantly affect the estimates.

Operating Segments

While ChoiceOne' s management monitors the revenue streams of various products and services for the Bank, Insurance Agency and
Mortgage Company, operations and financial performance are evaluated on a company-wide basis. Accordingly, all of the financial
service operations are considered by management to be aggregated into one reportabl e operating segment.

Adoption of New Accounting Standards

Statement of Financial Accounting Standards Number 157, Fair Value Measurements (SFAS 157)

SFAS 157 clarifies the definition of fair value, establishes a framework for measuring fair value, and expands the disclosures on fair
value measurements. It applies under other accounting pronouncements that require or permit fair value measurements and does not
require any new fair value measurements. SFAS 157 is effective for fiscal years beginning after November 15, 2007. ChoiceOne has
determined that the impact of adopting SFAS 157 did not have a material impact on its consolidated financial statements. Disclosures
required under SFAS 157 have been included as Note 21 to the consolidated financial statements.

Reclassifications
Certain amounts presented in prior year consolidated financial statements have been reclassified to conform to the current year's
presentation.

Note 2 —Merger

On November 1, 2006, ChoiceOne completed a merger with Valley Ridge Financial Corp. (“VRFC”), parent company of Valley Ridge
Bank (“VRB"). On December 7, 2006, Valey Ridge Bank was consolidated into ChoiceOne Bank, and Valley Ridge Mortgage
Company (“VRMC") was merged into ChoiceOne Mortgage Company of Michigan. The merger was accounted for using the purchase
method of accounting, and accordingly, the purchase price was allocated to the assets acquired and the liabilities assumed based upon
the estimated fair values as of the date of the merger.

The aggregate purchase price was $28.5 million including merger costs. The purchase price was determined using ChoiceOne's

market price of common stock as of November 1, 2006. ChoiceOne issued atotal of 1,585,482 shares of its common stock to former
shareholders of VRFC.
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The following table summarizes the estimated fair values of the consolidated assets acquired and the liabilities assumed at the date of
the merger with VRFC:

(Dollars in thousands) Fair
Value
Cash and Cash EQUIVAIENLS ........ccceeiirieeieseise et sre e $ 19,995
SECUNTTIES ...ttt sttt be et e e et e besbesbe s e e e e neen 34,446
Federal Reserve Bank and Federal Home Loan Bank stock..........ccccecueeenee. 1,560
LOBINS, NEL ...ttt ettt et ae st e b et et e s e e e sas 146,171
Premises and qUIPMENL ..........ccoiiiiiiieneeee e e s 6,312
Cash surrender value of bank-owned life insurance............ccooeeeeveieienennne 5,713
L 0aN SErVICING FIONES .....ceuieiiieie et 635
Core deposit iNtangibl ..o 4,134
Other iNtangible SSELS.......cooverieiere e 125
GOOAWITT ...ttt st e et e 14,280
OFhEY BSSELS. ....eeeeeeste ettt ettt b et se e e et b sbe e eneeneans 1,463
Total aSSEtS ACUITED........cveiveieeiriieetisieee et nenes $ 234,834
D= o0 1S ) SRS $ 170,164
Advances from Federal Home Loan BanK............ccooeverenenenenenieeese e 11,404
REPUIChase agrEBMENES........coeiierieiere ettt e 8,565
Other [18DIITIES......c.cveeiieciee e 16,163
Total 1iabilities aSSUMEd ..........coveiriiieireiee e $ 206,296
NEL BSSELS BCUITEA .....oveeviieeieiiieieesiee ettt et $ 28,538

The purchase accounting fair value adjustments are being amortized under various methods and over the estimated lives of the
corresponding assets and liabilities. Goodwill recorded from the merger amounted to $14.3 million. A core deposit intangible asset of
$4.1 million was recorded as part of the deposits assumed and is being amortized on a straight-line method over a period of 10 years.
Goodwill recorded from the merger is not deductible for federal tax purposes.

The following pro forma disclosures, including the effect of purchase accounting adjustments, depict the results of operations for the
year of 2006 as though the merger with VRFC had taken place as of January 1, 2006:

(Dollarsin thousands, except per share data)

NEL INEErESE INCOME...... it ettt e e e et e e e s e aa e e s s eaar e s s sbe e e s easeessnaneas 15,833
NONINTEIESE INCOME........ ittt e e e s s ar e s s st e e e s e aree s seaaneas 5,195

TOtAl INCOME....cteie ettt e e s s e e e s s bb e e s snan e e s snaneas 21,028
Provision fOr [0AN JOSSES..........coiiicuiii ettt eae e s 350
NONINEEIESE EXPENSE. ... eueeueereeie st sterieetee e e et et st sbe e eeae st e be b sbe e eneenes 15,954
[ 0(000] 10 1SR £= =TSN 1,166

[T AT e0] 101 3,558
BasiC earnings per COMMON SNAIE.........cerereriereeie et siesee e see e e e e 1.02
Diluted earnings per COMMON SNaAE.........cccererierereresiereeeeee e eeenes 1.02
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Note 3 — Securities

The fair value of securities available for sale and the related gross unrealized gains and losses recognized in accumulated other
comprehensive income (loss) at December 31 were as follows:

2008
(Dollarsin thousands) Gross Gross
Fair Unrealized Unrealized
Value Gains L osses
U.S. Government and federal agency ..........coceeeeeeeevevenennnn $ 14221  $ 222 $ -
State and MUNICIPAL........covvrereri e 49,066 529 (611)
Mortgage-backed..........cooerienine e 11,902 253 (56)
COIPOFELE......cuveeererteeteeie et 198 - (1)
EQUILY SECUNMTIES.....cveeeieiriereriee e 1,981 66 (518)
TOAl oo e $ 77,368 $ 1,070 $ (1,186)
2007
(Dollars in thousands) Gross Gross
Fair Unrealized Unrealized
Value Gains Losses
U.S. Government and federal agency ........ccccceeeveeeeeeeeeeennn, $ 15952 $ 215 $ 1)
State and MUNICIPEL.........coerereeeee e 46,486 372 (186)
Mortgage-backed ........coceviiiiiiereeee e 14,423 191 (35)
COPOALE......cueeeeieitesteeie ettt se et e b e eae 1,251 - (25)
EQUITY SECUNMTIES....ceeieeeeiierie et 5,044 22 —
LI L PSR ORSRPIN $ 83,156 $ 800 $ (247)
Information regarding sales of securities available for sale follows:
(Dollars in thousands)
2008 2007 2006
Proceeds from sales of securities................. $ 2540 $ 3897 % 16,982
Grossrealized gains........cocceveeereereneseneenns 39 23 102
Grossrealized |0SSES......cooveevereeeneeie 440 10 168
L oss on other than temporary impairment ... 432 - -

Contractual maturities of securities available for sale at December 31, 2008 were as follows:

