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CORPORATE INFORMATION 3

Corporate Description Board of Directors
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Bandwrs Trest Company, M.A. and FEIL Statulory Trust . The compamy was
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David B, Connor, Chairman
Dear Shareholders:

Midwesi firmiz are finding that their locale has becomie
a drawing poirl for potential emplovers, = Wall Street
Jowrnal, Jamuary 2, 2002,

Tom Wolfe, that trenchant observer of American
Saciety, describes 1n a recent articls the attitade of the radical
chic abput Middle America. These people who tend to be
concenirated on our two coasts (maimly New York and Los
Angeled) vefer 1o the hoarl of America as [y -over land” since
this 15 the part of the country over which they fly as they travel
from coast 1o coast. We think a better term for “fly -over land”
iz *Heartland ™

At a small New Year's Eve party in Cluisey, the guests
were whiling away the time waiting for midnight so they eculd
go home, (The age ol the guests was a factor in this attitede )
The conversation touched on this and that - never really staying
long enough on any subject to develop any worthwhile
conglusions. Late in the evening. the conversation got arcund
to the events of 9011, One ofthe guests posed the following
queations: “Does the outpoaring of voluniesr support, prayer,
mongy, and medical assistance, for example, which has
characterized the country”s reaction to the events of 911
surprise you? How would Quiney react to some smmilar
trauma? Thers followed the first significant in-depth
dizenssion of the evening.

After atime, a two-fold consensus was reached. There
wis unanimons suppotl in the group lor the President 's
leadership and course of action. The consensas on the nation”s
outpouring of support was briefly this; the events were
unimaginably shocking. The realities of termoriam have reached
our shores in 4 manner never to be forgetten. However, our
teaction to the outpouring of the vardous kinde of support was
“that's what we around Quiney would expect o be doing il a
disaster of proportionate size strack here.” Maybe m New
York, people live such comparimentalized lives that they find it
hard to reach out to "neighbors,” but in Quiney (member in
good slanding of the fly-over land Heartland), coming to the
aid of people, any people, in distress 13, 50 1o say, normal
procedure — the amount and the speed of reaction depending on
the gravity of the disaster, 'We don't “ooh and ah” over the
level of succor needed. W provide it. 9711 is a national
digaster. Thus, a national response is called for, nay expected.
The country's response ie gratifving, but to us Cuincey-ites, not
That surprising.

LETTERS TO SHAREHOLDERS 4

In Caincy. the arch-typical Heartland city. we respond
ag 8 community to all manner of crises and in ways
proportionate to the nature of the problem. This attitude, a
mixture aof caring and duty, 18 bred in our bones. One ime
when General Patton was bestowing a medal for heroism on a
buck private who had risked his life 0 save his platoon mates,
he (Patton) asked the GI “Son, why did you take that awful
risk?" The young man, surprised by the question, pavsed and
finally answered. "1 don't know, General. Someone had fo do
it Quiney and many of the towns in “Nly-over land™ know
that at home and at places like Ground Zero, someone always
bad to do it. Here in Qaincy, that someone 15 ws, (Tes, [ know
that is bad grammar; bt if it"s okay with Pogo, it's okay with
me.)

Such responses over time lead to the coeation of wlsat
2 vice president sl General Eleciric with regponsibdlities for
Public Relations called the “self-renewing city™ which springs
from economic, cultural, and municipal vitality, The GE vice
president goes on to eay that the most important characteristic
of the selfi-renewing city i2 givic leadegship. He says that “In
cities that thrive, yvou will always find a body of citizens who
care, citlzens who st willing to donate some pact of their ime
and energy to the needs of the city,”

In Qruiney, we are blessed by citizens who care, and
we have a good supply of civie leadership provided, along with
others, by the officers and ataff of First Bankers Traat.

Leadership, according to John Gardeer, isa
petforming arl, And pecformanee i the exerclse of leadership
18 one of the most salient features of the way those at First
Bankers go abaut their business — both at work and in their
private times. Such private ime is often call "offduty.” Ina
sense, such time fen't really “offduty.” First Bankers people
care about Quincey and routinely spend part of their time “off-
duty” caring for the needs of our ety

Criiney 15 A kown that works, and Firsts Bankers plays
a significant role in seeing that it does work. By providing our
community with the best in banking serviees, it conftributes
greatly to that “working " But alao in a truly inportast way,
the people at Firet Bankers, by caring, do work to keep Cuiney
a gellrenewing community, Paraphrasing Emerson, a
community 13 the lengthened shadow of its leaders - i which
group First Bankers does occupy and intends to occupy a
prominent place — helping Cuincy 1o continne to be a “drawing
point for the country's potential emplovers.”

T g, with regard to the frauematic events of 911,
your hank i3 highly disturbed by a world which containg such
widespread festering fires of termonsm.  But it 15 optimistic that
our country will be snocessful in quenching most of these
conflagrations. In the meantime, we at First Bankers will
quietly contimwe 1o keep Quiney a self-renewing community.

Sincersly,
Aot bl

David E. Copnor
Chairman of the Board of Directors



LETTERS TO SHAREHOLDERS

“
Donald K. Gouse
President & Chief Executive Officer

Imear Sharcholders:

The vear 2001 proved to be, from a standpoint of
carnings, the best year ever in the history of your Company,
Every share carned $1.34 compared to §1.17 per share the
previons year. Having posted these stellar eammings, the Board
of Directors voted to raise the cash dividend to shareholders for
the ninth conssculive year. This action represents a 22%
increase over the previous annualized dividend to shareholders,

Company management then re-employed the balance
of carnings to shareholder equity to support our asaet growth in
the marketplace. Whens you consider the fact that retained
capital has been yvielding stockholders in excess of 16% over
the last few years, we believe that it 15 eamning sharcholders a
splendid return while supporting the continued growth of the
Company.

Hew, you might ask, iz First Bankers Trostahares, Ine.
perfotming compared to gimdlar eompanies in il peet group?
The answer is First Bankers, 18 and has been consistently out-
performing those peers.

Lookimg to the yvear 2002, you will note from our
financial reporting that we have inereased our allowance for
loan losses. This, we believe, is appropriate from a nsk
management landpoinl due to the cuirent national recession,
We are in the carly stages of a slight downium in our logal
eoonomy that is begimning to be reflected in our marketplace,
S0 what will it take fo get our country out of this recession?
Well, to paraphrase, a kit song of the late, great George
Hatrrizon “it s gosna fnke a whale lol of mesey and a whole ot
of time,” 1§ history is any predictor of what will happen in the
future, you can anticipate our government providing the money
and consumers and business will provide the time to assist ina
soft landmg of the economy and a gradual economic climb to
better days.

