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CORPORATE INFORMATION 

Corporate Description 
First Bankers Tmstsharcs, Inc. (FBTI) is a bank holding company for First 
Bankers Trust Company, N.A. and FBIL Statutoly Trust I. Thc company was 
incorporated on August 25; 1988 and is headquartered in Quincy, Illinois. 

First Bankers Trustshard mission, through i ts  subsidiaries, i s  to providc 
comprehensive financial products and services 10 its rctail. institutional, and 
corporate customers in the Tri-Statc area of West Central Illinois and 
Northeastern Missouri. 

As a community oriented financial institution, the Bank, which traces its 
beginnings to 1946, opcrates five banking facilities located in Quincy, Illinois, 
one facility in Mendan, Illinois in northern Adams County and f d i t i e s  located 
in Chicago, Illinois, Philadebhia, Pemsylvmia and Phoenix, Arizona that 
provide tNS1  Services 

FBIL Statutoly Trust I was capitalized in September 2000 far the purpose of 
issuing Company Obligated Mandatorily Redeemable Preferred Securities. 

For additional financial information contact: 

Joe J. Leenerts, Senior Vice PresidentTreasurer 
Fin1 Bankers Tmstshares, Inc. 
Telephone (217) 228-xooO 

Stockholder Information 
Common shares authorized: 6,000,000 

Common shares outstanding: 2,048,574 

Stockholders ofrecord: 25Sr 
*As ofDecember31,2002 

Inquirics regarding transfer rquinments, lost certificates. changes of address 
and account status should he directed to the coqmration's transfer agent: 

First Bankers Trust Comnanv. N.A 
(Atm: Julie Kming) 
1201 Broadway 
P.O. Box 3566 
Quinq,  IL 62305-3566 

Corporate Address 
First Bankers Tmstshares, Inc. 
P.0. Box 3566 
Quincy, IL 62305-3566 

Independent Auditors 
McCladrey & Pullcn, LLP 
220 N. Main, Suite 900 
Davenport. IA 52x01 

General Counsel 
Hinshaw and Culbertson 
222 N. LaSalle, Suite 3M 
Chicago, IL 60601-1081 

Board of Directors 
First Bankers Trustshares, Inc. 

Davld E. Connor 
C h a i m  Emeritus, First Bankers Trustshares, Inc. 

Carl Adams, Jr. 
President. Illinois Ayers Oil Company 

William D. Daniels 
ChairmanoftheBaard, Fint Bankers Tmstshares, lnc 
Member, Iiarborslone Group, LLC. 

Mark E. Freiburg 
Owner, Freihurg lnsurancc Agency and Freihurg Dcvelopment 

Company. President, Freiburg, Inc. 

Donald K. Gnuse 
President &Chief Executive Officer, First Bankers Trustshares, lnc. 
Chairman of the Board, First Bankcrs T N S ~  Company, N.A. 

Phyllis J. Hofmeisrcr 
SccretxyTreasurer, K o h d  Hafmeiater, Inc. 

Steven E. Siebers 
Secretary ofthe Board. First Bankers Trustshares, Inc. 
Attorney, Scholz, Loos. Palmer. Siebers & Duesterhaus 

Dennis R. W i m a  
Consultant. Self Employed 

EXECUTIVE OFFICERS 

Donald K. Gnuse 
Prcsidmt and CEO 

Steven E. Siebers 

Joe J. Leenerts 
Senior Vicc PreridentTreasurcr 

S C C E t l l y  

FIRST BANKERS TRUSTSEUIES. INC. Stock Prices 
(Far the %ee Months Period Ended) 

~ 
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The following companies make B market in FBTI common stock 

H o w  Barnes Iwesrments, Inc. 
135 South LaSaUe Street 

Wachovia Securities 
Maine Center. 535 Llaine 

Chicago. IL 60603 
Phone (800) 8004693 

Quincy,IL 62301 
Phone (800) 223 -I 037 

Stifcl Nicolas & Co. Inc Monroe Securities. Inc. 
Sean TDwer 
233 Wacker Drive. Suite 850 

6300 
45-7110 

Chicago. ILhO6Oh- 
Phone (800) 7 

47 stl te Strcet 
Rochester.NY 14614 
Phone (716) 546-5560 
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William D. Daniels, Chairman 

Dear Sharcholders. 

What better way to begin our annual report than to say your 
investment in the common stock of First Bankers Trustshares, 
Inc. earned you an iovcstment return of 17.81% for the year 
2002. Stated in a different way, each share ofyour stock 
earned $1.49 compared to $1.34 per share one year ago. 

The Year 2002 saw interest rates plunge to a 41-year low. Our 
AssetiLiability team monitored closely our interest rate mrgins 
during this turbulent time and by year-end actually showed an 
improvement in our interest margins by 21 basis points. 

Due to this splendid performance, your Board of Directors 
voted an 18% increase in the cash dividend to shareholders 
during their meeting held in December 2002. 

The Bank’s loan portfolio, while showing another nice year of 
growth; nevertheless felt the sting of a softening economy. 
Therefore. we saw it necessary to once again increase our loan 
loss reserves to cover some loan losses actually taken and to 
build our loan loss reserves for a larger loan portfolio. 

As our Bank has continued to grow, so has our need for space. 
In recent years, we have found it necessary to move our Trust 
Department and our Mortgage Department away from our main 
Bank at 12ih & Broadway in order to give us some room to 
grow. We also contracted with HBE Bank Building 
Consultants to work with us in addressing our current and 
future office space and drive-up facility needs. While this has 
taken a considerable amount of study time, we believe proper 
planning will result in future developments that will be greatly 
appreciated by our customers. staff. and stockholders. 

Donald K. Gnnse, President 

Now, more exciting news to share with you. It is a pleasure to 
inform you that our Trust Department has reached the 1 billion 
dollar mark in total assets under management and 
administration. Our new Philadelphia, Pennsylvania Trust 
Office, opened inlate 2002. has helped us to achie1.e this new 
record. Our Chicago. Phoenix, and Quincy Trust offices 
continue their strong service and production 

We aggressively continue to search for bank acquisition 
opportunities. However, the seller asked price must he 
reasonable, for as we have stated on more than one occasion, 
we will not he focused on an “ego trip”just to acquire banks. 
Any acquisition must add shareholder value both to the buyer 
and to the seller. 

We thank you again for your continued investment in First 
Bankers Trustshares. Inc. 

William D. Daniels 
Chairman of the Board of Directors 

Donald K. Cnuse 
President/CE 0 



SELECTED FINANClAL DATA 

(Amount in thousands of dollars, except per sharc data statistics) 

' Return on collvnon stockholders' equity is calculaled by subtracting preferred stock dividends from net income and dividing by avmagr common stockholders' equity 
Common stockholders' equity is defined as equity minus p r r f m d  stock equity and plus or minus accumulated other coniprrhcnsive income (lass). 
Previous yearper share data has been conrerted to rcflect the two-for-one stock split effcctire Junc 30,2000. ' Book value per share is calculated by dividing stockholders' equity, excluding accumulated other comprehensive income (loss), by outstanding shares. 
' Stockholders' equity does not include accumulated other comprchensive income (loss). 
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VERY SLIGHT RESEMBLANCE 

The only thing constant in banking is change. The banks 
of the new millennium bear very little resemblance to those 
of SO to 60 years ago. Despite continual efforts to deregulate 
the industry, financial institutions remain as one of the most 
heavily regulated industries in America. Oddly enough, the 
majority of major banking regulations were written in an 
effort to protect the consumer. However, the ultimate effect 
of those regulations has been to inundate both the consumer 
and the bank with layers of time-consuming cumpliancc. 

It would appear that the job of making things simpler lies 
with each bank and the interaction it has with its own cus- 
tomer. As the banking industry becomes more and more mar- 
ket-driven, it is only natural that the profit margin (the differ- 
ence between what the bank charges the customer and what it 
costs the hank) is what begins to get squeezed. The justifica- 
tion for charging and receiving higher fees comes from per- 
forming quality service and providing quality products. 

DOING IT RIGHT 

For years hanks measured their success by their size. The 
bigger the bank. ..the more successfid the hank. Senior 
Management of First Bankers Trustshares. Inc. believes 
strongly that being the best is much more important than 
being the biggest. When a bank attempts to be all things to 
all people, the skill level of bank employees begins to get 
watered down. the margin for error escalates, and customer 
dissatisfaction begins to increase. Thus, a positive intention 
produces a negative impact on even those things that are 
being done well. 