(Dollars in thousands) Fair
Value
DUE WIthiN ONE VBN ......eeeeeeiesiisie sttt ceeseese ettt st ese e eneente e $ 25,127
Due after one year through fiVe YEarS.........ccecevevenie v 22,088
Due after five years through ten YEars .........ccccevvveve v cisceee e 14,956
DY (= g (= 1= £ TS 1,314
Total debt SECUNTIES. ..o e 63,485
Mortgage-backed securities, not due at a specific date.........cccocevvvvivvvrvrivceeens 11,902
EQUITY SECUNTIES. . evecueeeeierie s et te ettt ene e e e naeneennenne s 1,981
10 - | SR TRS $ 77,368

Various securities were pledged as collateral for securities sold under agreements to repurchase and for Treasury, Tax, and Loan
accounts. The carrying amount of securities pledged as collateral at December 31 was as follows:

(Dollars in thousands)
2008 2007
Securities pledged for securities sold under agreementsto repurchase ...........ccoceeveeveveeinee. $ 19,309 $ 29,171
Securities pledged for Treasury, Tax, and L0Oan aCCOUNLS...........cccvreeeruerereneseseseeeeneenens 529 537
Total securities pledged as COllALEral ..........ccciiiviciieiece e $ 19,838 $ 29,708
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Securities with unrealized losses at year-end 2008 and 2007, aggregated by investment category and length of time the individual
securities have been in a continuous unrealized loss position, were as follows:

(Dollarsin thousands) 2008
Lessthan 12 months Morethan 12 months Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value L osses Value L osses Value L osses
State and municipal............ccceu.... $ 15103 $ (526) $ 2427 $ (85) $ 17530 $ (611)
Mortgage-backed...........ccooeenen. 1,959 (47) 194 (9) 2,153 (56)
COrporate......ccecveerueenesieeneseenens - - 198 (1) 198 1)
EQUILY «ooveeeceeee e 482 (518) - - 482 (518)
Total temporarily impaired.....$ 17544 $ (1,091) $ 2819 % (95) $ 20,363 % (1,186)
(Dollars in thousands) 2007
Less than 12 months More than 12 months Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value L osses Vaue L osses Value L osses
U.S. Government and federal
F=T0 < 0 [0,V $ 1,000 $ - % 999 3 Q) $ 1999 % (1)
State and municipal...........cccevennn. 6,401 (143) 4,280 (43) 10,681 (186)
Mortgage-backed..........cccoveuenenne. - - 2,531 (35) 2,531 (35)
COrporate........ccoevvvreereneereereenenns 376 (2) 677 (23) 1,053 (25)
Total temporarily impaired..... $ 7777 $ (145) $ 8487 $ (102) $ 16264 $ (247)

Equity securities as of December 31, 2008 included Money Market Preferred auction rate securities (MMP) of $1,050,000, trust
preferred securities of $500,000, and preferred stock of $431,000. The preferred stock was obtained in November 2008 as the
collateral supporting an MMP that was unwound. A loss of $435,000 was recorded upon the receipt of the preferred stock because its
market value was less than the carrying value of the MMP. Its market value became the new cost basis of the preferred stock. As of
December 31, 2008, an MMP with afair value of $568,000 (par of $1,000,000) was expected to unwind in the first quarter of 2009,
which will result in the receipt of additional preferred stock. Management recorded a $432,000 impairment loss on the MMP in
December 2008 when the decline in its market value was deemed to be other than temporary. One remaining MMP had a write-down
of $518,000 that was recorded to other comprehensive income in 2008. Auctions are still being held for this MMP and its decline in
market value is not considered to be other than temporary.

ChoiceOne evaluates all securities for other than temporary impairment at least on a semi-annual basis, and more frequently when
economic or market concerns warrant such evaluation. Consideration is given to the length of time and the extent to which the fair
value has been less than cogt, the financial condition and near-term prospects of the issuer, and the intent and ability of ChoiceOne to
retain its investment in the issue for a period of time sufficient to allow for any anticipated recovery in fair value. Except for the
impairment described in the previous paragraph, no other than temporary impairments were recorded in 2008 or 2007.

Note 4 — L oans

The Bank’sloan portfolio as of December 31 was as follows:

(Dollars in thousands)

2008 2007

AGIICUIUIAL ...ttt sttt st s a e e be st e e ebe st e etesaenens $ 23408 $ 24,765
Commercial and INAUSITIAL ........cceeoviiiicieceeceecteece ettt e be et et re e saeesnas 57,587 51,242
(0] 15010 0 S 16,047 15,939
Real eState - COMMETCIAL......ccvicuieitieitie ettt ettt et te e re e e sreesbeesbeebesnbeennesreens 123,952 125,960
REal EStatE - CONSITUCTION......cviiiiiie ettt ettt et s sae e s beebe e e saeeebeesbe e beenbesneess 2,026 4,048
Real eState - FESIAENLIA .......cccviciecee ettt et eebe et e e beearesaee 102,957 106,404
[0 7= S 05\ 325,977 328,358
AlNOWENCE FOr 10BN TOSSES......c.eeieierieeie et (3,600) (3,600)
(10720 N T T $ 322377 % 324,758
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Note 5 — M ortgage Banking

Activity during the year was as follows:

(Dollars in thousands)

2008 2007 2006
Loans originated for resale, net of principal payments................ $ 12249 % 15,700 $ 15,187
Proceeds from [0an SAlES ... 12,198 16,015 15,386
Net gains on sales of loans held for sale......c.cccovvvivvvneieceeeenen, 215 287 234
Loan servicing fees, net of amortization..........ccccceeeeeeverevenenne. 67 85 53

Loans serviced for others are not reported as assets in the accompanying consolidated balance sheets. The unpaid principal balances of
these loans were $120.6 million and $130.8 million at December 31, 2008 and 2007, respectively. The Bank maintains custodia
escrow balances in connection with these serviced loans; however, such escrows were immaterial at December 31, 2008 and 2007.

Activity for loan servicing rights was as follows:

(Dollars in thousands)

2008 2007 2006
Balance, beginning of YEar .........cccveiieieicce e $ 792 % 992 $ 445
L@ 101 12 o S 51 108 63
WX 1070 8 . 1 o o S (263) (308) (151)
Acquisition of servicing rights from VRMC.........cccocvivvvnerceccenenennns — — 635
Balance, end Of YEaI .......c.ccovveieecieeecee e e $ 580 $ 792 $ 992

The fair value of loan servicing rights was $1,405,000 and $1,309,000 as of December 31, 2008 and 2007, respectively.
Consequently, a valuation allowance was not necessary at year-end 2008 or 2007. The fair value of servicing rights at December 31,
2008 was determined using a discount rate of 7.9% and prepayment speeds ranging from 0% to 14%. The fair value of servicing rights
at December 31, 2007 was determined using a discount rate of 8.3% and prepayment speeds ranging from 4% to 30%.