Mow a word aboul our colleague David Condot.
David has mformed the Board of Directors that he wishes to
retire and thus will not stand for re-glection af the Annual
Stockholders meeting to be held on May 14, 2002, Mr. Connor
was o of the founding Directors of our Company in 1988, It
has been a genuine pleasure working with Mr. Coanor during
the past 14 years. All of the Direstors of ous Company join me
in expressing our sineere thanks and appreciation for David's
wise counsel and frendship since the founding of our
Company. We will again expresa this appreciation in David's
preseace at the Annual Mesting where we will seek approval to
bomor David with the title "Chairman Emeritus™ of First
Bankers Trustehares, Ine. A motion will also be offersd a1 (he
organizational meeting to name William Danisls, who has
served as Chairman of the Bank, as new Chairman of the
Holding Company

Bleanwhile, we are very excited about the major
announcements we intend o make during the next few moaths,
We will share each of them with you at the approprate time,
The year 2001 will be a “tough act to follow.” Be assured that
m spite of & less than robwst economic marketplace, your
Company's direetors, officers and staff rersain focused to bring
vou another year of inereased value for your investment,

Yours sinceraly,



SELECTED FINANCIAL DATA

{Amaunt in thousands of dollars, except per share data statistics)

Mmm-:khnﬂn equity is ealoulated by subiracting prefermed stock dividends fromn net incemse and dividing by avempe commen siockhebders’ equity,
Commen sipckdalders’ equity is defimed s equsty minus poeferred stock equsty and plos or minus socumulated ather comprebensive income (loss),
lhu'uu'rllpu'.ﬁmd.l: has heen comvered fo re fect te two-for-ane sock split effectve June 50, 2000,
" Boak vabue per share is calculated by dividing stockholders' equity, excbeding accunvalated other campeebensive incame (loss), by outstanding shares.
* Siockialders” ety does nol inchude accunvalated ofaer comprehensive imcome (Joas)
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te Phi

The guiding philasophy 31 First Bankers Trustshees, Inc. (the
“Company”) is its own system of values, beliefs, principles,
and fundamental motivating assumptions. These principles
trace their history back 50 years to the company’s oTigin as a
community bank in 2 smsall, west central Illinois fown. Then,
as now, the sucesss of a fnancial services company depends
upesoy madntaining the trust of its stakebolders, What it lakes 1o
maintain tustworthiness over the long term underdios many of
the company s beliefs,

The Company's Corporate Philosoply repredents a sabernent
of its idealz, Believing in principle: and eritically aseeasing the
Company's behaviot against those ideals remaing eritical.
Stated below are the Company”s beliefs as to how it ought to
behave and how it intends to behave, These beliefs act as
important standards to which the Company holds itself

accountable when judging ite own performance.

The Company s Statement of Corporate Philosophy attempis
ta capture the essence of these principles in a single sentence:

“The purpase of Firsi Bankers Trustshares, Inc. is fo
creale superier vilie for all of its stakeholders thronugh a
dedication te service, freating others ag it wishes to be treated,
a long-term srientation, end mainteining the highest of
slamdards, "

The Company ' s purpose Ls to create superier value by
meeting the evolving weeds of people, both individeally and in
groups, belter than its comgpetilons.

The Company must do this fer all stekeholders (customers,
employees, shareholders, suppliers, communities, and society
a7 & whole) in an appropriate balance,

The Company values dedication fe service as shown by the
characleristics of placing service Lo others abave dell-inlesest
and having 3 genuine customer focus.

The Company believes in freating effrers a2 it wishes e be
fremied by sespecting all individuals, remembering the
impoariance of all of its stakeholdsrs in everyibing that it does,
incluwding baving fun

The Company's leng-ferm erienfation canses it to embrace

change rather than fear it, to commit itself o lifzlong learning,
and to balance self-confidence with hamility.

The Company attempis to maintain the highest stanadaras in
everything it does, including a commitment to honesty and
infegrity, honorable competition, management by fact, taking
responsibility, being accountable, sriving for continnal
improvenent, and planning.

Corporate Mission

The massion statement for First Bankers Trustshares, Inc, was
developed in the context of its corporate philosophy. The
Company belisves that it iz inportant that the mission fow out
of philoeophy because what one wanis to be depends upon what
ane beligves. Ilan organizalion de1s & mission withaul
carefully thinking about its values, there is significant risk that
the mission could be pursued in inappropriate ways.

The Company ‘s Mission Statement, although reviewed
annually, kas changed very litile over the last decade. To
achieve this mission, First Bankers Trostshares, Ine., will nesd
to hecome a company that does not settle for second best - one
which combines excellence in operating practices, superior
financial performance, social responsibility, and an absolate
commitment to the highest ethical standards. The Company
aspires to be the employer of choles, attracting a diverse group
af the most talented people who are genuinely committed o
continnons Improverment.

The Company mast aggressively pursue pradent, profitable
growth in current operations and through entering new linegs af
business. Each operating unit of the Company must develop
and maintain & competilive advantage based upon kighly
motivated people determined to please the customer,

The Company believes that it will have achieved its mission
whemn it ranks simultaneously among the best in ifts indosiry in
customer satisfaction measwements, employee satisfaction
fneasutemeiils, and 1ota] feturn Lo it dnvestors. First Bankess
Trusishares, Inc. will be what it aspires to be when it is the
preferred partner to its suppliers, a valued corporate citizen of
the communities it serves, and an institution that receives
consistently strong ratings for e regulators. The key to
achieving its mission is fo be able to achieve all of this at the
game Limas,

Although the Company believes that there are aspects of its
miesion that have been successflly achiewved, it has still fallen
ghort in achieving the total mission. Therefore, First Bankess
Trustahares, Invc. migsion remains a statement of its aspirations
faf the future. A goal for whick to continee working to
achieve,

Corporate Strategy

Strategy 18 the sum of 8 Company's decisions aboul what it
will do to achizve its mission given the environment in which it
operates. The environmment ingludss both the industry in which
the Company operates and the institutions with whom it
competes. Much more o than philosophy and mission,
strategy 18 inflleenced by exteinal factors. The Company s
Strategic Plan identifies specilic long-range objectives that are
requited to be attained in order to achizve the Company's
strategy.
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“Ii Iz the sirategy of First Bankers Frustshares, Inc. to

pogitien iiself te be the preferred provider of financial services
im the markels in wiiich a'l'i:wqptl'qt."

The Company’s current structure allows the management of
each operating department to focus its efforts on undersianding
its customers and mesting the needs of the markets) it serves.
The Company believes this approach promotes ereativity,
responsibility, motivation, and accountability among the
managets of sach department.

Providing fimancial services (o consumer and commercial
customers is the principal et of skills, which unites the
activitiea of First Bankers Trustshares, Ine. Having evolved
from that base in community banking, the core competencies of
the employees of the Company are in financial gervices, The
Company's line of business includes retail and commercial
banking, personal and corporate trast services, brokerage
serviees, and data processing services. All diversification
opportanities are tested fo ensure that the Company is
expanding into asea where its skills are compatible with the
iequirements of success,

The abality to focus on defensible market segment where a
sustainable competitive advantags can be created is another
important concept in the Company's strategy. The market for
fisancial services i the United States is huge. Small
competitors can be at a signi fleant disadvaniage agains large
regional and national players unless they are able fo identify a
target market and differentiate their product offering, When
selecting markets to enter, First Bankers Trostahares attempta
to chooss those where it believes it has or can establish a
sustainable competitive advantage based upon a dedication to
custamet service, [ast tum-around, and product novation,

First Bankers Trostshares 15 regulated with a focus on vamions
ratios of equity to assets. As such, the size of sharsholders’
equity limits the amount of assets the Company can ¢arry on its
balanee sheets if it is to maintain an adeguate cushion above the
minktmum regulatory caplial standards,

Accordingly, the Company's strategy sseks to balance growth
between: 1) Lines of business that require the bank to carry
asgete on ite balance sheet (capital intensive), AND 2) Lines of
husiness thal produce additbonal revenues and profits without
adding proporiionately 1o asset size,

The Compary refers to this approach as “optimizing the
productivity of capital” because it belisves it can produce a
larger atream of revenues and profits from a given capital base
than a strategy [ocused primarily upon asset grawih,

The Company believes that its strategy will position First
Banketa Trustshares to prosper in the inereasingly competitive
environment for financial services in the 21" century. It was
developed in response 1o the major changes driving the
regituciuring of the fnancial services system:

*Rising expeciations among customers about the quality and
value of services provided,