First Bankers Trustshares. Inc. believes that the answer to 
this dilemma lies in developing a quality relationship with 
each of the bank’s customers. This can only be achieved by 
offering quality products through a highly effective delivery 
system. which places the customer in a perceived position of 
w-orth to the institution. 

The radical departure from the n o m  since September 11. 
2001, has had a dramatic impact on every type of business in 
this country. Adding to that, a plummcting intcrcst ratc envi- 
ronment and it should be obvious that the year 2002 was a 
very difficult year for business. 

CAUTIOUS 
OPT1 M I S M  

In retrospect, it appcars that the 
Tn-State area rebounded nicely from 
the September llth shock that this 
nation cxperienced. Loan demand 
immediately following this national 
tragedy w’as almost at a standstill. 
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Dave Rakers However, within a matter of months a 
number of major commcrcial loans were in the pipeline and 
many more were being contemplated by area businesses. 

With the addition of Senior Vice President, David Rakers, 
to the First Bankers Trust Loan Ram,  thc Commercial Loan 
Department experienced its largest year in thc hank’s history 
in the amount of Commercial Loan dollars booked. 
Commercial loan growth of I S H % ,  and Ag loan growth of 
16.52% challenged the staff to perform to capacity. 

It appears that a number of businesses had been holding 
back to see what was going to happen to interest rates and the 
economy, and decided that it was now time to make that 
investment in their future. With the assistance of Loan 
Officers. Doug Reed, Marcia Hardin, Marvin Rabe, and Jim 
Obert, the knowledge and expertise of the Commercial Loan 
Department is capablc of handling almost any type of lending 
situation that presents itself. During the year thc Dcpartment 
handled loans ranging from small business start-ups, major 
renovations to existing businesses, re-configurations of agri- 
cultural and indushy-specific loans, to major construction 
loans for some of the largest businesses in the Tn-State area. 

Although the numbers for the majority of 2002 were 
strung, the Banks Loan Officers remain vigilant in their pur- 
suit of strong credits in a very. fragile economy. 

Some of the Bank‘s customers. who in the past have been 
rated as A-credits, have begun to experience the affects of a 
sluggish recovery. A number of business closings through 
bankruptcy and foreclosurc are indicators that the Midwest is 
not immune, and in fact, does not lag very far behind the rest 
of the nation as it pertains to feeling the brunt of a weakening 
economy. 

The demand for loans, however. remains steady as the 
Bank hcads into its S8t” year of operation in the Tri-State 
area. As one of the largest commercial banks in the market, 
more opportunities are available and the Bank remains cau- 
tiously optimistic about the future with a focus on quality 
loans and an increase in margins. 
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C O N S U M E R  
DEMAND 

Just as commercial customers were 
slow in returning to the credit arena, 
in a like manner, individual con- 
sumers began purchasing again in 
early 2002. The purchases of auto- 
mobiles, trucks, and RV’s, for the first 
three quarters of the year, was at a Steve Griggs 

very demanding pace for the bank‘s Consumer Loan 
Department. Steve Griggs, Vice President for Consumer 
Lending_ has established an excellent rapport with area deal- 
ers. This business in addition to a growing base of repeat 
business, places a great deal of importance on malung good 
credit decisions in a very short period of time in order to 
remain competitive in the market. 

Once again, the Bank’s margins have been squeezed in 
order to compete with others in the marketplace, as well as 
with, nationwide availability of consumer credit on-line and 
very lucrative offers from the manufacturers themselves. 

This competition makes above-average sewice imperative. 
In order to gain the confidence of local dealers and enjoy the 
benefits of repeat business, the bank must constantly be find- 
ing ways of ensuring customer satisfaction with its product. 

Competition and activity in consumer lending remains 
brisk and challenging in the Bank’s market, and First Bankers 
Trust continues to be a major player in this arena. 

While the state of the economy has 
begun to take its toll on consumer and 
commercial loan demand, the demand 
for residential mortgages continues to 
experience what may be the largest 
boon it has ever experienced. This 
rapid growth is primarily a result of 
re-financing due to historically low 
intcrest sates and home purchases in 

what is commonly referred to as a ‘-buyer’s market”. 
In it’s first full year at a new location the Home Loan 

Center of First Bankers Trust produced over 30% more loans 
than in any previous year. More than $56 million dollars in 
real estate loans were sold on the secondary market, and the 
rate of applications continued to increase through the last 
month of the year. 

Kroeger, Mortgage Lending Officer, continue to run their 
ofiice of 10 employees at full speed in order to keep pace 
with the ovenvhelming number of requests during this phe- 
nomenon. 

est in the purchase and re-finance market for the Tri-States. 

Peggy Junk, Vice President of Mortgage Lending, and Dan 

Early indications for the year 2003 show a continued inter- 
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T R U S T  E X P A N S I O N  

The Trust Department is an integral part of First Bankers 
Trust Company’s financial success. Beginning as a small, 
personal trust operation, it recently surpassed the $1 Billion 
dollar threshold in total assets under management and admin- 
istration and has begun to take the necessary steps to become 
its own company and a wholly owned subsidiary of First 
Bankers Trust Company, N.A. As a Registrar and Transfer 
Agent, the department now serves instihitions in more than 
30 states across tbc nation and locations have been expanded 
from the original office in Quincy, Illinois to include offices 
in Chicago, Illinois, Phoenix, Arizona and its newest location 
in Philadelphia, Pennsylvania. 

Surinon K u ~ o n  

In early 1990, Don Gnuse, chair- 
man of the Board of First Bankers 
Trust Company, had a vision and 
strategy to fill a niche in the ESOP 
markct that was being left unattended 
by larger metropolitan trust servicc 
providers. The addition of Senior 
Vice President, Norman Rosson, in 
1997, provided the catalyst to expand 
and act upon this strategy. Mr. 
Rosson brought to the organization 
over 25 years of extensive experience 

i n  trust operations. specifically in ESOP transactions. 
Howevcr, growth is earned ... not given. The quality of the 
services being provided has allowed First Bankers Trust 
Company to cam the respect and referrals of others in the 
industry 

Merri Ash 

Seizing upon another opportunity, 
the Department opened its east coast 
ofice in early fall of 2002 with the 
hiring of Mem Ash in Philadelphia. 
Ms. Ash is a specialist in the area of 
Corporate 401(k) services and will be 
instrumental in opcning doors and 
introducing the many services of the 
new company. 

The trust personnel are committed 
to providing the best possible service. 
Vice President. Brian Ippensen .. 

(CPA), is charged with the responsibility of maintaining that 
commitment. Individuals within the department have in- 
depth knowledge of Internal Revcnue Service and 
Department of Labor regulations and compliance require- 
ments for all types of retirement plans. Experienced person- 
nel have specialized qualifications ranging from Certified 
Public accountants to Employee Benefits Consultants and are 
recognized in both employee benefit and personal trnst serv- 
ices. 

Services, both qualified and non-qualified plans, Individual 
Retirement Accounts. including Traditional, Roth, Rollover, 
Direct Rollover, Coverdell Educational Savings, and 
Simplified Retirement Plans, IRAs, Personal Trust Services 
and Corporate Trust Services. 

Trust services now include: Employee Benefit Trust 

E N S U  RI N G SAT1 S FACTI  0 N 

First Bankers Trust serves over 19,000 deposit accounts and 
processes in excess of 30,000 paper transactions daily. In 
addition, Bank customer service personnel processed over 
130,000 internet banking, AIM, debit card and telephone 
banking transactions during the year. By adding employee- 
assisted response in person, by mail or telephone, the compa- 
ny’s customer service personnel assisted in completing over 
10,000,000 customer transactions or requests during 2002. 

The Bank‘s focus is to provide convenient, quality and 
efficient ciistomer service. This is accomplished through five 
branch locations in Quincy and one in Mendon, the 
ATM/debit card product, Express Internet Banking, Business 
Banking, and Telephone banking, by providing customers 
with the ability to manage their financial needs 24 hours a 
day, 365 days a year. 

Vice President, Gretchen McGee, 
with over 25 years of retail banking 
experience, leads the Retail Banking 
Department by handling the responsi- 
bilities of branch operations and retail 
product delivery. The Bank offers 
products from the common checking 
account to the sophisticated electronic 
cash management services. The prod- 
ucts are designed to meet the varied 
financial needs of the customer base. 