Note 6 — Allowance for Loan L osses

Activity in the allowance for |oan losses was as follows:

(Dollars in thousands)

2008 2007 2006
Balance, beginning Of YEaK ........ccccoveiieiei e $ 3600 $ 3569 $ 1,963
Provision charged t0 EXPENSE ....ocvvceeeeeeee e 3,475 2,035 200
Recoveries credited to the @lowance..........ocoveveninecnenecneeseseee 353 295 168
Transfer of alowance fromVRB and VRMC ..o — — 1,751
(071915 ox 7= 0 = 0 o) i S (3,828) (2,299) (513)
Balance, €nd Of YEAN ......c.ccccovveeiicieecec e $ 3600 $ 3600 $ 3,569

Information regarding nonperforming loans for the years ended December 31 follows:

(Dollars in thousands)
2008 2007
NONBCCIUBL [OBNS ... vttt st et e e e e e s e et e seer e st eeeeneseesresenarenneeneas $ 8305 $ 5,605
Loans past due over 90 days still onaccrual ..........cceceveveveneieicneseesee 333 188
RESITUCUrEd [0BNS ...t e s 605 —
TOLA e bbb $ 9243 % 5,793
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Nonperforming loans includes both smaller balance homogenous loans that are collectively evaluated for impairment and loans
individually classified asimpaired loans. Information regarding impaired loans as of and for the year ended December 31 follows:

(Dollars in thousands)
2008 2007 2006
Loans with no allowance allocated at year end..........cccceeeeeeeeverereererercrevenenen. $ 5576 $ 7381 $ 5,030
Loanswith allowance allocated at year end............oceeeeeeeienenenenenieeieens 2,087 2,160 1,807
Amount of allowance for loan losses allocated at year end ..........cccccevenenene 520 854 942
Average balance during the Year ... 5,540 7,026 2,627
Interest income recogniZed tErEON .........cccvereeireree e 142 237 258
Cash-basisinterest inCOmMe reCogNIZEd ...........ccuvererererieiereneese e 1 12 31
Note 7 — Premises and Equipment
As of December 31, premises and equipment consisted of the following:
(Dollars in thousands)
2008 2007
Land and 1and iMPrOVEMENES.........cc.ceiiiicreieiere ettt st s eebe b e e besre e resreneerens $ 3576 $ 3,539
L easehold iMPrOVEMENLES .......ccccieieeeieeeeeerees et e s see e et st tesae st seeseeneeseesbesnesresneeseeneens 47 47
2T o [T T PR 10,110 9,828
FUrniture and EQUIPIMENT ..........oiie it ceeseese e e ettt sne e e e saeseesbesnesnesneeneeneens 3,650 3,244
QI = o0 SO R TS P 17,383 16,658
PaXew0 a0 01> 1='0 o (= o 1= ol o o I (5,638) (4,793)
Premises and eQUIPMENT, NEL..........cciiiieieeere ettt re e snenas $ 11,745 $ 11,865

Depreciation expense was $844,000, $832,000, and $587,000 for 2008, 2007 and 2006, respectively.

The Bank leases certain branch properties and automated-teller machine locations in its normal course of business. Rent expense
totaled $70,000, $69,000, and $49,000 for 2008, 2007 and 2006, respectively. Rent commitments under non-cancelable operating
leases were as follows, before considering renewal options that generally are present (dollars in thousands):

2009 ... s $ 56
2010 ... e 33
TOtEl ..o $ 89

Note 8 - Goodwill and Intangible Assets
Goodwill

The change in the balance for goodwill during the year was as follows:

(Dollars in thousands)

2008 2007
BEGINNING Of YEBE ....ocviieeecieceeeee ettt st st e e besre e besaennetens $ 13,728 $ 14,280
Adjustment of market value of land, buildings, and other real estate.............cccoevevevereennene. — (897)
Adjustment Of taxeS PAYaDI€.......c.eie i e — 446
Adjustment of accrued postretirement benefit obligation ... — (126)
L@ 11 1= TR — 25
BN Of YEAI ..ottt sttt st st e et st e et e st e e tesre e resaennete $ 13,728 $ 13,728

Changes in the other category above in 2007 were comprised of legal fees and other costs related to the merger with VRFC.

Statement of Financial Accounting Standards Number 142, Goodwill and Other Intangible Assets (SFAS 142) requires that goodwill
be evaluated for impairment on an annual basis or more frequently whenever events or changes in circumstances indicate that the
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carrying value may not be recoverable. ChoiceOne performed its annual evaluation of goodwill for impairment as of June 30, 2008
and determined that no impairment existed. As aresult of market conditions that caused the market value of bank stocks to declinein
the second half of 2008, the evaluation was updated as of December 31, 2008. Based on the testing performed, which included review
of acquisition values of Midwest area banks during 2008, no impairment of goodwill was deemed to exist as of December 31, 2008.

Acquired Intangible Assets

Information for acquired intangible assets at December 31 follows:

(Dollars in thousands)
2008 2007
Gross Gross
Carrying Accumulated Carrying Accumul ated
Amount Amortization Amount Amortization
Core deposit intangible..........ccccevvevevevenececeseee e $ 4134 % 896 $ 4134 % 483
Other intangible assets........cccvvvveveveeere e 473 174 473 93
10 | $ 4607 % 1,070 $ 4607 $ 576

Other intangible assets increased by $347,000 in 2007 as a result of the acquisition of a book of business from an investment agent
affiliated with VRFC.

The core deposit intangible is being amortized on a straight-line basis over ten years and other intangible assets are being amortized
over periods ranging from two to ten years. Aggregate amortization expense was $494,000, $498,000 and $77,000 for 2008, 2007 and
2006, respectively. The estimated amortization expense for the next five years ending December 31 is as follows:

(Dollars in thousands)
Core Other
Deposit Intangible
Intangible Assets Total

2009 ...t $ 413 $ 55 $ 468
2000 ...t 413 35 448
2001 ..o 413 35 448
2002 ... 413 35 448
2003 ... 413 35 448
THENEATEN ... s 1,173 104 1,277

TOA et e $ 3,238 $ 299 $ 3,537

Note 9 — Other Real Estate Owned

Other real estate owned represents residential and commercial properties owned and is reported net of avaluation allowance. Activity
within other real estate owned was as follows:

(Dollars in thousands)

2008 2007
Balance, beginning of YEar ...t $ 1509 $ 1,774
TransferSfromM I0aNS..........oocveeiiee e 3,666 898
Reclassification from land and buildings..........c.cccceiiiiniiinicnenne — 240
SISttt bbb e (1,278) (1,307)
WIHTE-UOWNS ...ttt (205) (96)
Balance, end Of YEA ..........ccccucuiviiiieeeic e $ 3692 $ 1,509
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Activity in the valuation allowance on other real estate owned was as follows:

(Dollars in thousands)
2008 2007 2006
Balance, beginning Of YEar .........c.ccvvireninee e $ 30 $ 223 % 84
Write-downs charged {0 eXPENSE.........coveerircine e 196 106 155
Deletions from sales of other real estate OWNed............cccvvvenirccninicene, (20) (299) (16)
Balance, end Of YEA ..ot $ 206 $ 30 % 223
Note 10 — Deposits
Scheduled maturities of certificates of deposit at December 31 were as follows:
(Dollars in thousands)
2009.... ettt R R R Rt E et r R n e nr e $ 118,702
20 1 O TSSOSO PP SR 39,515
L0 1 SO S TSP PSP 7,940
2002t R bRt R e r e nr e 7,540
201 F SO S USSP SPR 3,858
2004 Rt R n e nr s 56
TOMA et $ 177,611

The Bank had certificates of deposit issued in denominations of $100,000 or greater totaling $76.6 million and $67.8 million at
December 31, 2008 and 2007, respectively. The Bank had brokered certificates of deposit totaling $19.7 million at December 31,
2008 compared to $17.7 million at December 31, 2007. As of December 31, 2008, the weighted average interest rate on these
brokered certificates of deposit was 2.84% with maturities ranging from January 2009 to June 2010.

Note 11 — Repurchase Agreements

Securities sold under agreements to repurchase are advances to the Bank by customers or another bank. These agreements are direct
obligations of the Bank and are secured by securities held in safekeeping at a correspondent bank. Most repurchase agreements with
Bank customers mature daily. The Bank had $1,173,000 of term repurchase agreements with Bank customers as of December 31,
2008 that matures in 2009 and 2010. At year-end 2008 the Bank had a $5 million structured repurchase agreement with a
correspondent bank maturing on July 31, 2012 with a fixed interest rate of 4.55%. The repurchase agreement is putable by the
correspondent quarterly starting July 1, 2009. Information regarding repurchase agreements follows:

(Dollars in thousands)

2008 2007
Outstanding balance at December 31 .........ccccceueenee.. $ 18,786 $ 21,710
Average interest rate at December 31........cccooeiiiiienne 2.13% 3.79%
Average balance during theyear...........ccoceorveneicnenn. $ 18,632 $ 16,090
Average interest rate during theyear ...........ccocoeeeeeenee. 2.93% 3.50%
Maximum month end balance during the year ............... $ 19,754 $ 21,811
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Note 12 — Federal Home L oan Bank Advances
At December 31, advances from the Federal Home Loan Bank (the “FHLB") were as follows:

(Dollars in thousands)
2008 2007

Maturities ranging from March 2009 to January
2013, fixed interest rates ranging from 2.54% to
5.95%, with an average rate of 4.69%.........ccccecvvvrernene $ 27,957

Maturities ranging from May 2008 to December
2010, fixed interest rates ranging from 2.48% to
5.95%, with an average rate of 4.68%..........cc.ccceuvenennee $ 30,933

Maturities ranging from February 2009 to June 2009,
floating interest rates ranging from 0.46% to 0.65%,
with an average rate of 0.60%0 ........ccovevvrereererenenerienenn. 12,000

Maturity of March 2008, floating interest rate, with an
average rate Of 4.12%0......cveceeceeverese e e 5,000

Total advances outstanding at year-end..............cocu....... $ 39,957 $ 35,933

Penalties are charged on fixed rate advances that are paid prior to maturity. No fixed rate advances were paid prior to maturity in
2008, 2007 or 2006. An advance maturing in 2012 may be converted to a variable rate by the FHLB. If the FHLB exercisesits option
the Bank may prepay the advance without penalty. Advances were secured by residential real estate loans with a carrying value of
approximately $77.5 million at December 31, 2008 and by residential real estate loans with a carrying value of approximately $62.7
million at December 31, 2007. Based on this collateral, the Bank was €eligible to borrow an additional $9.7 million at year-end 2008.
The scheduled maturities of advances from the Federal Home Loan Bank at December 31, 2008 were as follows (dollars in thousands):

2009 ... s $ 18,475
2010 ... 13,482
2012 ... 5,000
2013 ..o s 3,000

TOtAl ..o $ 39,957

Note 13 — Income Taxes
Information as of December 31 and for the year follows:

(Dollars in thousands)

2008 2007 2006
Provision for Income Taxes
Current federal iNCOME taX EXPENSE......ccviveeeerreriere et eens $ 437  $ 665 $ 780
Deferred federal income tax expense/(benefit) ......coovvvvvevceecevcsce e, (644) 274 (141)
Income tax expense/(DENEFit).........cccceeieiiee i $ (207) $ 939 $ 639
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2008 2007 2006
Reconciliation of Income Tax Provision to Statutory Rate
Income tax computed at statutory federal rate of 34%.........cccccovvevverernenenn. $ 418 $ 1537 $ 927
Tax exempt iINtEreSt iINCOME........ccccveierirese s ree e seeas (644) (569) (323)
Tax exempt earnings on bank-owned life insurance..........c.ccoevveveeeceecennns (126) (124) (51)
Nondeductible iNterest EXPENSE .......cccvevverereriere e 72 86 49
OtNEr TEEMS ...ttt 73 9 37
Income tax expense/(DENEFit) .......c.cccvveieieiice i $ (207) $ 939 $ 639
Effective iNCOME taX rate.........ccevvvereeinerece e (17)% 21% 23%
Components of Deferred Tax Assets and Liabilities 2008 2007
Deferred tax assets:.
AlIOWANCE FOr 108N IOSSES......eeveeieeieiesesieeses ettt nensenes $ 908 919
Capital 10SSES 0N EUILY SECUMTIES .....cuveieriiie et ceeeese et snesre e e eens 295 —
Purchase accounting adjustments from merger wWith VRFC..........ccccoovvivviivenenvecnenenenee 328 621
[DIC = (= o loe]aq] 01 15 1 o] o T 522 593
Alternative minimum tax credit Carryforward..........oooveveveerievenie s 241 —
Postretirement benefits Obligation .........cccvveeieierere e s 47 68
NONACCIUEl 108N INEEIESE ..ot e s be e 128 60
Write downs on other real estale OWNEd..........cciirieirinieirie e 70 10
Unrealized losses on securities available for SAle.......ovviviineriinccee e 40 —
L 13T TSR 113 86
Total deferret taX @SSELS ... .vii e 2,692 2,357
Deferred tax ligbilities:
Purchase accounting adjustments from merger wWith VRFC..........ccccocvvivvievecenvecnevenenee 1,236 2,457
D= o 1= = o] o S 1,252 297
Unrealized gains on securities available for sale ... iceeceeceve e — 188
0Tz 0 = oV 1o o] 1O 138 178
Stock dividends from Federal Home Loan Bank StOCK..........cceevireereneininecne e 111 111
= 7= L0 o= 1= 84 88
Investment in West Shore COMPULET SENVICES........uivieeeereereresresieseeeeseessesseseessesseeseeneens 45 47
10107 SRS — 16
Total deferred tax [HaDIlITIES. ..o e 2,866 3,382
Net deferred tax assets (liabilities)........covrurerrririreiirrrerr e $ (174) $ (1,025)