*The simultanecns requiressents of maintaining adequate
capital to support risks undertabeen and utilizing that eapital
well encugh to earn an appropeiate rate of relurn,

*The rapid consolidation among major plavers i all aspects of
financial services,

*The continuing development of aew products, techrology, and
delivery syslems thal “disintermediate’ the traditional bank, and

*The globalization of all forms of finance,

The environment in which First Bankess Trustahares
competed is changing constantly. Customer nesds and
expectations evolving in new directions every day. Former
competitors disappear and new ones emerge. The regulatory,
economic, and political climates in which the Company
operates vary with time. Therefore, the Company belisves that
strategy must be a dypamic progess. The Company coatinusally
reviews ite sirategic direction to refine or change it if necessary.
In this way, it hopes to keep First Bankers Trustshares, Inc.
positioned 1o prosper and grow for decades to come,
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To The Stockholders:

Management of First Bankers Trustshares, Inc. has
prepared and is responsible for the integrity and
consistency of the financial statements and other
related information contained in this Annual Report,
In the opinion of Management, the financial
statements, which necessarily include amounts based
on Management estimates and judgements, have
been prepared in conformity with accounting
principles penerally accepted in the United States of
America and appropriate 1o the circumslances.

In meeting its responsibility. First Bankers
Trustshares maintaing a system of internal controls
and procedures designed 1o provide reasonable
assurance thal assels are safeguarded, that
fransactions are eveculed in accordance with
established policies and practices, and that
transactions are properly recorded so as lo permil
preparation of financial statements that fairly
present financial position and resulls of operations
in conformity with accounfing principles generally
accepted in the United States of America. Internal
controls and procedures are augmented by wrillen
policies covering standards of personal and business
conduct and an erganization structure providing for
division of responsibility and authority.

The effectiveness of, and compliance with,
extablished control systems are monitored through a
conlinuous program of internal audit and credit
examinations. In recognilion of cost-bengfit
relationships and inherent control limitations, some
Seatures of the control systems are designed to defect
rather than prevent ervors, irregularities and
departures from approved policies and practices.
Management believes the system of confrols has
prevented or detected, on a timely basis, any
occurrences that could be material to the financial
statements and that timely corrvective actions have
been initiated when appropriate.

First Bankers Trustshares engaged the firm of
Mctrladrey & Pullen, LLP, Independent Auditors, to
render an opinion on the consolidated financial
statements. To the best of our knowledge, the
Independent Auditors were provided with access to
all information and records necessary lo render
their opinion,

The Board of Directors exercises its responsibilily
for the financial statements and related information
through the Audit Committee. which Is composed
entirely of outside directors. The Audit Commitiee
meets regularly with Management, the internal
auditing staff and the Independent Auditors to assess
the scope of the annual audit plan and fo discuss
audil, internal control and financial reporiing issues,
including major changes in accounting policies and
reporting practices. The Independent Auditors also
meel with the Audit Committee, withoui Managemeni
being present, to afford them the opportunity to
dizcuss the adegquacy of compliance with established
policies and procedures and the guality of financial
reporting.
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Donald K. Ghause

President and Chief Executive Officer

g camsts

Joe J. Leenéris

Senior Vice President/Treasurer
and Chief Financial Officer
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Manggement's Discussion and Analysis
of Financial Condition and Results of Operations

Introduction

The followng discussion of the financial condition and
results of operations of First Bankers Trostahares, Inc.
provides an analysis of the consolidated financial
statements inclhided in this annual report and focuses
upon those factors which had a significant influence on
the overall 2001 performance.

The discussion should be read in conjunction with the
Company's consolidated financial statements and notes
thereto appearing elsewhere in this Annual Repart,

The Company was incorporated on August 25, 1988, and
ired First Midwest Bank/ M.C.N A (the Bank) on
June 30, 1989, The Bank igition was accounted for
using purchase accounting, Prior to the acquisition of the

Hank, the Company did not engage in any significant

Financial Management

The primary busingss of the Company is that of a
community-oriented financial institution offering a
vanety of financial servicez to meet the needs of the
comrmunities it serves, The Company attracts deposits
ﬁmﬂumﬂpﬁ:umﬂmmm together

business loans and agricultural loans in its primary
market area. The Company alzo invests in mortgage-
backed securitics, mvestment securitics consisting
primarily of U.S. government or agency obligations,
financial institation certificates of deposit, and other
liquid assets,

The Company’s goal is to achieve consistently high levels
of caming assets and loan/deposit ratios while

effective expense control and high customer
service levels, The term "high level" means the ability to
profitably increase caming asscts, As deposits have
become fully deregulated, sustained camings
enhancement haz focused on "eaming asset”™ peneration.
mcmmnnyﬂrmﬁ:cusmluﬂmgmmz}rpmﬂuh&m
controlling credit quality, net interest margin, operating
expenses and on generating fee income from services,
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At December 31, 2001, the Company had assets of
£310,668,000 compared to $298 497,000 at December
11, 2000. The 512,171,000 (4.08%) increase in total
assels during the year ended December 31, 2001 was
principally funded through increases of 312,247,000
(5.01%) in deposits and a $9,200,000 (49,20%) reduction
in federal funds sold balances. These funds were the
primary source used o fund increases in loans of
513,076,000 (7.41%:) and securities of 54,165,000
(5.79%).

Demand for the Bank's lending products, meluding
commercial lines of credil, residential real estale, and
direct consumer loans has traditionally been moderately
strong. Commercial (13.70%), tax-exempt (125.70%)
and consumer (14.92%) lending experienced growth
during 2001. Approximately 328,771,000 of fixed mate
long-term residential real estate loans were sold in the
secondary market during 2001 while $6,243 000 were
sold n 2000, Agncultural real estate loans totaling
£1,622,000 were sold in the sccondary market during
2001, while $164,000 were sold in 2000, In additton,
under the Company's shadent loan program,
approximately $370,000 in student loans were sold to
Sallic Mac durng 2001 compared to 3467000 sold n
2000, Management continues to place emphasis on the
quality versus the quantity of the credits placed in the
portiolio,

In addition to lending, the Company has focused on
maintaining and enhancing high levels of fee income for
its existing services and new services. Generation of fee
income will be a goal of the Company and should be a
spurce of continued revenues in the future,

Results of Operations Summary

The Company's earmings are primarily dependent on net
interest income, the difference between interest meome
and interest expense. Interest income is a function of the
balances of loans, securities and other interest carning
assets outstanding during the period and the yield camed
on such assefz. Interest expense is a function of the
balances of deposits and bormowings outstanding during
the same peniod and the rates paid on such deposits and
bormowings. The Company's eamnings are also affected by
provisions for loan losges, service charges, (rust income,
other non-interest income and expense and income taxes.

Non-interest expense congists primarily of employee
compensation and benefits, occupancy and equipment
expenses, amortization and gencral and administrative
EXPEnSES.

Prevailing cconomic conditions as well as federal
regulations conceming monctary and fiscal policics as
they pertain (o financial institutions significantly alfect
the Company. Deposit balances are influenced by a
number of factors mehding interest rates pasd on
competing personal investments and the level of personal
income and savings within the mstitution's market. [n
addition, growth of deposit balances is inflluenced by the
percepiions of customers regarding the stabdlity of the
financial services industry, Lending activitics are
influcnced by the demand for housing, competition from
other lending institotions, as well as lower inlerest rate
levels, which may stimulate loan refinancing. The
primaty sources of funds for lending activities include
deposits, loan payments, borrowing and funds provided
from operations.