Although convenience is an impor- 
Gretchen McGee 

tant pan of the customer service equation, the manner is 
which customers’ transactions and questions are processed 
and handled is equally as important. Quality service stan- 

dards are in place to ensure customer 
satisfaction. Customer Service 
Representatives are trained to under- 
stand the customer request 6.om the 
customer’s point of view. Providing 
that quality service is the responsibili- 
ty of Patricia Brink, Cashier. Ms. 
Brink has been providing quality cus- 
tomer service for more than 35 years 
and her involvement and participation 
in every aspect of banking provides 
an excellent base to understanding - 

customer needs and as to how those needs can he satisfied by 
the Bank 

The third part of the quality customer servicc equation is 

Krrnt \iith 

the providing of cost efficient prod- 
ucts and services. The ability of con- 
trolling thc cost of services is contin- 
gent upon the use of customer service 
oriented technology. Brent Voth, 
Director of Information Services has 
the task of ensuring that each request 
for service, whether fkom teller row. 
ncw accounts, cnstomcr service, 
through an ATM, debit card, internet 
banking or telephone banking, he 
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processed quickly and correctly. He is responsible for mak- 
ing sure that over 150 workstations are able to access and 
retrieve customer information when and where it is requested. 
With over 25 years in the bank information services arena, 
MI. Voth has a unique understanding of the challenges and 
processes necessary to meet these tasks. 

Three Individuals with the same goal of ensuring that First 
Bankers Trust Company meets the financial service needs of 
its customers by providing the best possible service available. 
An easy goal to set, but one that requires experienced, knowl- 
edgeable and dedicated personnel to achieve. 

MANAGEMENT A D J U S T M E N T S  

With the rctirement in May of 2002, of David E. Connor as 
Chairman of the Board of First Bankers Trustshares Inc, the 
Board elected William D. Daniels to serve as its new 
Chairman. Donald K. Gnuse, replaced Daniels as Chairman 
of the Board of First Bankers Trust Company, N.A. and will 
also serve as President of First Bankers Trusthares, Inc. 

Art Greenbank 

Artbur E. Greenbank was named as 
President and CEO of First Bankers 
Trust Company, N.A. Mr. 
Greenbank, a native of Quincy. 
becomes only the third President in 
the bank's history and has been with 
the Bank since 1992, serving first as 
Senior Vice President of Commercial 
Lending and, most recently. as 
Executive Vice President and Chief 
Operating Officer since 
1996.Greenbank returned to Quincy 

with his family having been employed by Harris Bank of 
Chicago for more than IS years. 

Joe J. Leenerts will assist Greenbank in the day to day 
operations of the Bank as its new Executive Vice President 
and Chief Operations Officer. Lansing M. Tomlinson was 
named Senior Vice President for Corporate Services, and 
David Rakers, Senior Vice President for Commercial 
Lending. 

10  



BANK PRODUCTS AND SERVICES 

CHECKING SERVICES 
Non-Interest Bearing 

Personal Checking 
Thr&f@ Checking 
Home-Free Checking 
Seniors First Account 
Oiganizational Checking 
Student Checking 

Interest Bearing 
NOW Accouuts 

SAVINGS SERVlCES 
Statement Savings 
First Fund 
Bankers Best Money Market 
Certificates of Deposit 
IRA Accounts 

Traditional I R A  
Roth IRA 
Simplified Retimment Plan 
Coverdell Education SaL>ingJ 

BUSINESS SERVICES 
Deposit Services 

Checking 
Savings 
Investments 
Cash Munagement 
Direct Deposit Pavroll 

Loan Services 
Working Capital 
Equipment 
Real Estate 
Fami Loans 
SBA Guaranteed Loans 

CONSUMER LOAN SERVICES 
Home Loans 

Fixed Rate Mortgages 
Adjustable Rate Mortgages 
Residential 

Iiivestmeut 
Owner Occupied 

Naii-Owner Occupied 
Automobile Loans 
Boat & RV Loans 
Mobile Homc Loans 
Home Lmprovement Loans 
PrimeLine 

ReadyLine 

Personal Loans 
Student Loans 

Equity Line Oj’Credit 

Personal Line ofcredit 

TRUST SERVICES 
Personal Trust Services 

Executor 
Revocable Living Trusts 
Irrevocable Trusts 
Testamentary Trusts 
Charitable Trust.s 
Land Trusts 
Bill Pa?>ing Agene>> 

Agreements 
Guardianships 
Individual Retirement 

Accounts (IRAs) 
Qualified Retirement Plans 

ESOPs 
401fi) Plans 
Dsfiiied Benefit Pension Plans 

Deferred Conipensation Plans 
Stock Based Incentive Plans 
Retention and Recognition 

Nonqualified Plans 

Corporate Trust Services 
Custodian 

INVESTMENT SERVICES 
(All services through Investment 
Planners Inc.) 
Buy and sell: 

Stocks. Bonds, and 
Mutual Funds 

Annuity Investment Services 
529 College Plan 
Real Estate Investment Trusts 
Retirement Plans 

Traditional 
Roth 
Rollovers 
401 fi)/Pension Plan 
SEP IRA 
Sir11ple I R A  

Insurance Services 
Life Insurance 
Long Term Cure Insuraance 
Mortgage Jnsurance 

Investment Advisory Services 

CUSTOMER SERVICES 
SHAZAMChek Card 
Express Telephone Banking 
Internet Banking 
Safety Deposit Boxes 
Traveler‘s Checks 
MasterCarcUVisa 
Money Orders 
Cashier’s Checks 
OverdraR Protection 
Overdraft Privilege 
Bank-by-Mail 
Savings Bonds 
Direct Deposit 

Social Securig 
Disabilitj 
Retiremerit 
Federal Recuring 
Payroll 

Treasury Tax & Loan Payments 
License Remitter Servicc 
Wire Transfers 
Night Depository Semice 
Check Imaging 
Coin Counting 
Notary Servicc 
Signature Guarantee 



TO The Stockltolders: 

Management of First Bankers Trzrstshares, Inc. has 
prepared and is responsible for the integrit?, and 
consistency qf the financial statenients and other 
related iiqormation contained in this Annual Report. 
In the opinion of .Manugement, the,/inancial 
statements, which necessarily include amounts based 
on Managemenl estimates and judgements, have 
been prepared in coifornzity with accounting 
principles generally accepted in the United States of 
America and appropriate to the circumstances. 

In meeting its responsibili?,, First Bankers 
Trustshares maintains a system of internal controls 
and procedures designed to provide reasonable 
assurance that assets are safeguarded, that 
transactions are executed iri accordance with 
established policies andpractices, and that 
transactions are properly recorded so as to permit 
preparation of financial statements that.fair1.v 
presentjinancial posit ion and results of operations 
in conformi@ with accounting principles generally 
accepted in the United States of America. Internal 
controls and procedures are augmented by written 
policies covering standards ofpersonal and business 
conduct and an organization structure providingfor 
division ojresponsibility and authori@. 

The effectiveness of; and compliance with, 
established control systems are monitored through a 
continuoirs prograni of internal audit and credit 
e.xaminations. In recognition of cost-benejit 
relationships and inherent control limitutions, some 
jeatures ojthe control systems are designed to detect 
rather than prevent errors, irregularities and 
departures from approvedpolieies and practices. 
Management believes the sys tern of controls has 
prevented or detected, on a timely basis, anji 
occurrences that could be material to the financial 
.statements and that iimely corrective actions have 
been initiated when appropriate. 

MANAGEMENTS REPOFU 1 2  

First Bankers Trustshares engaged thejirm of 
McGladrey & Pullen, LLP, Independent Auditors, to 
render an opinion on tl7e corisolidated,financiu~ 
statements. To the best of our howledge, the 
Independent Auditors were provided with access to 
all information and records necessaiy to render 
their opinion. 

The Board ofDii-ectors exercises its responsibili?, 
f i r  the financial statements and relaied injoiwmtion 
through the Audit Committee, which is composed 
entirely of outside directoi-s. The Audit Committee 
meets regularly with Maitagement, the internal 
auditing staff and the Independent Auditors to assess 
the scope of the annual audit plan and to discuss 
audit, internal control andjinancial reporting issues, 
including major changes in accounting policies and 
reporting practices. The Independent Auditors also 
meet with the Audit Committee, without Managemen t 
being present, to afford them the opportunity to 
discuss the adequacy of compliance with established 
policies and procedures and the quality of financial 
reporting. 

Donald K. Gnuse 
President and Chief Executive Officer 

Joe J. Leenerts 
Senior Vice President/Treasurer 
and Chief Financial Officer 



MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL 
1 3  CONDITION AND RESULTS OF OPERAnONS 

Managemeni's Discussion and Analysis 
of Financial Condition and Results of Operations 

Introduction 
The following discussion of the financial condition and 
results of operations of First Bankers Trustshares, Inc. 
provides an analysis of the consolidated financial 
statements included in this annual report and focuses 
upon those factors which had a significant influence on 
the overall 2002 performance. 