A deferred tax asset of $295,000 was recorded as aresult of alosses recorded on two of ChoiceOne's Money Market Preferred auction
rate securities (MMP) in 2008. If ChoiceOne sells these securities, any loss sustained would be considered a capital loss, which would
need to be recovered through offsetting capital gains. ChoiceOne’'s management has identified tax strategies that could be used to
generate capital gains to offset capital losses, if the value of these securities does not recover. Management has not decided if, or
when, it would implement these tax strategies.

A valuation allowance related to deferred taxes is recognized when it is considered more likely than not that part or al of the deferred
tax benefits will not be realized. Management has determined that no such allowance was required at December 31, 2008 and 2007.
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Note 14 — Related Party Transactions
Loans to executive officers, directors and their affiliates were as follows at December 31.:

(Dallarsin thousands)

2008 2007
Balance, beginning Of YEAK .........ccciiiiice et e $ 5322 $ 3,275
NEIW TOBNS ...ttt ettt sttt st et s b et et e s b et et e sb e e besbe e ebeseeneebens 2,190 2,734
LS 0 1011 P (1,246) (687)
BalanCe, EN0 Of YEAN ......coiveicieiieseee ettt st st st r e e $ 6,266 $ 5,322

Deposits from executive officers, directors, and their affiliates were $9.9 million and $8.1 million at December 31, 2008 and 2007,
respectively.

Note 15 — Employee Benefit Plans

401(k) Plan:

The 401(k) plan alows employees to contribute up to the IRS maximum. Matching company contributions to the plan are
discretionary. Expense of this plan was $141,000, $113,000, and $94,000 in 2008, 2007, and 2006, respectively.

Employee Stock Ownership Plan:

Employees participate in an Employee Stock Ownership Plan (the "ESOP"). ChoiceOne makes discretionary contributions to the
ESOP. Shares of ChoiceOne common stock are alocated to participants based on relative compensation earned and compensation
expense is recorded when allocated. Dividends on allocated shares increase the participant accounts. Participants become fully vested
upon completing six years of qualifying service. Participants receive the shares at the end of employment. A participant may require
stock received to be repurchased by ChoiceOne at any time. ChoiceOne did not contribute to the ESOP nor was any expense recorded
in 2008, 2007, or 2006.

Shares held by the ESOP as of December 31 were as follows:

(Dollars in thousands)

2008 2007 2006

Shares allocated t0 PartiCiPaANtS ......ccveeeeeieere e 5,355 5,355 5,355

Shares UNallOCatEd ..........cooeiiirieierce e - - -

Total shares of ChoiceOne stock held by ESOP..........cccvvvievenieveseceereeneneens 5,355 5,355 5,355
Fair value of allocated shares, subject to repurchase obligation,

recorded in other [iahilitiES........cccecveeeierercrecece e $ 4 3 67 $ 95

Postretirement Benefits Plan:

ChoiceOne maintains an unfunded postretirement health care plan, which permits employees (and their dependents) the ability to
participate upon retirement from ChoiceOne. ChoiceOne does not pay any portion of the health care premiums charged to its retired
participants. A liability has been accrued for the obligation under this plan. ChoiceOne incurred postretirement benefit expense of
negative $6,000 in 2008 and positive $25,000 in 2007. The postretirement obligation liability was $139,000 as of December 31, 2008
and $201,000 as of December 31, 2007.

Deferred Compensation Plans:

A deferred director compensation plan covers former directors of Valley Ridge Bank. Under the plan, ChoiceOne pays each former
director the amount of director fees deferred plus interest at rates ranging from 3.90% to 5.84% over various periods as el ected by each
director. The payout periods range from 1 month to 10 years beginning with the individua’s termination of service. A liability has
been accrued for the obligation under this plan. ChoiceOne incurred deferred compensation plan expense of $49,000 in 2008 and
$56,000 in 2007. The deferred compensation liability was $802,000 as of December 31, 2008 and $1,106,000 as of December 31,
2007.

A supplemental retirement plan covers four former executive officers of Valley Ridge Bank. Under the plan, ChoiceOne pays these
individuals a specific amount of compensation plus interest at 7.50% over a 15-year period commencing upon early retirement age (as
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defined in the plan) or normal retirement age (as defined in the plan). A liability has been accrued for the obligation under this plan.
ChoiceOne incurred deferred compensation plan expense of $104,000 in 2008 and $10,000 in 2007. Deferred compensation liabilities
of $734,000 and $638,000 were outstanding as of December 31, 2008 and December 31, 2007, respectively.

Note 16 - Stock Options

Options to buy stock are granted to key employees under an incentive stock option plan to provide them with an additional equity
interest in ChoiceOne. The plan provides for the issuance of up to 135,545 shares of common stock. ChoiceOne recognized
compensation expense of $33,000 in 2008, $31,000 in 2007, and $24,000 in 2006 in connection with stock options that vested for
current participants during these years. The maximum option term is 10 years and options vest over 3 years. At December 31, 2008,
there were 86,313 options available for future grants.

A summary of the activity in the plan follows:

2008 2007 2006
Weighted Weighted Weighted
average average average
exercise exercise exercise
Shares price Shares price Shares price
Options outstanding, beginning of year ....... 37,732 $17.36 30,414 $17.27 23,714 $16.82
Options granted...........ccoveveeernenenieeserinienes 11,500 13.50 9,500 17.95 6,700 18.85
Options exercised ........ccceeeeeverevieneneseeens - - - - - -
Optionsforfeited or expired...........ccoceeuenee - - (2,182) 18.77 - -
Options outstanding, end of year ................. 49,232 $16.46 37,732 $17.36 30,414 $17.27
Options exercisable at December 31 ........... 34,357 $16.89 25,901 $16.75 19,877 $16.15

The range of prices for options outstanding and exercisable at the end of 2008 ranged from $13.04 to $21.43 per share. The weighted
average remaining contractual life of options outstanding and exercisable at the end of 2008 was approximately 5.9 years. The
exercise price of al options outstanding was higher than ChoiceOne’s closing stock price as of the end of 2008. As a result, the
aggregate intrinsic value of both options outstanding and options exercisable was $0 as of December 31, 2008. The numbers of
options, weighted average exercise prices, and fair value of options granted have been adjusted for all stock dividends and splits.
Information pertaining to options outstanding at December 31, 2008 was as follows:

Number of Number of Average

options options remaining
outstanding exercisable contractual life

Exercise price of stock options: at year-end at year-end (in years)
BL3.04 e 3,857 3,857 3.14
B L350 11,500 2,875 9.07
B L3700 i 5,250 5,250 3.99
BL6.3L i 6,299 6,299 5.06
BL7.95 . 9,500 4,750 8.05
B 1885 6,000 4,500 7.05
B2LA3 e 6,826 6,826 6.05

The fair value of each option award is estimated on the date of grant using a Black-Scholes option valuation model that uses the
weighted average assumptions noted in the following table. ChoiceOne uses historical data to estimate the volatility of the option
exercise price and employee terminations within the valuation model. The risk-free rate for periods within the contractua life of the
option is based on the U.S. Treasury yield curve in effect at the time of grant.