For the vear ended December 31, 2001, the Company
reported consolidated net mcome of 3,457,000, a
$450,000 (14.97%) mcrease from 2000, Net interest
income for the peniods being compared increased
S580,000 or 5.7%%4. iher income increased $1,197,000
(44.33%) while other expenses increazed 5611,000
(8.79%) over 2000 totals

Analysis of Net Income

The Company's assets are primarily comprised of interest
caming assets ncluding commercial, agricultural,
consumer and real cstate loans, as well as federal funds
sold, interest bearing deposils in banks and securities.
Average eaming aszets equaled $285,259,000 for the vear
ended December 31, 2001, A combination of intereat
beanng and non-interest beaning deposits, long term debt,
federal funds purchased, securities sold under agreement
to repurchase, other borrowings and capital funds are
employed o finance these assets.

Ned Income

s EEE
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The yield on average eaming assets for the year ended
2001 was 7.10% while the average cost of funds for the
same period was 4.55% on average interest bearing
liabilities of $240,977,000. The vield on average eaming
assets for the year ended 2000 was 7.69%, while the
average cost of funds for the same period was 5.06% on
average interest bearing liabilitics of $218,763,000. The
increase in net interest income can be attributed to the
£5,141,000 (13.13%) increase in average net eaming
asgets during the period. This increase offset the decrease
in both interest spread (9 basiz point) and net mterest
margin {14 basis points).

Provision for Loan Losses

The allowance for loan losses as a percentage of net loans
ing is 1.22% at December 31, 2001, compared to

1.11% at December 31, 2000. Net loan charge-offs

totaled $299,000 for the year ended December 31, 2001

compared to $208 000 in 2000,

The amounts reconded in the provision for loan losses are
determined from management's quarter]ly evalation of
the quality of the loan portfolio, In this review, such
factors as the volome and character of the loan portfolio,
expenience are considered. Management believes that the
allowance for loan losses is adequate to provide for losses
m the portfolio at December 31, 2001.

Other Income

Other income may be divided into two broad categories -
recurring and non-recurring, Trust fiees and service
charges on deposit accounts are the major sources of
ofher income vary annually, Other income for the period
ended December 31, 2001 was 53,897,000, an increase of
$1,197 000 (44.33%) from 2000. The securitics gaimns of
$446,000 were generated from the implementation of an
mvestment strategy that was directed to the enhancement
of eamings in fture periods.

Other Expense

Other expenses for the peniod ended December 31, 2001
totaked §7,562,000, an increase of $61 1,000 (3.79%) from
2000 year end totals, Salanes and emplovee benefits
expense aggregated 53.81% and 52.51% of total other
expense for the year ended December 31, 2001 and 2000,
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Incomie Taxes

The Company files its Federal income fax refum on a
consolidated basis with the Bank. See MNote 16 fo the
consolidated financial statements for detail of ncome
faxes.

Ligquidity

The concept of liguidity comprizes the ability of an
enterprise to maintain sufficient cash flow to meet its
needs and obligations on a timely basis. Bank liquidity
izt thus be congidered it ferms of the natire and mix of
the institution's sources and uses of funds,

Bank liguidity 13 provided from both assets and habilities.
The assct side provides liquidity through regular
maturitics of investment securities and loans. Investment
gecurities with maturities of one year or less, deposits
with banks and federal fimds sold are a primary source of
asset hiquidity. On December 31, 2001, these categorics
mtah&ﬂl!ﬁﬂlllatlﬂm%nfum,mmpﬂadm
543,273,000 or 14.50% the previous year.

Az of December 31, 2001, securitics held to matunty
included $129000 of gross unrcalized gams and
$141,000 of gross unrealized losses on securities which
management intends t©o hold until maturity,  Such
amounts are not expected to have a material effect on
fisture earnings beyond the usual amortization of premium

Closely related to the management of liquidity iz the
management of rate sensitivity (management of vanable
rate asscts and habilities), which focuses on mamtaining a
stable net interest margin, an important factor in earnings
growth and stability. Emphasis is placed on maintaining
an evenly balanced rate sensitivity position to avoid wide

swings in marging and minimize risk due to changes in
interest rates.

The Company's Asset/Liability Committee 15 charged
with the responsibility of prudently managing the
volumes and muxes of assets and labilities of the
subzsidiary Bank.

memmm&mmmm;
maintain acceptable levels in 2002, regardless of the
nhmgummhmﬂrﬂuihtmwm The following
table shows the repricing period for intorest-caming
asgets and interest-bearing liabiliies and the related
repricing gap (Amounts in thousands of dollars):
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Effects of Inflation

Until recent years, the economic environment in which
the Company operales has been one of signi
increases in the prices of most goods and services and a
corresponding decling in the purchasing power of the
dollar.

Banks are affected differently than other commercial
enferprises by the effects of inflation. Some reasons for
these disparate cffects are a) premises and equipment for
banks represent a relatively small proportion of total
assets; b) a bank's asset and lability structure is
substantially monetary in nature, which can be converted
it a fixed nvmber of dollars regardless of changesz in
prices, such as loans and deposits; and ¢} the majonty of a
bank's mcome is generated through net mterest income
and not from goods or services rendered.

Although inflation may impact both inferest rates and
volume of loans and deposits, the major factor that affects
net interest income is how well a bank is positioned o
cope with changing interest rates.

Capital

The ability to gencrate and maintain capital at adequate
levels ts critical o the Company’s long term success, A
common measure of capilalization for [inancial
institutions is primary capital as a percent of total asseis,

Regulations also requure the Company to maintain certain
minimum  capital levels in relation o consolidaled

Company aszelz, Repulations require a ratio of capital o
nisk-weighted assets of 8.00 percent.

Mighed Based Capital Ratios

1996 1957 195E

The Company's capital, as defined by the regulations, was
14.03 percent of nsk-weighted assets at December 31,
2001. In addition, a leverage ratio of at least 4.00

iz (o be maintained. At December 31, 2001, the

Company's leverage ratio was 3.68 percent.

Asset Liability Management

Since changes in interest rates may have a significant
impact on operations the Company has implemented, and
cumrently maintains, an  asset liability management
committee at the Bank to monitor and react to the
changes in interest rates and other economic conditions.
Research conterning inlerest rale risk iz supplied by the
Company from information received from a third party
gource, The committee acts upon this nformation by
adjusting pricing, fee income parameters, and'or
marketing emphasis.

Common Stock Information and Dividends

The Company’s common stock is held by 253
sharcholders as of December 31, 2001, and is traded in a
limited over-the-counter markel.

On December 31, 2001 the market prnice of the
Company's common stock was established by Howe
Bames Investments, Inc. at 51425 a sharc. Cash
dividends on common stock of 5490000 were declared
by the Board of Directors of the Company for the year
ended December 31, 2001,

Closing Share Price Data

1996 1997 199%
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Financial Report

Upon written request of any sharcholder of record on
December 31, 2001, the Company will provide, without
charge, a copy of its 2001 Anmmal Report inchuding
financial statemeniz and schedules.

The Company filed a Form 15 with the Secunities and
Exchange Commission to discontimue the filmg of
quarterly {(10-C)) and annual {10-K) reporis based on the
Company's number of stockholders, however, the
Company does prepare similar reports to those required
under the Securitics Exchange Act of 1934,

Naotice of Annual Meeting of Stockholders

The antieal meeting of stockholders will be May 14, 2002
at 9:00 A M. at the Quincy Holiday Inn, 201 South 3rd
Street, Quincy, Nlinois.

16
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M MCGLADREYsPULLEN rip RSM
r Certiied Public Accountenis niemational
To the Board of Directors

First Bankers Trustshares, Inc.