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

The Company was incorporated on August 25,1988, and 
acquired First Midwest Bank/ M.C.N.A. (the Bank) on 
June 30, 1989. The Bank acquisition was accounted for 
using purchase accounting. Prior to the acquisition of the 
Bank, the Company did not engage in any significant 
business activities. 

Financial Management 
The primary business of the Company is that of a 
community-oriented financial institution offering a 
variety of financial services to meet the needs of the 
communities it serves. The Company attracts deposits 
fiom the general public and uses such deposits, together 
with borrowings and other funds, to originate one-to-four 
family residential mortgage loans, consumer loans, small 
business loans and agricultural loans in its primary 
market area. The Company also invests in mortgage- 
backed securities, investment securities consisting 
primarily of US.  government or agency obligations, 
financial institution certificates of deposit, and other 
liquid assets. 

The Company's goal is to achieve consistently high levels 
of earning assets and loanideposit ratios while 
maintaning effective expense control and high customer 
service levels. The term "high level" means the ability to 
profitablv increase earning assets. As deposits have 
become fully deregulated, sustained earnings 
enhancement has focused on "earning asset" generation. 
The Company will focus on lending money profitably, 
controlling credit quality, net interest margin, operating 
expenses and on generating fee income from services. 

292 30240 
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At Decembcr 3 1,2002, the Company had assets of 
$3 11,920,000 compared to $3 10,668,000 at December 
31,2001. Cash and due from banks increased 31.19%, 
federal funds sold increased 42.11% and gross loans 
increased 6.54% over year end 2001 balances. The 
28.26% reduction in securities balances, an increase in 
Federal Homc Loan Bank advances of 46.15% and an increase 
in notes payable of $4,500,000 were used to fund the growth 
mentioned above and the repurchase of common stock of 
$7.429,000. 

Demand for the Bank's lending products, including 
commercial lines of credit, residential real estate, and 
direct consumer loans has traditionally been moderately 
strong. Commercial (15.84%), and agricultural (16.52%) 
lending experienced growth during 2002. Approximately 
$13,294,000 of fmed rate long-term residential real estate 
loans were sold in the secondary market during 2002 
while $141719,000 were sold in 2001. Agricultural real 
estate loans totaling $385,000 were sold in the secondary 
market during 2002, while $1,622,000 were sold in 2001. 
In addition, under the Company's student loan program, 
approximately $298,000 in student loans were sold to 
Sallie Mae during 2002 compared to $370,000 sold in 
2001. Management continues to place emphasis on the 
quality versus the quantity of the credits placed in the 
portfolio. 

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

Results of Operations Summary 
The Company's earnings are primarily dependent on net 
interest income, the difference between interest income 
and interest expense. Interest income is a function of the 
balances of loans, securities and other interest earning 
assets outstanding during the period and the yield earned 
on such assets. Interest expense is a function of the 
balances of deposits and borrowings outstanding during 
the same period and the rates paid on such deposits and 
borrowings. The Company's earnings are also affected by 
provisions for loan losses, service charges, trust income, 
other non-interest income and expense and income taxes. 

Non-interest expense consists primarily of employee 
compensation and benefits, occupancy and equipment 
expenses, amortization and general and administrative 
expenses. 

Prevailing economic conditions as well as federal 
regulations concerning monctaT and fiscal policies as 
they pertain to financial institutions significantly affect 
the Company. Deposit balances are influenced by a 
number of factors including interest rates paid on 
competing personal investments and the level of personal 
income and savings within the institution's market. In 
addition, growth of deposit balances is influenced by the 
perceptions of customers regarding the stability of the 
financial services industry. Lending activities are 
influenced by the demand for housing, competition from 
other lending institutions, as well as lower interest rate 
levels, which may stimulate loan refinancing. The 
primary sources of funds for lending activities include 
deposits, loan payments, borrowing and funds provided 
from operations. 

For the year ended December 31,2002, the Company 
reported consolidated net income of S3,242,000, a 
$21 5,000 (6.22%) decrease from 2001. Net interest 
income for the periods being compared increased 
$754,000 or 8.12%. Other income decrcased $448,000 
(1 1 .SO%) while other expenses increased $568,000 
(7.51%) over 2001 totals. 

Analysis of Net Income 

The Company's assets are primarily comprised of interest 
earning assets including commercial, agricultural, 
consumer and real estate loans, as well as federal funds 
sold, interest bearing deposits in banks and securities. 
Avcrage earning assets equaled $289,637,000 for the year 
ended December 3 I ,  2002. A combination of interest 
bearing and non-interest bearing deposits, long term debt, 
federal funds purchased, securities sold under agreement 
to repurchase, other borrowings and capital funds are 
employed to finance these assets. 

Net Income 

J1,UOO 

$3.000 

52.uoo 

$I,UOO 

*n 
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$ 10,042 S 8.780 

3.41% 3 26% 3 40% 

The yield on average earning asscts for the year ended 
2002 was 6.14% while the average cost of funds for the 
same period was 3.17% on average interest bearing 
liabilities of S244,760,000. The yield on average earning 
assets for the year ended 2001 was 7.10%, while the 
average cost of funds for thc same period was 4.55% on 
average interest bearing liabilities of $2401977,000. 
Average earning asset growth exceeded average paying 
liability growth by $595,000. This factor coupled with 
the reduction in cost of funds of 138 basis points and 
yield of 96 basis points, assisted in increasing net interest 
margin by 21 basis points. 

Provision for Loan Losses 
The allowance for loan losses as a percentage of net loans 
outstanding is 1.14% at December 31,2002, compared to 
1.22% at December 3 1,2001, Net loan charge-offs 
totaled $997,000 for the year ended December 3 1, 2002 
compared to $299,000 in 2001. 

The amounts recorded in the provision for loan losses are 
determined from management's quarterly evaluation of 
the quality of the loan portfolio. In this review, such 
factors as the volume and character of the loan portfolio, 
general economic conditions and past loan loss 
cxpeiience are considered. Management believes that the 
allowance for loan losses is adequate to provide for 
possible losses in the portfolio at December 31,2002. 

Other Income 
Other income may be divided into two broad categories - 
recumng and non-rccumng. Trust fees and service 
charges on deposit accounts arc the major sources of 
recumng other income. Investment securities gains and 
other income vary annually. Other income for the period 
ended December 31, 2002 was $3,449,000, a decrease of 
$448,000 (1 1.50%) from 2001. The securities gains of 
$85,000 were gcncrated from the implementation of an 
invcstment strategy that was directed to the enhancement 
of earnings for future periods. 

Other Expense 
Other expenses for the period ended December 3 1,2002 
totaled $8,130,000, an increase of $568,000 (7.51%) from 
2001 year end totals. Salaries and employcc benefits 
expense aggregated 53.86% and 53.81% oftotal other 
expense for the year ended December 3 1,2002 and 200 1 
respectively. 
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Income Taxes 
The Company files its Federal incomc tax return on a 
consolidated basis with the Bank. See Note 17 to the 
consolidated financial statements for detail of income 
taxes. 

Liquidity 
The concept of liquidity comprises the ability of an 
enterprise to maintain sufficient cash flow to meet its 
needs and obligations on a timely basis. Bank liquidity 
must thus be considered in terms of the nature and mix of 
the institution's sources and uses of funds. 

Bank liquidity is provided from both assets and liabilities. 
The asset side provides liquidity throngh regular 
maturities of investment securities and loans. Investment 
securities with maturities of one year or less, deposits 
with banks and federal funds sold are a primary sourcc of 
asset liquidity. On December 3 1, 2002. these categories 
totaled $49,366,000 or 15.83% of assets, compared to 
$31,380,000 or 10.10% the previous year. 

As of Deccmber 31, 2002, securities held to maturity 
included $253,000 of gross unrealized gains on securities 
which management intcnds to hold until maturity. Such 
amounts are not expected to have a material effect on 
hture earnings beyond the usual amortization of premium 
and accretion of discount. 

Closely related to the management of liquidity is the 
management of rate sensitivity (management of variable 
rate assets and liabilities), which focuses on maintaining 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 margins and minimize risk due to changes in 
interest rates. 

The Company's Assct'Liability Committee is charged 
with the responsibility of pmdcntly managing the 
volumes and mixes of assets and liabilities of the 
subsidiary Bank. 