2008 2007 2006
Expected stock price volatility..........ccoeovereieninennne, 21.96% 24.96% 24.79%
Dividend Yield.......oeenririnneerreer e 4.41% 3.78% 3.39%
Expected option life (in years) ........cccoeevevecereneene, 7 7 7
RiSK-free iNterest rate.........ooeevvereeienereneneeseseeenes 3.02% 4.75% 4.31%
Fair value of options granted during year .................... $ 191 % 392 % 4.18
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During 2008, shares totaling 8,456 were vested at an average exercise price of $17.30. As of December 31, 2008, there was
approximately $42,000 of total unrecognized compensation cost related to non-vested share-based compensation arrangements granted
under the plan. That cost is expected to be recognized by ChoiceOne through 2011.

Note 17 - Earnings Per Share

(Dollars in thousands, except per share data)

2008 2007 2006
Basic
N L INCOIMIE. .. vttt eeee et e e et et et et et eesesseeseseeareene et e sesseaseseeereene et eneeneeanenes $ 1435 $ 3580 $ 2,088
Weighted average common shares outstanding ..........ccceceveverevesesieeseereeens 3,236,984 3,238,837 1,918,659
Basic earnings per COMMON ShA€.............cccueueuevereueenesesieiee e se e ens $ 044 $ 111 % 1.09
Diluted
[N L= 00 1 T $ 1435 $ 3580 $ 2,088
Weighted average common shares outstanding ...........ccoeeeeerenenenenesenieenne 3,236,984 3,238,837 1,918,659
Plus: dilutive effect of assumed exercises of stock options ..........ccceeeeeeennee - 1,178 2,986
Average shares and dilutive potential common shares..........ccooveeerceecienennnn, 3,236,984 3,240,015 1,921,645
Diluted earnings per COMMON Shar€.........ccovevevveirereeese e sneneas $ 044 $ 110 $ 1.09

There were 49,232 stock options as of December 31, 2008 and 28,625 stock options as of December 31, 2007 considered to be anti-
dilutive to earnings per share and thus have been excluded from the calcul ations above.

Note 18 - Other Comprehensive Income (L 0ss)

Other comprehensive income (loss) components and related taxes follow:

(Dollars in thousands)

2008 2007 2006

Unrealized holding gains (losses) on available for sale securities................. $ (1,502) $ 595 % 358
Less reclassification adjustments for gains (losses) included in net income.. (833) 13 (66)
Net unrealized gainS (I0SSES) ...c.vevvvrvriririereeeerees e (669) 582 424
LESSTaX EFfECL....ui i (227) 198 144
NEt-OF -taX BMOUNL.......eeueiteiieiete ettt st s eere (442) 384 280
Change in funded status of postretirement benefit plan.........cccccoecevevvrennene. 56 237 -
LI 1=, ST 19 81 -
NEt-OF -taX BMOUNL. ..ottt s ere 37 156 -
Total $ (405) $ 540 $ 280

Accumulated other comprehensive income, a component of equity, was comprised of the following at December 31:

(Dollars in thousands)

2008 2007
Unrealized holding gains (losses) on available for sale SeCUrities..........cvvvveieveccsieneccsieenns $ (116) $ 553
Unrecognized actuarial gains on postretirement benefit plan ... 292 237
T A EFTECE ..ttt et b e bbb (60) (269)
Net accumulated other COmpPrenenNSIVE INCOIME..........coviirererieeie e $ 116 $ 521
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Note 19 — Condensed Financial Statements of Parent Company

Condensed Balance Sheets

(Dollars in thousands) December 31
2008 2007
Assets
L0 = o F TP $ 54 % 68
Securities availlabl@ fOr SAIE......ccuiciieiiee e e 736 769
(01 p1c g S (PSSR 62 65
Investment in ChoIiCEONE BaNK ........cccueiiiiieiie ettt 51,379 52,324
TOBl @SSEES ....veeeveeeee et et et et et et eesesaeer e et e saeer e et ese st e et esseaatereeetensenseeseareeaeareaneeneeanennens $ 52231 $ 53,226
Liabilities
Mandatory redeemable shares under ESOP, at fair Value..........cccccvvveeveececiecesesiee e, $ 4 % 67
(013 T= T o =SSR 2 17
B0z N T 1 ) =SSN 46 84
S TS 10 [ L= ES T = o 1] 52,185 53,142
Total liabilities and shareholders’ eqUItY ..........ccccvviviceiiceesecese e $ 52231 % 53,226
Condensed Statements of Income
(Dollars in thousands) Y ears Ended December 31
2008 2007 2006
Interest and dividends from ChoiceOne Bank ..........cccceevvevevrereneneneenen. $ 2017 $ 2,347 % 4,395
Interest and dividends from other SeCUrties........coevvvvverve e 27 27 26
Gains 0N SAleS Of SECUMTIES.....c.uivirieirieree e 18 — —
TOtA INCOME...c.tiuiitiiieieie ettt e et 2,062 2,374 4,421
OthEr EXPENSES.......icveieeceeeeeeeseses e et ee e e ste st sre e eae s e aesrestesnesneeneens 61 149 124
Income before income tax and equity in undistributed net
INCOME Of SUDSIAIAIY ....cveveieeeieeeeeeereese s 2,001 2,225 4,297
INCOME taX DENEFIL .....ooviieiee e 26 39 42
Income before equity in undistributed net income of subsidiary ............. 2,027 2,264 4,339
Equity in undistributed net income (distributionsin excess
of net iNCome) Of SUDSIAIANY .....ccvveeeeerese e (592) 1,316 (2,251)
Nz 0 1= TSR $ 1,435 $ 3580 $ 2,088
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Condensed Statements of Cash Flows

(Dollars in thousands)