Quincy, MMhinois

We have audited the accompanying consolidated balance sheets of First Bankers Trustshares, Inc. and
subsidianics as of December 31, 2001 and 200K}, and the related consolidated statements of income, changes in
stockholders’ equity and cash flows for the years ended December 31, 2001, 2000 and 1999, These financial
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on
these financial statements based on our audits,

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

financial statement presentation. We believe that our audits provide a reasonable basis for our opinion

In our opinion, the consolidated financial statemenis referred to above present fairly, in all material respects, the
financial position of First Bankers Trustshares, Inc. and subsidiaries as of December 31, 2001 and 2000, and the
results of their operations and their cash flows for the years ended December 31, 2001, 2000 and 1999, in

conformaty with accounting principles generally accepted in the United States of Amenca.
/’%’M / A L L

Davenport, Iowa
February 15, 2002



FINANCIAL SUMMARY

FIRST BANKERS TRUSTSHARES, INC.
CONSOLIDATED BALANCE SHEETS
(Amounts in thousands of dollars, except share and per share data)

See nodes o consolidated fnancial statements
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FINANCIAL SUMMARY

FIEST BANKERS TRUSTSHARES, INC.
CONSOLIDATED STATEMENTS OF INCOME

{Amounts in thousands of dollars, except per share data)

See nobes o cotsolidated financial slatemenls




FINANCIAL SUMMARY

FIRST BANKERS TRUSTSHARES, INC.
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
{Amounts in thousands of dollars, except per share data)

Years Ended December 31, 2001, 2000 and 1999

See notes to consolidated financial statements



FINANCIAL SUMMARY

FIRST BANKERS TRUSTSHARES, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Amnunis ls thousands of dollars)

(contimaed)




FINANCIAL SUMMARY

FIRST BANKERS TRUSTSHARES, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
{Amounks in thousands of dollars)

Ses notes to consolidated financial statements
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1. NATURE OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Business

First Bankers Trustshares, Inc. (the "Company™) is a bank holding company providing bank and bank related services
through its subsidiaries, First Bankers Trust Company, N.A. (Bank) and FBIL Statutory Trust I to a market area consisting
primarily of Adams and adjacent Illinois counties, and Marion, Lewis and Shelby counties m Missour. Troast services are
provided through trust offices located in Quiney and Chicago, [llmots and Phoenix, Anzona.

Sigmificant Accounting Policies

The accounting and reporting policies of First Bankers Trustshares, [nc. and its subgidiaries conform to generally accepted
accounting principles and general practices within the banking industry. The following is a summary of the mors
significant of these policies,

Accoomnting Estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires management to
make estimates and assumptions that affect the reported amount of assets and habilities and disclosure of contingent assets
and liahilities al the date of the financial statements and the repotied amounts of revenmes and expenses during the reporting
period. Actual results could differ from those estimates. The allowance for loan losses is inherently subjective as it requires
miaterial estimates that are susceplible to significant change, The fir value dizclosure of fnancial statements (s an estimate

that can be computed within a range,

Basis of Consolidation

The consolidated financial statements include the accounts of First Bankers Trustshares, Inc. and its whollyv-owned
subgidianes, First Bankers Trust Company, National Association (the "Bank™) and FBIL Statutory Trast I All significant
intercompany accounts and transactions have been eliminated in consolidation.

Presentation of Cash Flows

For purposes of reporting cash flows, cazh and due from banks includes cash on hand and amounts due from banks,
inchading cash items in process of cleanng, Cash flows from loans to customers, deposits, shori-term borrowings and
federal funds sold are reported net.

Trust Department Assets
Trust assets, other than cash deposits held by the Bank, are not assets of the Bank and, accordingly are not inchuded i these
consolidated financial statements.

Securities

Securities held to maturity are thoze for which the Bank haz the ability and intent to hold to manmity, Securities mesting
such criteria at the date of purchase and as of the balance sheet date are camied at amortized cost, adjusted for amortization
of premiums and discounts, computed by the interest method over their contracted lives,

Securities available for sale are accounted for at fair value and the unrealized holding gains or losses, net of their deferred
income tax effect, are presented as increases of decreases in accumulated other comprehensive income, a2 4 separaie

component of equity.

Realized pains and losses on sales of securities are based upon the adjusted book value of the specific securities sold and are
inchuded in earnings.

There were no trading securitics at December 31, 2000 and 2000,

Loans
Lioans are stated at the principal amount outstanding, net of allowance for loan losses. Interest on loans is credited o

operations as camed, based upon the principal amount outstanding,
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1. NATURE OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

It is the Bank's policy to discontinue the acerual of mterest income on any loan when, in the opinion of management, there
is reasomable doubt as to the timely collection of interest or principal. Interest on these loans s credited to income only
when the loan is removed from nonacerual statuz. MNonaccrual loans are returned to an accrual status when, in the opinion of
management, the financial position of the bomower and other relevant factors idicate there is no longer any reasonable
doubt as to the timely payment of principal or inferest.

The Bank grants agribusiness, commercial, residential, and consumer loans to customers throughout the Bank's market area.
The Bank's policy for requiring collateral is congistent with prudent lending practice and anticpates the potential for
ecomomic fluctuations, Collateral vanies but may include accounts receivable, mventory, property, equipment and income-
producing commercial properties. [t is the Bank's policy to file financing statements and mortgages covering collateral
pledged.

As of December 31, 2001 and 2000, the Bank had loan concentrations in agribusiness of 7.43% and 5.47%, hotel and maotel
industry of 4.20% and 1.78% and scnior housing industry of 3.11% and 2.34%, respectively of outstanding loans. The Bank
had no additional industry loan concentrations, which, in management’s judgment, were considered o be significant. The
Bark had no foreign loans outstanding as of December 31, 2001 and 2000.

Allowance for Loan Losses

The allowance for loan losses is established through a provision for loan losses charged to expense. Loans are charged
agains the allowance for loan losses when management believes that the collectibility of the pnncipal is unlikely. The
allowance is an amount that management believes will be adequate to abzorh losses inherent in existing loans and
commitments to extend loans based on evaluations of the collectibility and prior loss expenicnce. The evaluations take into
consideration such factors as changes in the nature and volume of the portfolio, overall portfolio gquality, loan
concentrations, specific problem loans and commuitments, and current and anticipated economic conditions that may affect
the borrower’s ability 1o pay.

Loans are congidered impaired when, based on current information and events, it is probable the Bank will not be able to
collect all amounts due under the loan agreement. The portion of the allowance for loan losses applicable to impaired loans
is computed based on the present value of the estimated future cash [lows of interest and principal discounted at the loan's
effective interezt rate of on the fair value of the collateral for collateral dependent loans, The entire change in prezent value
of expected cash flows of impaired loans is reported as bad debt expense in the same manner in which impaimment indtially
was recognized or as a reduction in the amount of bad debt expense that otherwise would be reported.  The Bank recognizes
interest income on impaired loans on a cash basis.

Transfers of Financial Assets

Transfers of financial assets are accounted for as sales, when control over the assets has been surrendered. Control over
transfermed asscts 15 deemed to be surrendered when (1) the asscts have been isolated from the Company, (2) the transferee
obtams the nght (free of conditions that constrain it from faking advantapge of that nght) to pledge or exchange the
transferred assets, and (3) the Company does nof maintain effective control over the transferred assets through an agreement
to repurchaze them before their maurity.

Credit Eelated Financial Instruments
In the ordinary course of business, the Bank has entered into commitments o extend credit, including commitments under
linies of credit and standby letiers of credit. Such financial instruments ate recorded when they are funded.

Sale of Loans

As part of its management of assets and liabilities, the Company periodically sells residential real estate, agricultural and
student loans. Loans, which are expected to be sold in the foresecable future, are classified as held for sale and are recorded
at the lower of aggregate cost or market value, Al December 31, 2001 and 2000, loans held for sale consist of residential
real estate loans.