Management believes that it has structured its pricing 
mechanisms such that the nct interest margin should 
maintain acceptable Ievcls in 2003, regardless of the 
changes m interest rates that may occur. The following 
table shows the repricing period for interest-earning 
assets and interest-beaxing liabilities and the rclated 
repricing gap (Amounts in thousands of dollars): 

Effects of Inflation 
Until recent years, the economic environment in which 
the Company operates has been one of significant 
increases in the prices of most goods and services and a 
corresponding decline in the purchasing power of the 
dollar. 
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Banks are affected differently than other commercial 
entetprises by the effects of inflation. Some reasons for 
these disparate effects are a) premises and equipment for 
banks represent a relatively small proportion of total 
assets; b) a bank's asset and liability structure is 
substantially monetaq in nature, which can be converted 
into a fixed numbcr of dollars regardless of changes in 
prices, such as loans and deposits; and c) the majority of a 
bank's income is generated through net interest income 
and not from goods or services rendered. 

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

Capital 
The ability to generate and maintain capital at adequate 
levels is critical to the Company's long term success. A 
common measure of capitalization for financial 
institutions is primary capital as a percent of total assets. 

Regulations abo require the Company to maintain certain 
minimum capital levels in relation to consolidated 
Company assets. Regulations require a ratio of capital to 
risk-weighted assets of 8.00 percent. 

The Company's capital, as defined by the regulations, was 
10.98 percent of risk-weighted assets at December 31, 
2002. In addition, a leverage ratio of at least 4.00 percent 
is to be maintaincd. At December 31, 2002, the 
Company's leverage ratio was 7.18 percent. 

Risked Based Capital Ratios 

16.no%f I I 
14.00% 

12.00% 

in.oo*/o 
s.no% 
6.00% 

4.0046 

z.on% 

0.00% 

Asset Liability Management 
Since changes in interest rates may have a significant 
impact on operations the Company has implemented, and 
currently maintains, an asset liability management 
committee at the Bank to monitor and react to the 
changes in interest rates and other economic conditions. 
Research concerning intcrest rate risk is supplied by the 
Company from information received from a third party 
source. The committee acts upon this information by 
adjusting pricing, fee income parameters, andor 
marketing emphasis. 

Common Stock Information and Dividends 
The Company's common stock is held by 258 
shareholders as of December 31, 2002, and is traded in a 
limited over-the-counter market. 

On December 31, 2002 the market price of the 
Company's common stock was $14.75. Market price is 
based on stock transactions in the market. Cash dividends 
on common stock of $501,000 were declared by the 
Board of Directors of the Company for the year ended 
December 3 1,2002. 

Closing Share Price Data 

s20.no 

$lS.OO 

$16.00 

$14.00 

$12.00 

sIn.00 

$8.00 

$6.00 

$4.00 

$2.00 

sn nn 
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Financial Report 
Upon written request of any shareholder of record on 
December 31,2002, the Company will provide, without 
charge, a copy of its 2002 Annual Report including 
financial statements and schedules. 

The Company filed a Form 15 with the Securities and 
Exchange Commission to discontinue the filing of 
quarterly (10-Q) and annual (10-K) reports based on the 
Company’s number of stockholders, however, the 
Company does prepare similar reports to those required 
under the Securities Exchange Act of 1934. 

Notice of Annual Meeting of Stockholders 
The annual meeting of stockholders will be May 13,2003 
at 9:OO A.M. at the Quincy Holiday Inn, 201 South 3rd 
Street, Quincy, Illinois. 
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McGladrey& Pullen 
Certified Public Accountants 

To the Board of Directors 
First Bankers Trustshares, Inc. 
Quincy, Illinois 

We have audited the accompanying consolidated balance sheets of First Bankers Trustshares, Inc. and 
subsidiaries as of December 3 I ,  2002 and 200 I ,  and the related consolidated statements of income, changes in 
stockholders' equity and cash flows for the years ended December 3 1,2002,2001 and 2000. 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 auditing 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 statements referred to above present fairly, in all material respects, the 
financial position of First Bankcrs Trustshares, Inc. and subsidiaries as of December 31,2002 and 2001, and the 
results of their operations and their cash flows for the years ended December 31, 2002, 2001 and 2000, in 
conformity with accounting principles generally accepted in the United States of America. 

/ % k v  /A?&, LLP 

Davenport, Iowa 
February 14,2003 

Mdibdrey a Pullen, UP ir an indepndem mernbet hm d 
RSM International. an affiliation of indspenM anounling 
andux1"m"gfirns. 
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FINANCIAL SUMMARY 

FIRST BANKERS TRUSTSHARES, INC. 
CONSOLIDATED BALANCE SHEETS 

(Amounts in thousands of dollars, except share and per share data) 

See notes to consolidated financial statements 
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F I N A N C I A L S U M W Y  

FIRST BAKKERS TRUSTSHARES, IKC. 
CONSOLIDATED STATEMENTS OF INCOME 

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

s gains (losses), net 

$ 4,379 
551 
699 
391 

Professional semces 197 

1,913 
$ 8,130 
$ 4,371 

1,129 
$ 3,242 

$ 1.49 $ 1.34 
See notes to consolidated financial statement, 

$ 3,650 
480 
608 
326 
148 
134 

1,605 
$ 6,951 
$ 4,289 

1,282 
$ 3,007 

$ 1.17 
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FIRST BANKERS TRUSTSHARES, INC. 
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY 

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

Years Ended December 31,2002.2001 and 2000 

Accumulated 
Additional Other 

Preferred Common Paid In Comprehend, e 

Other comprehcnsi5e (loss), 
net of wx, (Note 2) 1,443 

Comprehensne income 4,450 
entto reflect two-forme 
on stock split (Note 20) 

Dividends declared on common 

3,457 

433 
Other cornprehensile Income, 

net of tax, (Note 2)  
Comprehenswe income 3, 

Dividends declared on common 

Net income 
Other eomorehenrive income. 

3,242 3,242 

net oft&, (Note 2) 541 
Comprehensw income $ 3,783 

mmon stock far the treasurv 
idends declared on common 

See notes to consolidated financial statements 
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FIRST BANKERS TRUSTSHARES, INC. 

CONSOLIDATED STATEMENTS OF CASH FLOWS 
(Amounts in thousands of dollars) 

om Qgeratiog Ac&ities 

(continued) 
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I See notes to consolidated financial statements 

FIRST BANKERS TRUSTSHARES, INC. 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

(Amounts in thousands of dollars) 

ental disclosure of sh flow information, 

tal schedule of noneas 
cfivities: 

Net change in accumulated other comprehensive 
(loss), unrealized gains on securities available 

$ 541 $ $ 
nsfer of loans to other real estate owned $ 2 99 $ $ 

1,443 __ 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 25 * 

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 in Missouri. Tmst services are 
provided through trust offices located in Quincy and Chicago, Illinois, Philadelphia, Pennsylvania and Phoenix, Arizona. 

Significant Accounting Policies 
The accounting and reporting policies of First Bankers Trustshares, Inc. and its subsidiaries conform to generally accepted 
accounting principles and general practices within the banking indushy. The following is a summary of the more 
significant of these policies. 

Accounting 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 liabilities and disclosure of contingent assets 
and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting 
period. Actual results could differ from those estimates. The allowance for loan losses is inherently subjective as it requires 
material estimates that are susceptible to significant change. The fair value disclosure of financial statements is 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 wholly-owned 
subsidiaries, First Bankers Trust Company, National Association (the "Bank") and FBIL Statutory Trust 1. All significant 
intercompany accounts and transactions have been eliminated in consolidation. 

Presentation of Cash Flows 
For purposes of reporting cash flows, cash and due from banks includes cash on hand and amounts due from banks, 
including cash items in process of clearing. Cash flows from federal h d s  sold, loans to customers, deposits, and short- 
term borrowings are reported net. 

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

Securities 
Securities held to maturity are those for which the Bank has the ability and intent to hold to maturity. Securities meeting 
such criteria at the date of purchase and as of the balance sheet date are camed 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 or decreases in accumulated other comprehensive income, as a separate 
component of equity. 

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

There were no trading securities at December 31,2002 and 2001. 

Loans 
Loans are stated at the principal amount outstanding, net of an allowance for loan losses. Interest on loans is credited to 
operations as earned, based upon the principal amount outstanding. 
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1. NATURE OF BUSNESS AND SUMMARY OF SJGNTFICANT ACCOUNTING POLICIES (Continued) 

It is the Bank's policy to discontinue the accrual of interest income on any loan when, in the opinion of management, there 
is reasonable doubt as to the timely collection of interest or principal. Interest on these loans is credited to income only 
when the loan is removed &om nonaccrual status. Nonacciual loans are returned to an accrual status when, in the opinion of 
management, the financial position of the borrower and other relevant factors indicate there is no longer any reasonable 
doubt as to the timely payment of principal or interest. 

