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To the Shareholder of
Bancshares First, Inc.
Dublin, Ohio

Independent Auditors’ Report

We have audited the accompanying statement of financial condition of Bancshares First, Inc. as
of February 28, 2002, and the related statement of operations, changes in shareholder’s equity, and cash
flows for the year then ended that you are filing pursuant to rule 17a-5 under the Securities Exchange Act
of 1934. 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 audit.

We conducted our audit 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 audit
provides a reasonable basis for our opinion.

_ In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Bancshares First, Inc. at February 28, 2002, and the results of its operations and
its cash flows for the year then ended in conformity with accounting principles generally accepted in the
United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
as a whole. The information contained in the enclosed supplementary schedules is presented for purposes
of additional analysis and is not a required part of the basic financial statements, but is supplementary
information required by rule 17a-5 under the Securities Exchange Act of 1934. Such information has
been subjected to the auditing procedures applied in the audit of the basic financial statements, and, in our
opinion, is fairly stated in all material respects in relation to the basic financial statements taken as a
whole.

Columbus, Ohio
April 17,2002

INTERNATIONAL Cleveland Beachwood Canton Columbus Elyria



BANCSHARES FIRST, INC.
STATEMENT OF FINANCIAL CONDITION

February 28, 2002

ASSETS

CURRENT ASSETS :
Cash $
Custodial cash '
Receivable from related party
Commissions receivable
Prepaid CRD Licenses
Total assets $

LIABILITIES AND SHAREHOLDER'S EQUITY

CURRENT LIABILITIES
Commissions payable $

SHAREHOLDER'S EQUITY
Common stock, no par value, 100 shares
authorized and outstanding
Paid-in capital
Retained deficit
Total shareholder's equity

34,920
100
9,000
2,382
289

46,691

2,047

56,050

(11,406)
44,644

46,691

The accompanying notes are an integral part of these financial statements.
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INCOME
Commission income
Interest and dividend income

EXPENSES
Professional fees
Licenses and registration fees
Insurance
Other

NET LOSS

BANCSHARES FIRST, INC.
STATEMENT OF OPERATIONS

Year Ended February 28. 2002

2,623
595

3,218

1,650
3,218
471
685

6,024

(2,806)

The accompanying notes are an integral paft of these financial statements.
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BANCSHARES FIRST, INC.
STATEMENT OF CHANGES IN SHAREHOLDER’S EQUITY

Year Ended February 28, 2002

Total
Common Paid-In Retained Shareholder's
Stock Capital Deficit Equity
BALANCE - February 28, 2001 $ - $ 40,150 $ (8,600) $ 31,550
Capital contributions - 15,900 - 15,900
Net loss - - : (2,806) (2,806)
BALANCE - February 28, 2002 $ - $ 56,050 $ (11,406) $ 44,644

The accompanying notes are an integral part of these financial statements.
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BANCSHARES FIRST, INC.
STATEMENT OF CASH FLOWS

Year Ended February 28, 2002

CASH FLOWS FROM OPERATING ACTIVITIES
Net loss
Adjustments to reconcile net loss to net cash
used in operating activities:
Increase in receivable from related party
Increase in commissions receivable
Decrease in prepaid CRD licenses
Decrease accounts payable
Increase in commissions payable
Total adjustments
Net cash used in operating activities

CASH FLOWS FROM FINANCING ACTIVITIES
Capital contributions
Net cash provided by financing activities
INCREASE IN CASH
CASH - Beginning of year

CASH - End of year

(2,806)

(9,000)

(2,382)
255

(127)

2,047

(9,207)

(12,013)

15,900

15,900

3,887

31,033

34,920

The accompanying notes are an integral part of these financial statements.
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Note 1.

Note 2.

BANCSHARES FIRST, INC.

NOTES TO FINANCIAL STATEMENTS

Organization and Business

Bancshares First, Inc. (“the Company”) was incorporated in the State of Ohio on May 30,
2000. The Company is A NASD Broker/Dealer specializing in the recommendation of
inactively traded independent community banks throughout the Midwest for investment
by individual and institutional investors.

Sigrificant Accounting Policies

Basis of Presentation - The financial statements are presented in accordance with
accounting principles generally accepted in the United States of America. Commission
revenues are recorded in the period earned.