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 25

1. NATURE OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Premises, Furniture and Equipment
Premises, furnitore and equipment are stated al cost less accumulated depreciation. Depreciation 15 determined using the
straight-line method over the estimated useful lives of the azsets,

Other Real Estate Owned

Other real estate owned (OREQD), which 15 included with other assets, represents properties acquired through foreclosure, in-
substance foreclosure or other proceedings, Any write-down to fair value af the time of the transfer 1o ORED is charged fo
the allowance for loan losses. Property s evaluated regularly to ensure that the recorded amount 13 supporied by the curment
fair value. Subssquent write-downs to fair value are charged to eamings.

Intangibles
Goodwill represenis the unamortized cost of the investment in the Bank in excess of the fair value of net assets acquired.

Goodwill totals $334,000 and 468,000 at December 31, 2001 and 2000, respectively.

Earnings Per Share of Common Stock

Basic eamings pet share of comimon stock is computed by dividing net income, after deducting preferved stock dividends,
by the weighted average namber of shares oulstanding duting each reporting period.  Diluted eamitigs per share of common
stock assumes the conversion, exercise or issuance of al potential common stock (comumon stock equivalents) unless the
effect is to reduce the loss or mcrease the income per common share from contirming operations. The Company had no
common stock equivalents as of and for the vears ending December 31, 2001, 2000, and 1999.

Income Taxes

Deferred taxes are provided on a liability method whereby deferred tax assets are recognized for deductible temporary
differences and operating loss and tax credit carmyforwards and deferred tax habilities are recognized for taxable temporary
differences. Temporary differences are the differences between the reporied amounts of assets and Liabilities and their tax
baszes. Dieferred tax assets are reduced by a valuation allowance when, in the opinion of management, it is more likely than
not that some portion or all of the deferred tax assets will not be realized. Deferred tax assets and liabilities are adjusted
fior the effects of changes in the tax laws and rates on the date of enactment.

Reclassifications
Certain amounis in the prior year financial statements have been reclassified, with no effect on net income or stockholders”
equity to conform to current year presentations,
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2. COMPREHENSIVE INCOME

Comprehensive income is defined as the change in equity during a period from transactions and other events from non-
owner sources. Comprehensive income is the total of net income and other comprehensive income, which for the Company
is comprised eatirely of unrealized gains and losses on securities available for sale.

Other comprehensive income (loss) is comprised as follows (Amounts in thonsands of dollars):

3. RESTRICTIONS ON CASH AND DUE FROM BANKS

The Bank is required to maintain a reserve balance with the Federal Reserve Bank of 5t, Louis. The total of the reserve
balance was approcumately 53,074,000 and $2,387 000 at December 31, 2001 and 2000, respectively.

4. SECURITIES

The amortized cost and fair values of secunitics held to materity as of December 31, 2001 and 2000 are as follows {Amounts
in thousands of dollars):
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The amostized cost and fair values of securities available for zale az of December 31, 2001 and 2000 are as follows
{Amwounts in thousands of dollars):

The amortized cost and fair value of secunitics as of December 31, 2001 by contractual maturity, are shown below.
collateralized mortgage obligations may be called or prepaid without penalties. Therefore, these securities are not included
in the matunty categories in the following summarnies (Amounts in thousands of dollars):
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4. SECURITIES (Continued)

The sales of securitics held to maturity duning the year ended December 31, 2000 were made in accordance with the
provisions of Financial Accounting Standards MNo. 115, The sales qualified as in-substance maturities, as defined in the
standard.

As of December 11, 2001 and 2000 securities with a camving value of approximately $46,975 000 and $60,256,000
respectively, were pledged to collateralize deposits and securities sold under agreements to repurchase and for other
purposes as required or permitied by law.

3. LOANS

The composition of net loans outstanding as of December 31, 2001 and 2000 are as follows (Amounts in thousands of
dollars);

Loans on which the accrual of interest has been discontinmed totaled $148,000 and $242,000 as of December 31, 2001 and
2000, respectively. The foregone mntercst had the effect of reducing interest meome by $16,000 and had no mmpact on
carnings per share of commaon stock for the year ended December 31, 2001, The foregone imterest for the years ended
December 31, 2000 and 1999 had the effect of reducing interest income by $26,000 and $10,000, respectively. There was
an impact of $.01 on eamings per share of common stock for the year ended 2000 and no impact on eamings per share of
common stock for the year ended 1999,

Impaired loans were nol material at December 31, 2001 and 2000,

Activity in the allowance for loan losses during the years ended December 31, 2001, 2000 and 1999 iz summarized below
(Amounts in thousands of dollars):
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5. LOANS (Continued)

In the ordinary course of business, the Bank has loans with directors, principal officers, their immediate families and
affiliated companies in which they are principal stockholders (hereafler referred 1o as related parties). The Bank believes
that all such loans were made on substantially the same terms, including interest rates and collateral, as those prevailing at
the tome for comparable loans with other persons and that such loans do not present more than a normal risk of collectibility
or present other unfavorable features. An analysis of the changes in the aggregate amount of these loans during 2001 and

2000 is as follows (Amounts it thousands of dollars):
The cost, accumulated depreciation and net book value of premmises, fumiture and equipment as of December 31, 2001 and

& PREMISES, FURENITURE AND EQUIPFMENT
2000 is summanized as follows (Amounts in thowsands of dollars):

7. TIME DEPOSITS

The aggregate amount of time deposits, each with a minimum denomination of $100,000, was approximately 326,648,000
and 532,366,000 at Decemnber 31, 2001 and 2000, respectively,

At December 31, 2001, the scheduled maturities of time deposits are as follows (Amounts in thowsands of dollars):

8. SHORT TERM BORROWINGS

The following is & summary of shori-term borrowings outstanding as of December 31, 2001 and 2000 (Amounts it
thousands of dollars):
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8. SHORT TERM BORROWINGS (Continued)

Securities sold under agreements to repurchase are shori-term bomowings that generally mature within 180 days from the
dates of issuance, The UL, Treasury tax and loan note generally mamres within 30 days,

Other information concerning securitics sold under agreements to repurchase 18 summarized as follows (Amounts in thousands
of dollars):

Average balanees above are based upon daily average balances and rates. The secunties underlying the agreements at year-
end were under the Company's control.

9. FEDERAL HOME LOAN BANK ADVANCES

Federal Home Loan Bank (FHLE) advances arc summanized as follows at December 31, 2001:

Advances totaling $5,000,000 mamnring in 2004 and 2008 have call feanires that could be implemented beginning in 2002
through 2003, First mortgage loans of approccimately $21,667,000 as of December 31, 2001 are pledged a3 collateral on
FHLE advances.

FHLE advances at December 31, 2000 totaled $%,000,000. These advances had maturity dates between 2001 and 2008 and
carried interest rates ranging from 4,35% and 7.40%. First mortgage loans of approximately $15,000,000 as of December
31, 2000 were pledged as collateral on these advances.