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 consistent with prudent lending practices and anticipates the potential for 
economic fluctuations. Collateral varies but may include accounts receivable, inventory, property, equipment and income- 
producing commercial properties. I t  is the Bank's policy to file financing statements and mortgages covering collateral 
pledged. 

As of December 31,2002 and 2001, thc Bank had loan concentrations in agribusiness of 8.13% and 7.43%, hotel and motel 
industty of 3.74% and 4.20% and senior housing industry of 2.46% and 3.1 1%, respectively of outstanding loans. The Bank 
had no additional industry loan concentrations, which: in management's judgment, were considered to be significant. The 
Bank had no foreign loans outstanding as of December 31,2002 and 2001. 

Allowance for Loan Losses 
The allowance for loan losses is established through a provision for loan losses charged to expense. Loans are charged 
against the allowance for loan losses when management believes that the collectibility of the principal is unlikely. The 
allowance is an amount that management believes will be adequate to absorb losses inherent in existing loans and 
commitments to extend loans based on evaluations of the collectibility and prior loss experience. The evaluations take into 
consideration such factors as changes in the nature and volume of the portfolio, overall portfolio quality, loan 
concentrations, specifc problem loans and commitments, and current and anticipated economic conditions that may affect 
the borrower's ability to pay. 

Loans are considered 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 flows of interest and principal discounted at the loan's 
effective interest rate or on the fair value of the collateral for collateral dependent loans. The entire change in present value 
of expected cash flows of impaired loans is reported as bad debt expense in the same manner in which impairment initially 
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, only whencontrol over the assets has been surrendered. Control 
over transferred assets is deemed to be surrendered when (I) the assets have been isolated from the Company, (2) the 
transferee obtains the right to pledge or exchange the assets it received, and no condition both constrains the transferee &om 
taking advantage of its right to pledge or exchange and provides more than a modest benefit to the transferor, and (3) the 
Company does not maintain cffective control over the transferred assets through an agreement to repurchase them before 
their maturity or the ability to unilatcrally cause the holder to return specific assets. 

Credit Related Financial Instruments 
In the ordinary course of business, the Bank h a  entered into commitments to extend credit, including commitments under 
lines of credit and standby letters of credit. Such financial instruments are 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 foreseeable future are classified as held for sale and are recorded 
at the lower of aggregate cost or market value. At December 31,2002 and 2001, loans held for sale consist of residential 
real estate loans. 
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Premises, Furniture and Equipment 
Premises, h i t u r e  and equipment are stated at cost less accumulated depreciation. Dcpreciation is determined using the 
straight-line method over the estimated useful lives of the assets. 

Other Real Estate Owned 
Other real estate owned (OREO), which is included with other assets, rcprcscnts properties acquired through foreclosurc, in- 
substance foreclosure or other proceedings. Any write-down to fair value at the time of the transfer to OREO is charged to 
the allowance for loan losses. Property is evaluated regularly to ensure that the recorded amount is supported by the current 
fair value. Subsequent write-downs to fair value are charged to earnings. 

Intangibles 
Goodwill totals $334,000 at December 31, 2002 and 2001 represents the unamortized cost of the inveshnent in the Bank in 
excess of the fair value of net assets acquired. In July 2001, the Financial Accounting Standards Board issued Statement 
No. 142, Goodwill and Other Intangible Assets. Statement No. 142 eliminates the amortization of goodwill and other 
intangibles that are determined to have an indefinite life; and requires, at a minimum, annual impairment tests for goodwill 
and other intangible assets that are determined to have an indefinite life. For the Company, the provisions of the Statement 
were effective January 1, 2002. Implementation of Statement No. 142 has impacted the Company’s consolidated financial 
statements in that yearly goodwill amortization of $134,000 is no longer recorded. 

Earnings Per Share of Common Stock 
Basic earnings per share of common stock is computed by dividing net income, after deducting prcfcrrcd stock dividends: 
by the weighted average number of shares outstanding during each reporting period. Diluted earnings per share of common 
stock assumes the conversion, exercise or issuance of all potential common stock (common stock equivalents) unless the 
effect is to reduce the loss or increase the income per common share from continuing operations. The Company had no 
common stock equivalents as of and for thc ycars cnding Dcccinbcr 31, 2002, 2001, and 2000. 

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 carryfornards and deferred tax liabilities are recognized for taxable temporary 
differences. Teinporaiy differences are the differences between the reported amounts of asscts and liabilities and their tax 
bases. Deferred tax asscts arc rcduccd by a valuation allowancc 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 asscts and liabilities are adjusted 
for the effects of changes in the tax laws and rates on the date of enactment. 

2. COMPREHENSIVE INCOME 

Comprehensive income is defined as the change in equity during a period from transactions and othcr cvcnts from non- 
owner sources. Comprehensive income is the total of net income and other comprehensive income, which for the Company 
is comprised entirely of unrealized gains and losses on securities available for salc. 
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2. COMPREHENSIVE INCOME (Continued) 

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

Before tax Net of tax 
ecember 31,2002 
ns on securities availab 

ng gains arising dunn $ 954 $ 594 

g gains ans 

85 
$ 869 

$ 1,146 

53 
$ 541 

$ 709 

446 276 
$ 700 

$ 2,070 $ 1,283 

(16 
1,443 

(258) 
$ 2,328 s 

3. RESTRICTIONS OK CASH AND DUE FROM BANKS 

The Bank is required to maintain a resene balance with the Federal Reserve Bank of St. Louis. The total of the reserve 
balance was approximately $3,357,000 and $3,074,000 at December 31, 2002 and 2001, respectively. 

4. SECURITIES 

The amortized cost and fair values of securities held to maturity as of December 31, 2002 and 2001 are as follows (Amounts 
in thousands of dollars): 

2002 
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4. SECURITIES (Continued) 
I 

Amortized Unrealized 
Coat (Losses) 

$ 215 $ 
9,405 (141) 

$ 9,620 $ (141) 

The amorhzed cost and fair values of securities available for sale as of December 31, 2002 and 2001 are a.s follows 
(Amounts in thousands of dollars): 

Amortized 

al subdivisions 

cies and corporations 

$ 65,717 $ 815 $ (2 10) $ 66.442 

The amortized cost and fair value of securities as of December 3 I ,  2002 by contractual maturity, are shown below. 
Expected maturities may differ from contractual maturities because the corporate securities and mortgages underlying the 
collateralized mortgage obligations may be called or prepid without penalties. Therefore, these securities are not included 
in the maturity categories in the following summaries (Amounts in thousands of dollars): 

to maturitv: 
Due in one vear or less 

I through five years 

Due after one year through five years 

Amortized 
cost 

$ 1,386 

2,567 
2,307 

$ 8,700 

2,440 

Amortized 
cost  

16,111 
4,924 

18,121 
$ 39,256 

1,434 
3,643 

$ 44,333 

$ 1 on 

Fair 
\'due 

$ 1,400 
5 5 6 3  
2,644 
2,346 

$ 8 8 5 3  

Fair 
Value 

$ 40,721 
1,460 
3,686 

$ 45.867 
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4. SECURITIES (Continued) 

Information on securities sold during the years ended December 3 I .  2002,2001 and 2000 follows (Amounts in thousands of dollars): 

2002 
$ 7,998 

$ 104 
$ 19 261 

The sales of securities held to maturity during the year ended December 3 1,2000 were made in accordance with the 
provisions of Financial Accounting Standards No. 115. The sales qualified as in-substance maturities, as defined in the 
standard. 

As of December 31,2002 and 2001 securities with a carrying value of approximately $37,274,000 and $46,975,000 
respectively, were pledged to collatera!ize deposits and securities sold under agreements to repurchase and for other 
purposes as required or permitted by law. 

5. LOANS 

The composition of net loans outstanding as of December 3 1,2002 and 200 I are as follows (Amounts in thousands of 
dollars): 

2002 
$ 105,405 

16,416 
3,305 

38,290 
38,321 

194 
$ 201,931 

(2,305) 
$ 199,626 

Loans on which the accrual of interest has been discontinued totaled $104,000 and $148,000 as of December 31,2002 and 
2001, respectively. The foregone interest had the effect of reducing interest income by $7,000 and had no impact on 
earnings per share of common stock for the year ended December 31,2002. The foregone interest for the years ended 
December 31, 2001 and 2000 had the effect of reducing interest income by $16,000 and $26,000, respectively. There was 
no impact on earnings per share of common stock for the year ended December 31,2001 and a decrerse of $.Ol on earnings 
per share of common stock for the year ended 2000. 