Y ears Ended December 31

40

2008 2007 2006
Cash flows from operating activities:
NELINCOIME.....c.eeeveeiririeiree et resie ettt se et e seene e eese e seenens 1,435 $ 3580 $ 2,088
Adjustments to reconcile net income to net cash from operating
activities:
Equity in (undistributed net income) distributions in excess
of net income of SUBSIAIArY.......cccvvvvirerecerere e 592 (1,316) 2,251
WY 2070 (= 1 Lo o 1 2 2 (2)
Gains 0N SAleS Of SECUMLIES. ......cviireere e (18) — —
Changes in Other 8SSELS........vceereerere e 3 53 (27)
Changesin other l1ahilitieS .......cccccivveviviece e (13) 7 (10,090)
Net cash from (used in) operating actiVitieS........cccoevvevviereceerennnn. 2,001 2,326 (5,780)
Cash flows from investing activities:
Capital contribution to SUbSIAIary ........cccceeeeeeeeverinvese e — — (3,000)
SAlES Of SECUMTIES ..ttt 40 — —
PUrchases Of SECUMTIES........uiveeeerie s — — (226)
Cash acquired from VRFC ........ccooeieiine e — — 10,330
Net cash from investing actiVitieS.......ccooveeeverevesese e, 40 — 7,104
Cash flows from financing activities:
I ssuance of COMMON SEOCK ....cveeeuiriereeere e e 147 169 339
Repurchase of commOon StOCK .......ccvvvivvevesiceecre s — (537) (84)
Cash dividendS Paid.........oceeiiieinineereee e (2,202) (2,200) (1,397)
Net cash used in financing actiVitieS.........ccovevevenieve s s, (2,055) (2,568) (1,142)
Net change in cash and cash eqUIVAIENES .........cceceeeeerere v (24) (242) 182
Beginning cash and cash eqUIVAlENtS...........ccceveeieerercene s 68 310 128
Ending cash and cash eqUIValENts...........cccceeveeievece s 54 % 68 $ 310
Supplemental disclosure of non-cash activities:
Land acquired fromVRFC ........cccoceeivieeiececicse e renenas $ (116)
Other assets acquired from VRFC ... (37)
Other liabilities assumed from VRFC..........cccooiiiiininncecee e, 10,089
Common stock issued to VRFC shareholders.........ccoooevenerieeiennnene. 28,538
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Note 20 — Financial I nstruments

Financial instruments as of December 31 were as follows:

(Dollars in thousands) 2008 2007
Estimated Estimated
Carrying Fair Carrying Fair
Amount Value Amount Value
Assets:
Cash and due from banks...........cccovveeeeevceieieenns $ 9252 $ 9252 $ 10923 $ 10,923
Federal funds sold.........ccccoveeveireeiiececie e, 1,908 1,908 217 217
Securitiesavailablefor sale.......cccoevevvecicieceeinenns 77,368 77,368 83,156 83,156
Federal Home Loan Bank and Federal Reserve
Bank StOCK .....cueevveeiiciicie e 4,573 4573 4,569 4,569
Loansheld for sale........coccvveeeiiciieciccecee e, 316 316 100 100
LOANS, NEL ..ottt 322,377 318,730 324,758 327,605
Accrued interest receivable..........cccoeeeeeieeceeenenne. 2,263 2,263 2,609 2,609
Liabilities:
Demand, savings and money market deposits........ 169,387 169,387 170,779 170,779
TIimMe AEPOSIES.....coeiveeeeeeceriere e 177,611 178,050 181,065 185,120
Repurchase agreements..........cceeeeeveveseseeeeneeens 18,786 18,811 21,710 22,275
Advances from Federal Home Loan Bank............. 39,957 40,759 35,933 36,229

The estimated fair values approximate the carrying amounts for all assets and liabilities except those described later in this paragraph.
The methodology for determining the estimated fair value for securities available for sale is described in Note 21. The estimated fair
value for loansis based on the rates charged at December 31 for new loans with similar maturities, applied until the loan is assumed to
reprice or be paid. The allowance for loan lossesis considered to be a reasonable estimate of discount for credit quality concerns. The
estimated fair values for time deposits and FHLB advances are based on the rates paid at December 31 for new deposits or FHLB
advances, applied until maturity. The estimated fair values for other financia instruments and off-balance sheet loan commitments are
considered nominal.

Note 21 — Fair Value M easur ements

The following tables present information about the Bank’s assets and liabilities measured at fair value on arecurring basis at December
31, 2008, and the valuation techniques used by the Bank to determine those fair values.

In general, fair values determined by Level 1 inputs use quoted prices in active markets for identical assets or liabilities that the Bank
has the ability to access.

Fair values determined by Level 2 inputs use other inputs that are observable, either directly or indirectly. These Level 2 inputs
include quoted prices for similar assets and liabilities in active markets, and other inputs such as interest rates and yield curves that are
observable at commonly quoted intervals.

Level 3 inputs are unobservable inputs, including inputs that are available in situations where there is little, if any, market activity for
the related asset or liability.

In instances where inputs used to measure fair value fall into different levelsin the above fair value hierarchy, fair value measurements
in their entirety are categorized based on the lowest level input that is significant to the valuation. The Bank’s assessment of the
significance of particular inputs to these fair value measurements requires judgment and considers factors specific to each asset or
liability.
There were no liabilities measured at fair value as of December 31, 2008. Disclosures concerning assets measured at fair value are as
follows:
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AssetsMeasured at Fair Value on a Recurring Basis at December 31, 2008
(Dollarsin Thousands)

Significant
Quoted Prices Other Significant
in Active Observable  Unobservable
Markets for Identical Inputs Inputs Balance at
Assets (Level 1) (Level 2) (Level 3) December 31, 2008
Assets
Investment securities, available for sale $ 27,908 $ 46,230 $3,230 $ 77,368

Changesin Level 3 AssetsMeasured at Fair Valueon a Recurring Basis
(Dollarsin Thousands)

Investment Securities, Available for Sale

Balance at December 31, 2007 $ 1,748
Total realized and unrealized gains (losses) included in income -
Total unrealized gains (losses) included in other comprehensive income (2)
Net purchases, sales, calls, and maturities 646
Net transfersin (out) of Level 3 838
Balance at December 31, 2008 $ 3,230

Of the Level 3 assets that were still held by the Bank at December 31, 2008, the net unrealized gain for the twelve months ended
December 31, 2008 was $10,000, which is recognized in other comprehensive income in the consolidated balance sheet. There were
no sales of Level 3 securitiesin the year of 2008. There were purchases of $869,000 of Level 3 securities during the year of 2008.

Both observable and unobservable inputs may be used to determine the fair value of positions classified as Level 3 assets and
liabilities. As aresult, the unrealized gains and losses for these assets and liabilities presented in the tables above may include changes
in fair value that were attributable to both observable and unobservable inputs.