10, COMPANY OBLIGATED MANDATORILY REDEEMABLE PREFERRED SECURITIES OF SUBSIDIARY
TRUST HOLDING SOLELY SUBORDINATED DEBENTURES

During 2000 the Company issued 5,000 shares of Company Obligated Mandatorily Redeemable (COMR) Prefemed
Securities of FEIL Statutory Trust | Holding Solely Subordinated Debentures. Distributions are paid semi-annually,
Cumulative cash diztnbutions are calculated at a 10.60%% annual rate. The Company may, at one or more fimes, defer
interest payments on the capital securities for up to 10 consecutive semi-annual periods, but not beyond September 7, 2030.
At the end of the deferral period, all accumulated and unpaid distributions will be paid. The capital securities will be
redeemed on September 7, 2030; however, the Company has the option to shorten the matunity date to a date not earlier than
September 7, 2010. The redemption price begins at 105.300% to par and is reduced by 53 basis points each year until
September 7, 2020 when the capital zecurities can be redeemed at par. Any accmed and unpaid distributions to the date of
the redemption must alzo be paid.
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10. COMPANY OBLIGATED MANDATORILY REDEEMABLE PREFERRED SECURITIES OF SUBSIDIARY
TRUST HOLDING SOLELY SUBORDINATED DEBENTURES (Continued)

Holders of the capital secunties have no voling nghts, are unsecured and rank junior in prionty of payment (o all of the
Company’s indebtedness and senior 1o the Company's capital stock.

The debenfures are included on the balance sheet at December 31, 2001 as liabiliies. For regulatory purposes, the entire
amount of the eapital securities is allowed in the caleulation of Tier I capital.

11. COMMITMENTS AND CONTINGENCIES

Financial instruments with off-balance sheet risk:

The Bank, m the normal course of busmess, 15 a party to financial instruments with off-balance sheet nsk to meet the
financing needs of its customers. These financial nstruments inclaude unused lines of credit and standby letters of credit.
Those insnuments involve, to varving degrees, elements of cradit and market risk in excess of the amount recognized in the
consolidated balance sheets.

The Bank's exposure (o credit loss in the event of nonperformance by the other party to the nancial instrament for unused
lines of credit and standby letiers of credit is represented by the confractual amounts of those insttuments. The Bank uses
the zame credit policies in making commitments and conditional obligations as it does for on-balance sheet instruments.

A summary of the Bank's commitments at December 31, 2001 and 2000 iz as follows {Amounts in thousands of dollars):

2001
5 13275
710

Unused lines of credit are agreements o lend to a customer 28 long as there is no violation of any condition established in
the contract  The agreements generally have fixed expiration dates or other termination clauses and may require payment of
a fer. Smee many of the agreements are expected to expire without being drawn upon, the total commitment amounts do
nol necessarly represent future cash requirements. The Bank evaluates each cusiomers' credit worthiness on a case-by-case
basiz, The amoutt of collateral obiained if deemed necezsary by the Bank upon extension of credit is bazed upon
nmnu:nmlwmdltwalmmmnfdmmmm-pm}' Collateral varies but may include accounts receivable, inventory,

property, equipment, and income-producing commercial propertics,

Standby letters of credif are conditional commitments issued by the Bank to guarantes the performance of a cusiomer to a
third party. Those guarantees are primarily issued to support public and private borrowing amangements, The credit risk
involved in issuing letters of credit is cssentially the same as that involved in extending loan facilitics to costomers,
Collateral varies as specified above and is required i instances in which the Bank deems necessary.

Stock purchase:

Subsequent to year end the Company entered into discussions with a major sharcholder for the repurchase of approximately
531,000 shares of its common stock at an approcimate total cost of 57.4 million. IT the agreement is execuled, the Company
plans to fund the purchase with cash of 51 .4 million and bormowings of $6 million. The transaction i3 subject (o regulatory
approval and iz not anficipated to adversely affect meulatory capital requiremenits as ouflined in Note 14

Concentration of credit risk:

Aside from cash on hand and in-vauli, the majority of the Company”s cazh is maintained at Firstar, Commerce Bank, M.A.,
and the Federal Home Loan Bank of Chicago. The total amount of cash on deposit and federal fonds sold exceeded federal
insurance limits at the respective institutions by approximately $3,399,000, 6,940,000, and §13,731,000, respectively az of
IIJnr-Imilmll,‘E{IJl. In the opmion of management, no matenial risk of loss exists due to the financial condition of the
Inshtutions,
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12. BENEFITS

The Bank has a retirement plan, which covers substantially all full ime employees (working over 20 hours per week) after
completion of one vear of service and atlaiming the age of 21. The Bank conlribuies an amound adequate to fund the Target
Benefit as determined by various plan assumptions, The Target Benefit is 17.5% of total compensation and is based on the
employee’s highest consecutive five years of compensation while a participant,

Eflective December 31, 2001 the Company tetminated itz pension plan. Monies associated wilh the plan were iranslemred
initey the Company”s 401K plan.

The Bank alzo has a 401K plan, which is a tax qualified savings plan, o encourage its employees to save for retirement
parposes or other contingencies. Substantially all full tme (working over 20 hours per week) employees of the Bank are
eligible (o participate in the Plan on (he later of JTatvary 1st o July 151 afler completion of one year of service and attaining
the age of 18, The emplovee may elect to contribute up 1o 15% of their compensation before taxes, Based upon profits, as
determined by the Bank, a contribution may be made by the Bank, Employees are 100% vested in the Bank's contribation
to the plan after five years of service. Emploves contributions and vested Bank contributions may be withdrawn only on
termination of employment, refirement, or death.

Under the Employee Incentive Compensation Plan, the Bank 12 authorized at its discretion, pursuant to the provisions of the
plan, to establish on an annual basiz, a bonus fand, which will be distnbuted to certain employees, based on their
performance. The Employee Incentive Compensation Plan does not become effective unless the Bank exceeds established
income levels.

Contributions fo the target benefit plan for the years ended December 31, 2001, 2000 and 1999 totaled $63,000, $106,000
and $112,000 respectively, There were no contributions to the 401(k) plan for the vears ended December 31, 2001, 2000
and 1999, Incentive compensation was $143,000, $179,000 and $115,000 for the years ended December 31, 2001, 2000 and

1999, respectively.
13. PREFERRED STOCK

Fifty thousands shares of Series A preferred stock with a stated value of $50.00 per share are authonized. Preferred Stock
was aulhorized in June 1989, The Company issued thinty-eighi thousand shares of Series A Preferred Stock in June 1989
fior a total consideration of §1,900,000. The stock pays quartet]ly cumulative dividends at a per annum rate of 8.50% on the
last day of March, hue, September, and December. The holders of the Preferred Stock do not have any converzion nghts.
All shares of Preferred Stock, which have been issued, are senior to common stock as to dividends and liquidation. The
holders of the Preferred Stock will only be allowed o vote 1o: (a) approve the ereation of issuance of any class of securities
ranking, a2 to the payment of dividends or as 1o the distribution upon liguidation, prior to, or upon a parity with the
Preferred Stock; (b) amend any provisions of the Company's Restated Certificate of Incorporation which would affect the
designations, preferences, qualifications, imitations or restrictions and special or relative nights of the Preforred Stock; and
(c) approve any reduction in the Company’s stated capital below levels existing on the date on which the Company sells the
Prefemed Siock. They will also be allowed to vole on all matiers as required by Delaware law. The Compaty can redeem
the Preferred Stock at any time. The redemption amount {(and the liguidation preference) will be the face value of the shares
plus all accrued and unpaid dividends,

14. DIVIDENDS AND REGULATORY CAPITAL

The Company’s siockholders are entitled to receive such dividends as are declared by the Board of Directors. The ability of
the Company to pay dividends in the future i3 dependent upon its receipt of dividends from the Bank. The Bank's ability to
pay dividends is regulated by banking statutes. The timing and amount of dividends will depend on camings, capital
requirements and fnancial condition of the Company and the Bank as well as general economic conditions and other
relevant factors affecting the Company and the Bank.