Impaired loans were not material at December 3 1,2002 and 2001 

Loans past due 90 days or more and still accruing interest totaled $58,000 and $429,000 at December 31, 2002 and 2001. 
respectively. 
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5. LOANS (Continued) 

Activity in the allowance for loan losses d u n g  the years ended December 31, 2002,2001 and 2000 is summarized below 
(Amounts in thousands of dollars): 

$ 2,305 

Mortgage loans serviced for others are not included in the accompanying consolidated statements of financial condition. 
The unpaid prmcipal balances of these loans totaled $46,534,000 and $15,327,000 at December 31,2002 and 2001, 
respectively. 

In the ordinary course of business. the Bank has loans uith directors, pnncipal officers, their immediate families and 
affiliated companies in which they are pnncipal stockholders (hereafter referred to 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 time 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 dunng 2002 and 
2001 is as follows (Amounts in thousands of dollars). 

2002 
$ 3,320 

4,959 
(5,640) 

$ 2,639 

6. PREMISES, FURNITURE AND EQUIPMENT 

The cost, accumulated depreciation and net book value of premises, fumiturc and equipment as of December 3 I ,  2002 and 
2001 is summarized as follows (Amounts in thousands of dollars): 

2002 
s 926 

3,555 
4,884 

$ 9,365 
(5,283) 

$ 4,082 

7. TIME DEPOSITS 

The aggregate amount of time dcposits, each with a minimum denomination of $100.000, was approximately $23,540,000 
and $26,648,000 at December 31,2002 and 2001, respectively 

At December 31,2002, the scheduled maturities of time deposits are as follows (Amounts in thousands of dollars). 

$ 54,339 
21,733 
15,632 
12,852 
7,545 

$ 112.101 
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8. SHORT TERM BORROWINGS 

The followmg is a summaty of short-term borrowngs outstanding as of December 31,2002 and 2001 (Amounts in 
thousands of dollars): 

2002 
$ 

4,200 
s 4,200 

~ 

Federal funds purchased are ovemght borrowings from other financial institutions. 

Securities sold under agreements to repurchase are short-term borrowings that generally mature within 180 days fkom the 
dates of issuance 

Other information concerning secunhes sold under ageements to repurchase is summarized as follows (Amounts in thomands 
of dollars) 

2002 
y balance during they $ 4,423 

3.50% 
2 . 5 0 ~ ~  

$ 6,173 
en 

$ 6,255 
$ 6,572 

9. FEDERAL HOME LOAN BANK ADVANCES 

Federal Home Loan Bank (FHLB) advances are summarized as follow at December 3 1,2002 and 2001: 

Interest Rate 

4.55 
4.89 

Weighted 
Average 

Interest Rate 

4.90% 
4.60 
4.89 

At December 31,2002 and 2001, advances totaling $5,000,000 maturing in 2004 and 2008 have call features that could be 
implemented in 2003. First mortgage loans of approximately $31,667,000 and $21,667,000, as of December 31, 2002 and 
2001, respectively, are pledged as collateral on FHLB advances. 

10. NOTE PAYABLE 

At December 31, 2002, the Company has a note payable due to a Bank with quarterly payments at 3 month LIBOR plus 175 
basis points, which is due March 27, 2005. Principal is payable in 2 installments of $500,000 each, beginning March 27, 
2003, and annually thereafter, plus a final payment equal to all unpaid principal and interest at maturity. The note is 
secured by 170,000 shares of common stock of the Bank. 

The note payable includes certain restrictive covenants regarding the Bank’s regulatoly capital and other ratios 
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11. COMPANY OBLIGATED MANDATORILY REDEEMABLE PREFERRED SECURITlES OF SUBSIDIARY 
TRUST HOLDING SOLELY SUBORDNATED DEBENTURES 

During 2000 the Company issued 5,000 shares of Company Obligated Mandatorily Redeemable (COMR) Preferred 
Securities of FBIL Statutory Trust I Holding Solely Subordinated Debentures. Distributions are paid semi-annually. 
Cumulative cash distributions are calculated at a 10.60% annual rate. The Company may, at one or more times, defer 
interest paymcnts 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 maturity 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 securities can be redeemed at par. Any accrued and unpaid distributions to the date of 
the redemption must also be paid. 

Holders of the capital securities have no voting rights, are unsecured and rank junior in priority of payment to all of the 
Company's indebtedness and senior to the Company's capital stock. 

The debentures are included on the balance sheet at December 3 1,2002 as liabilities. For regulatory purposes, the entirc 
amount of the capital securities is allowed in the calculation of Tier I capital. 

12. COMMlTMENTS AND CONTINGENCIES 

Financial instruments with off-balance sheet risk 

The Bank, in the normal course of business, is a party to financial instruments with off-balance sheet risk to meet the 
financing needs of its customers. These financial instruments include unused lines of credit and standby letters of credit. 
Those instruments involve, to vaqing degrees, elements of credit and market risk in excess of the amount recognized in the 
consolidated balance sheets. 

The Bank's exposure to credit loss in the event of nonperformance by the other party to the financial instrument for unused 
lines of credit and standby letters of credit is represented by the contractual amounts of those instruments. The Bank uses 
the same 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 31,2002 and 2001 is as follows (Amounts in thousands of dollars): 

2002 
$ 28,809 

883 

Unused lines of credit are agreements to lend to a customer as 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 fee. Since many of the agreements are expected to expire without being drawn upon, the total commitment amounts do 
not necessarily represent future cash requirements. The Bank evaluates each customers' credit worthiness on a case-by-case 
basis. The amount of collateral obtained if deemed necessary by the Bank upon extension of credit is based upon 
management's credit evaluation of the counter-party. Collateral varies but may include accounts receivable, inventory, 
property, equipment, and income-producing commercial properties. 
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12. COMMITMENTS AND CONTINGENCIES (Continued) 

Standby letters of credit are conditional commitments issued by the Bank to guarantee the performance of a customer to a 
third party. Those guarantees are primarily issued to support public and private borrowing arrangements and, generally, 
have terms of one year, or less. The credit risk involved in issuing letters of credit is essentially the same as that involved in 
extending loan facilities to customers. The Bank holds collateral, as detailed above, supporting those commitments if 
deemed necessary. In the event the customer does not perform in accordance with the terms of the agreement with the third 
party, the Bank would be required to fund the commitment. The maximum potential amount of future payments the Bank 
could be required to make is represented by the contractual amount shown in the summary above. If the commitment is 
funded the Bank would be entitled to seek recovery from the customer. At December 3 1,2002 and 2001 no amounts have 
been recorded as liabilities for the Bank’s potential obligations under these guarantees. 

The Company has executed contracts for the sale of mortgage loans in the secondaq market in the amount of $1,175,000 
and $2,178,000 at December 31, 2002 and 2001, respectively. These amounts are included in loans held for sale at the 
respective balance sheet dates. 

A portion of residential mortgage loans sold to investors in the secondary market are sold with recourse. Specifically, 
certain loan sales agreements provide that if the borrower becomes 60 days or more delinquent during the first six months 
following the first payment due, and subsequently becomes 90 days or more delinquent during the frst 12 months of the 
loan, the Bank must repurchase the loan from the subject investor. In the opinion of management, the risk of recourse to the 
Bank is not significant and, accordingly, no liability has been established. 

Concentration of credit risk 

Aside from cash on hand and in-vault, the majority of the Company’s cash is maintained at US Bank, N.A., Commerce 
Bank, N.A., and the Federal Home Loan Bank of Chicago. The total amount of cash on deposit and federal funds sold 
exceeded federal insurance limits at the respective institutions by approximately $4,969,000, $9,956,000, and $21,780,000, 
respectively as of December 31, 2002. In the opinion of management, no material risk of loss exists due to the fmancial 
condition of the institutions. 

13. BENEFITS 

The Bank’s retirement plan, which covered substantially all full time employees (working over 20 hours pcr week) after 
compktion of one year of service and attaining the age of 2 1 was terminated effective December 3 1,2001. Monies 
associated with the plan were transferred into the Company’s 401K plan. The Bank contributed an amount adequate to fund 
the Target Benefit as determincd by various plan assumptions. The Target Benefit was 17.5% oftotal compensation and is 
based on the employee’s highest consecutive five years of compensation while a participant. 

The Bank also has a 401 K plan, which is a tax qualified savings plan, to encourage its employees to save for retirement 
purposes or other contingencies. Substantially all full time (working ovcr 1000 hours per year) employees of the Bank are 
eligible to participate in the Plan on the later of January 1 st or July 1 st after completion of one year of service and attainins 
the age of 21. The employee may elect to contribute up to 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 contribution 
to the plan after five years of service. Employee Contributions and vested Bank contributions may be withdrawn only on 
termination of employment, retirement, or death. 