Available for sale investment securities categorized as Level 3 assets consist of bonds issued by local municipalities and a trust
preferred security. The Bank estimates the fair value of these assets based on the present value of expected future cash flows using
management’s best estimate of key assumptions, including forecasted interest yield and payment rates, credit quality and a discount
rate commensurate with the current market and other risksinvolved.

The Bank also has assets that under certain conditions are subject to measurement at fair value on a non-recurring basis. These assets
include loans which have been classified as impaired under the provisions of Statement of Financial Accounting Standards 114,
“Accounting by Creditors for Impairment of aLoan” (“SFAS 114"). The Bank has estimated the fair values of these assets using Level
3 inputs, specifically discounted cash flow projections.

Assets M easured at Fair Value on a Non-recurring Basis
(Dollarsin Thousands)

Significant
Quoted Prices Other Significant Total Losses
in Active Observable  Unobservable for the
Balance at Markets for Identical Inputs Inputs Period Ended
December 31, 2008  Assets(Level 1) (Level 2) (Level 3) December 31, 2008
Assets
Impaired loans accounted for under
SFAS 114 $ 7,663 $ - $ - $ 7,663 $1,200

Impaired loans accounted for under SFAS 114 categorized as Level 3 assets consist of non-homogeneous loans that are considered
impaired. The Bank estimates the fair value of the loans based on the present value of expected future cash flows using management’s
best estimate of key assumptions. These assumptions include future payment ability, timing of payment streams, and estimated
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realizable values of available collateral (typically based on outside appraisals). The losses indicated for the period ended December
31, 2008 consisted of charge-downs that were posted to the allowance for loan losses.

Other assets, including other real estate, bank-owned life insurance, goodwill, intangible assets and other assets acquired in business
combinations, may be carried at fair value or are subject to periodic impairment assessments under other accounting principles
generally accepted in the United States of Americathat could result in reporting at fair value. These assets are not considered financial
instruments.  Effective February 12, 2008, the Financial Accounting Standards Board issued a staff position that delayed the
applicability of Statement of Financial Accounting Standards 157, “Fair Vaue Measurements,” to non-financial instruments.
Accordingly, these assets have been omitted from the above disclosures.

Note 22 — Off-Balance Sheet Activities

Some financial instruments, such as loan commitments, credit lines, letters of credit, and overdraft protection, are issued to meet
customers’ financing needs. These are agreements to provide credit or to support the credit of others, aslong as conditions established
in the contract are met, and usually have expiration dates. Commitments may expire without being used. Off-balance sheet risk to
credit loss exists up to the face amount of these instruments, although material losses are not anticipated. The same credit policies are
used to make such commitments as are used for loans, including obtaining collateral at exercise of the commitment.

The contractual amount of financial instruments with off-bal ance sheet risk was as follows at December 31:

(Dollarsin thousands) 2008 2007
Fixed Variable Fixed Variable
Rate Rate Rate Rate
Unused lines of credit and letters of credit ................. $ 7087 $ 39989 $ 8313 $ 43,583
Commitmentsto fund loans (at market rates) ............. 1,397 460 3,679 8,532

Commitments to fund loans are generally made for periods of 180 days or less. The fixed rate loan commitments have interest rates
ranging from 5.75% to 6.75% and maturities ranging from 8 years to 20 years.

Note 23 — Regulatory Capital

ChoiceOne Bank is subject to regulatory capital requirements administered by federal banking agencies. Capital adequacy guidelines
and prompt corrective action regulations involve quantitative measures of assets, liabilities, and certain off-balance sheet items
calculated under regulatory accounting practices. The prompt corrective action regulations provide five classifications, including well
capitalized, adequately capitalized, undercapitalized, significantly undercapitalized, and critically undercapitalized, although these
terms are not used to represent overall financial condition. If only adequately capitalized, regulatory approval is required to accept
brokered deposits. If undercapitalized, capital distributions are limited, as are asset growth and expansion, and plans for capital
restoration are required. At year-end 2008 and 2007, the most recent regulatory notifications categorized the Bank as well capitalized
under the regulatory framework for prompt corrective action. There are no conditions or events since that notification that
management believes have changed the Bank’s categories.
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Actual capital levels and minimum required levels for ChoiceOne Bank were as follows:

Minimum Required

(Dollars in thousands) to be Well
Minimum Required Capitalized Under
for Capital Prompt Corrective
Actual Adequacy Purposes Action Regulations
Amount Ratio Amount Ratio Amount Ratio

December 31, 2008

Total capital (to risk weighted assets) ................ $ 36941 11.1% $ 26524 80% $ 33155 10.0%

Tier 1 capital (to risk weighted assets)............... 33,563 10.1 13,262 4.0 19,893 6.0

Tier 1 capital (to average assets).....c.covvvvevereenen 33,563 7.5 17,914 4.0 22,392 50

December 31, 2007

Total capital (to risk weighted assets)................. $ 37,416 11.4% $ 26,162 80% $ 32,702 10.0%

Tier 1 capital (to risk weighted assets)............... 34,068 104 13,081 4.0 19621 6.0

Tier 1 capital (to average assets) .....cccceveveereennnns 34,068 7.6 17,965 4.0 22,456 5.0

Banking regulations limit capital distributions by state-chartered banks. Generaly, capital distributions are limited to undistributed net
income for the current and prior two years. At December 31, 2008, approximately $723,000 was available for ChoiceOne Bank to pay
dividends to ChoiceOne Financial Services, Inc. ChoiceOne's ability to pay dividends to shareholders is dependent on the Bank,
which isrestricted by state law and regulations.

Note 24 — Quarterly Financial Data (Unaudited)

(Dollars in thousands) Earnings Per Share
Interest Net Interest Net Fully
Income Income Income Basic Diluted
2008
First Quarter $ 6,928 $ 3698 $ 759 $ 0.23 $ 0.23
Second Quarter 6,583 3,728 723 0.23 0.23
Third Quarter 6,600 3,986 612 0.19 0.19
Fourth Quarter 6,423 3,919 (659) (0.21) (0.21)
2007
First Quarter $ 7032 $ 3773 $ 1,001 $ 031 $ 0.30
Second Quarter 7,236 3,831 901 0.28 0.28
Third Quarter 7,380 3,885 674 0.20 0.20
Fourth Quarter 7,117 3,654 1,004 0.32 0.32

The net loss and related negative earnings per share experienced in the fourth quarter of 2008 were due to a higher provision for loan
losses and securities losses. The provision for loan losses in the fourth quarter of 2008 was $1,725,000, compared to a provision of
$1,750,000 for the first three quarters of 2008 and $1,000,000 for the fourth quarter of 2007. The securities losses were comprised of
a $435,000 loss when a money market preferred security converted to preferred stock and a $432,000 loss when the decline in a
security’s market value was considered to be an other than temporary impairment.
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