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 33

14. DIVIDENDS AND REGULATORY CAPITAL (Continued )

Under the provisions of the National Bank Act the Bank may not, without prior approval of the Compiroller of the
Currency, declare dividends in excess of the total of the current and past two year's camings less any dividends already paid

The Company and Bank are subject to varions regulatory capital requirements administered by the federal banking agencies.
Failure to meet minimum capital requirements can mitiate certain mandatory and possibly additional discretionary actions
by regulators that, if undertaken, could have a direct material effect on the Company's financial statements. Under capital
capital guidelines that involve quantitative measures of the Bank's assets, liabilities, and certain off-balance-sheet items as
caleulated under regulatory accounting practices. The Company's and Bank's capital amounts and classification are also
subject to qualitative judgments by the regulators and components, risk weightings, and other factors,

Cruantitative measures established by regulation to ensure capital adequacy require the Company and Bank to maintain
minimum amounts and ratios (set forth in the table below) of total and Tier I capital (as defined in the regulations) to risk-
weighted assets (as defined) and of Tier [ capital (as defined) to average assets (as defined). Management believes, as of
December 31, 2001, that the Company and Bank meet all capital adequacy requirernents to which they are subject.

The most recent notification from the Office of the Compiroller of the Cumrency categorized the Bank as well capitalized
under the regulatory framework for prompt corrective action.  To be categonzed as adequately or well capitalized the Bank
mittst maintain minimum total risk-based, Tier I risk-based, and Tier [ leverage ratios as set forth in the table. There are no
conditions or events since that notification that management believes have changed the Bank's category.

The Company's and Bank's actual capital amounts and ratios are also presented in the table. (Amounts in thousands of
dollars):
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15. PARENT COMPANY ONLY FINANCIAL STATEMENTS

PARENT COMPANY ONLY BALANCE SHEETS
{Amounis in thousands of dollars)

FARENT COMPANY ONLY STATEMENTS OF INCOME
{Amounts in thousands of dollars)
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15. PARENT COMPANY ONLY FINANCIAL STATEMENTS (Continued)

PARENT COMPANY ONLY STATEMENTS OF CASH FLOWS
{Amounts in thousands of dollars)

16. INCOME TAX MATTERS

The components of income 1ax expense are as follows for the years ended December 31, 2001, 2000 and 1999
{Amounts in thousands of dollars):

A reconciliation between income tax expense in the statements of income and the amount computed by applymg the
statutory federal income fax rate (o income before income taxes is as follows (Amounts in thousands of dollars):
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16. INCOME TAX MATTERS (Continued)

MNet deferred tax assels consist of the following components as of December 31, 2001 and 2000 (Amounts in thousands of
dollars):

MNet deferred tax assetz are included in other assetz on the accompanying consolidated balance sheets,

The net change in deferred income taxes is reflected in the financial statements as follows (Amounts in thousands of
dollass):

17. CURRENT ACCOUNTING DEVELOPMENTS

In July 2001, The Financial Accounting Standards Board issued Statement 141, “Business Combinations” and Statement
142 “Goodwill and Other Intangible Aszsets”. Statement 141 eliminates the pooling method for accounting for business
combinations; requires that intangible assets that meet cortain criferia be reported separately from goodwall; and requires
negative goodwill ansing from a business combination to be recorded as an extraordinary gain, Statement 142 eliminates
the amortization of goodwill and other intangb les that are determined 1o have an indefinite life; and requires, at a minimum,
annual impairment tests for goodwill and other intangible assetz that are determined to have an indefinite life. For the
Company, Statement 141 was effective July 1, 2001 and the provisions of Statement 142 are effective Jannary 1, 2002,
Implementation of Statement 141 had no immediate mpact on the Company s financial statements. Implementation of
Statemnent 142 will impact the Company’s financial statements in that yearly goodwill amortization expense of $134,000
will no longer be recorded.

The Financial Standards Board has issued Statement 143, “Accounting for Asset Retirement Obligations” and Statement
144, “Accounting for the Impairment or Disposal of Long-Lived Assets”, Statement 143 requires that the fair value of a
Liability for an asset retirement obligation be recognized in the period in which it 15 incurred if a reasonable estimate of fair
vahie can be made. The associated asset refiremment costs are capitalized as part of the carmving amount of the long-lived
asset, Statement 144 supersedes FASE Statement 121 and the accounting and reporting provisions of APB Opinlon No. 30,
Statement 144 establishes a single accounting model for long-lived assets to be disposed of by sale which includes
measuring a long-lived asset classified as held for sale at the lower of its carrying amount or its fair value less costs to sell
and to cease depreciation/amoriization. For the Company, the provisions of Statement 143 and 144 are ellective January 1,
2003, and January [, 2002, respectively. Implementation of the Statements is not expected to have a matenial impact on the
Company’s financial statements,
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18. FAIR VALUE OF FINANCIAL INSTRUMENTS

FASE Statement No. 107 "Disclosures aboul Fair Value of Financial Instruments® requires disclosure of fair value
information about [inancial instruments, whether or not recognized in the balance sheet, for which 1t is practicable 1o
estimate that value. In cazes where quoted market prices ate notl available, fair values are based on estimates using present
value or other vahuation techniques, Those techniques are significantly affected by the assumptions used, inchuding the
discount rate and estimates of future cash flows. In that regard, the derved fair value estimates cannot be substantiated by
comparison 1o independent markets, and in many cases, could not be realized in immediate settlement of the instrument.
Statement Mo, 107 excludes cettain financial instruments and all nop-financial instraments from itz disclosure requirements.
Accordigly, the aggregate fair valug amounts presented are not ntended to represent the underlying value of the Company.

The following methods and assumptions were used by the Company in estimating the fair value of its financial mstroments:

Cazh and due from banks and federal funds sold: The carmyving amounts reporied in the balance sheets for cash and due
from banks and federal funds sold equal their fair vahies.

Securities: Fair values for secunties are based on quoted market prices, where available. If quoted market prices are not
available, fair values are bazed on quoted market prices of comparable instruments,

Loans held for sale: The fair vahue of loans held for sale 1s based on quoted market prices of similar loans 20ld in the
secondary market,

Loans: For vatiable rate loans fair values are equal 1o carrying values, The fair values for all other types of loans are
estirnated using discounted cash flow analyses, vaing interest rates currently being offered for loans with similar termes to
bommowers with similar credit quality,

Acerued inferest receivable and payable: The [air value of accrued inlerest receivable and payable is equal to ils carrying
value.

Deposits: The fair values for demand and savings deposits equal their carrying amounts, which represent the amount
payable on demand. Fair values for ime deposils are estimated using a discounted cash flow caleulation thal applies
inferest rates curtently being offered on time depozits to a schedule of aggregated expected monthly maturities on time
deposits.

Short-term borrowings: The fair value of short-term bommowings is considered to equal carrymg value due to the bormowmgs
shori-term nature.

Federal Home Loan Bank advances and Company obligated mandatonly redeemable preferred securitics: The fair value of
Federal Home Loan Bank advances and Company obligated mandatonly redeemable preferred sccuritics is estimated using
discounted cash flow analyses, using interest rales cumrently being offered for similar bormowings.

Commitments to extend credit: The fair value of these commitments i not material.
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18, FAIR VALUE OF FINANCIAL INSTRUMENTS (Continued)

The carrying values and estimated fair values of the Company’s [inancial instruments as of December 31, 2000 and 1599 are
as follows (Amounts in thousands of dollars):

19, COMMON STOCK SPLIT

On June 30, 2000 the Company issued an additional 1,289,615 shares of common stock to effect a two-for-one commaon
stock split. Share and per shaze data as of and for the years ended December 31, 2000 and 1999 has been retroactively
adjusted for this split as if it occurmed on December 31, 1993,
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