Under the Employee Incentive Compensation Plan, the Bank is authorized at its discretion, pursuant to the provisions of the 
plan, to establish on an annual basis, a bonus fund, which will be distributed to certain employees, based on their 
performance. The Employee Incentive Compensation Plan docs not become effective unless the Bank exceeds established 
income levels. 
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13. BENEFITS (Continued) 

Contributions to the target benefit plan for the years ended December 3 I ,  2001 and 2000 totaled S63,OOO and $106,000 
respectively. Contributions to the 401(k) plan for the year ended December 31,2002 totaled $204,000. No contributions to 
the 401K Plan were made in 2001 and 2000. Contributions made to the incentive compensation plan for the year ended 
December 31,2002 were none, $143,000 and $179,000 for the years ended December 31,2002,2001 and 2000, 
respectively. 

14. PREFERRED STOCK 

Fifty thousands shares of Series A preferred stock with a stated value of $50.00 per share are authorized. Preferred Stock 
was authorized in June 1989. The Company issued thirty-eight thousand shares of Series A Preferred Stock in June 1989 
for a total consideration of $1,900,000. The stock pays quarterly cumulative dividends at a per annum rate of 8.50% on the 
last day of March, June, September, and December. The holders of the Preferred Stock do not have any conversion rights. 
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 to vote to: (a) approve the creation or issuance of any class of securities 
ranking, as to the payment of dividends or as to the distribution upon liquidation, 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, limitations or restrictions and special or relative rights of the Preferred Stock; and 
(c) approve any reduction in the Company's stated capital below levels existing on the date on which the Company sells the 
Preferred Stock. They will also be allowed to vote on all matters as required by Delaware law. The Company can redeem 
the Preferred Stock at any time. The redemption amount (and the liquidation preference) will be the face value of the shares 
plus all accmed and unpaid dividends. 

15. DIVIDENDS AND REGULATORY CAPITAL 

The Company's stockholders 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 is 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 earnings, capital 
requirements and financial condition of the Company and the Bank as well as general economic conditions and other 
relevant factors affecting the Company and the Bank. 

Under the provisions of the National Bank Act the Bank may not, without prior approval of the Comptroller of the 
Currency, dechre dividends in excess of the total of the current and past two year's earnings less any dividends already paid 
from those earnings. 

The Company and Bank are subject to various regulatory capital requirements administered by the federal banking agencies 
Failure to meet minimum capital requirements can initiate 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 
adequacy guidelines and the regulatory flamework for prompt corrective action, the Company and Bank must meet specific 
capital guidelines that involve quantitative measures of the Bank's assets, liabilities, and certain off-balance-sheet items as 
calculated 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. Prompt corrective 
action provisions are not applicable to bank holding companies. 

Quantitative measures established by regulation to enswe 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 defmed in the regulations) to risk- 
weighted assets (as defined) and of Tier I capital (as defined) to avcrage assets (as defined). Management believes, as of 
December 31,2002, that the Company and Bank meet all capital adequacy requirements to which they are subject. 

The most recent notification from the Office of the Comptroller of the Currency categorized the Bank as well capitalizcd 
under the regulatory flamework for prompt corrective action. To be Categorized as adequately or well capitalized the Bank 
must maintain minimum total risk-based, Tier 1 risk-based, and Tier I 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. 



' * NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 36 

15. DIVIDENDS AND REGULATORY CAPlTAL (Continued ) 

The Company's and Bank's actual capltal amounts and ratios are also presented In the table. (Amounts in thousands of 
dollars): 

(to Avmgc Assets) 

16. PARENT COMPANY ONLY FINANCIAL STATEMENTS 

PARENT COMPANY OYLY BALANCE SHEETS 
(Amounts in thousands of dollars) 
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16. PARENT COMPANY ONLY FNANCIAL STATEMENTS (Continued) 

PARENT COiMPANY ONLY STATEMENTS OF INCOME 
(Amounts in thousands of dollars) 

PARENT COMPANY ONLY STATEMENTS OF CASH FLOWS 
(Amounts in thousand5 of dollars) 
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17. INCOME TAX MATTERS 

The components of income tax cxpensc are as follows for the years ended December 3 1,2002.2001 and 2000 
(Amounts in thousands of dollars): 

d 

A reconciliation between income tax expense in the statements of income and the amount computed by applying the 
statutory federal income tax rate to income before income taxes is as follows (Amounts in thousands of dollars): 

Net deferred tax assets consist of the following components as of December 3 I ,  2002 and 2001 (Amounts in thousands of 
dollars): 

2002 
$ 894 

140 
$ 1,034 

$ (278) 
(582) 
(80) 

$ (940) 
$ 94 

Net deferred tax assets are included in other assets on the accompanymg consohdated balance sheets 

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

for *come €axe 
tatement of changes 

on ail 328 
$ 264 860 
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18. CURRENT ACCOUNTING DEVELOPMENTS 

The Financial Accounting Standards Board has issued Interpretation No. 45, "Guarantor's Accounting and Disclosure 
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others"- an interpretation of FASB 
Statements No. 5: 57 and 107 and rescission of FASB Interpretation No. 34." This Interpretation elaborates on the 
disclosures to be made by a guarantor in its interim and annual financial statements about its obligations under certain 
guarantees that it has issued. It also clarifies that a guarantor is required to recopize: at the inception of a guarantee, a 
liability for the fair value of the obligation undertaken in issuing the guarantee. The initial recognition and measurement 
provisions of this Interpretation are applicable on a prospective basis to guarantees issued or modified after December 31, 
2002. Implementation of these provisions of the Interpretation is not cxpccted to have a material impact on the Company's 
consolidated financial statements. The disclosure requirements of the Interpretation are effective for financial statements of 
interim or annual periods ending after December 15,2002, and have been adopted in the consolidated financial statements 
for December 31,2002. 

19. FAIR VALUE OF FINANCIAL INSTRUMENTS 

FASB Statement No. 107 "Disclosures about Fair Value of Financial Instruments" requires disclosure of fair value 
information about financial instruments, whether or not recognized in the balance sheet, for which it is practicable to 
estimate that value. In cases where quoted market prices are not available, fair values are based on estimates using present 
value or other valuation techniques. Those techniques are significantly affected by the assumptions used, including the 
discount rate and estimates of future cash flows. In that regard, the derived fair value estimates cannot be substantiated by 
comparison to independent markets, and in many cases, could not be realized in immediate settlement of the instrument. 
Statement No. 107 excludes certain financial instruments and all non-financial instruments from its disclosure requirements. 
Accordingly, the aggregate fair value amounts presented are not intended 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 instruments: 

Cash and due from banks and federal funds sold: The canying amounts reported in the balance sheets for cash and due 
from banks and federal funds sold equal their fair values. 

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

Loans and loans held for sale: For variable loans fair values are equal to carrying values. The fair values for all other types 
of loans are estimated using discounted cash flow analyses. using interest rates currently being offered for loans with similar 
terms to borrowers with similar credit quality. The fair value of loans held for sale is based on quoted market prices of 
similar loans sold in the secondary market. 

Accrued interest receivable and payable: The fair value of accrued interest receivable and payable is equal to its 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 time deposits are estimated using a discounted cash flow calculation that applies 
interest rates currently being offered on time deposits to a schedule of aggregated expected monthly maturities on time 
deposits. 

Short-term borrowings: The fair vahe of short-term borrowings is considered to equal carrying value due to the borrowings 
short-term nature. 

Federal Home Loan Bank advances and Company obligated mandatorily redeemable preferred securities: The fair value of 
Federal Home Loan Bank advances and Company obligated mandatorily redeemable preferred securities is estimated using 
discounted cash flow analyses, using interest rates currently being offered for similar borrowings. 
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19. FAIR VALUE OF FINANCIAL INSTRUMENTS (Continue) 

Note payable: The fair value for the variable rate note payable is equal to its carrying value. 

Commitments to extend credit: The fair value of these commitments is not material. 

The canying values and estimated fair values of the Company's financial instruments as of December 3 I ,  2002 and 2001 are 
as follows (Amounts in thousands of dollars): 

19. COMMON STOCK SPLIT 

On June 30, 2000 the Company issued an additiona 1 1.289,615 shares of common stock to effect a two-for-one common 
stock split. Share and per share data as of and for the years ended December 3 I ,  2000 has been retroactively adjusted for 
this split as if it occurred on December 31. 1999. 
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