Customer Accounts - The Company performs limited brokerage business and does not
carry securities accounts for customers or perform custodial functions relating to
customer securities and, accordingly is exempt from SEC Rule 15¢3-3.

Use of Estimates - The preparation of financial statements in conformity with accounting
principles generally accepted in the United States of America requires management to
make estimates and assumptions that affect the amounts reported in the financial
statements and accompanying notes. Actual results could differ from those estimates.

Income Taxes — The Company accounts for income taxes in accordance with Statement
of Financial Accounting Standards (SFAS) No. 109. Under SFAS No. 109, the liability
method is used in accounting for income taxes. Accordingly, deferred tax assets and
liabilities are determined based on temporary differences between financial reporting and
tax basis of assets and liabilities and are measured using the enacted tax rates and laws
that will be in effect when the temporary differences are expected to reverse.

The principal item resulting in such differences relates to different methods of reporting
net operating loss carryforwards totaling approximately $11,000 as of February 28, 2002,
which begin to expire in 2021. At February 28, 2002, a valuation allowance of
approximately $1,600 was recognized to offset net deferred tax assets of $1,600 relating
to temporary differences as management believes it is more likely than not that the
deferred tax assets will not be realized.

There is no current income tax expense shown on the statement of operations due to the
current year net operating loss. In addition, there is no deferred tax benefit related to the
current year net operating loss and the operating loss carry forwards from prior years due
to the aforementioned valuation allowance against the deferred tax asset.

Statement of Cash Flows — For the purpose of the statement of cash flows, the Company
considers all highly liquid investments with an original maturity of three months or less
to be cash equivalents.



Note 3.

Note 4.

BANCSHARES FIRST, INC.

NOTES TO FINANCIAL STATEMENTS

Net Capital Requirement

As a registered broker-dealer, the Company is subject to the Uniform Net Capital
requirements of the Securities and Exchange Commission under rule 15¢3-1 (the Rule).
The Rule requires that the Company maintain a minimum net capital, as defined, of
$25,000. The Rule also mandates that the ratio of aggregate indebtedness, as defined, to
net capital, as defined, not exceed 15 to 1.

At February 28, 2002, the Company’s net capital was $35,355 which was $10,355 in
excess of its required minimum of $25,000. The Company had aggregate indebtedness of
$2,047.

Related Party Transactions

The Company has an expense sharing arrangement with Bancshare Investors Brokerage,
Inc. (“BSIB”), which is the Bancshares First’s parent company. This agreement states
that BSIB will pay any and/or all expenses of the Company. During 2002, the BSIB has
paid or will pay approximately $5,600 of the Company’s expenses.

At February 28, 2002, the Company had a receivable of $9,000 from BSIB. This
receivable represents an advance for future expenses under the expense sharing
arrangement.
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BANCSHARES FIRST, INC.

COMPUTATION OF NET CAPITAL
PURSUANT TO RULE 15¢3-1

February 28, 2002

Computation of Net Capital

Total shareholder's equity $ 44,644

Deductions for non-allowable assets:

Receivable from related party 9,000
Prepaid CRD licenses 289
Total deductions 9,289

Net capital $ 35,355

Aggregate indebtedness
Items included in the statement of financial

position:
Commissions payable $ 2,047
Total aggregate indebtedness $ 2,047

Computation of alternative net capital requirement

Net capital requirement (minimum) 25,000
Excess net capital $ 10,355
Ratio: Aggregate indebtedness to net capital D6tol

There were no material differences between the Computation of Net Capital under rule 15¢3-1 included in
this audited report and the respective computation included in the Company’s corresponding unaudited
Form X-17A-5 Part IIA filing as of February 28, 2002.



BANCSHARES FIRST, INC.
STATEMENT REGARDING RULE 15¢3-3

" February 28,2002

The Company is exempt from Rule 15¢3-3 of the Securities and Exchange Commission under paragraph
(k)(1) of that Rule.
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To the Shareholder of
Bancshares First, Inc.
Dublin, Ohio

Report of Independent Auditors’ on Internal Control

In planning and performing our audit of the financial statements and supplemental schedules of
Bancshares First, Inc. (“the Company”) for the year ended February 28, 2002, we considered its internal
control, including control activities for safeguarding securities, to determine our auditing procedures for
the purpose of expressing our opinion on the financial statements and not to provide assurance on internal
control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (“SEC”), we
have made a study of the practices and procedures followed by the Company, including tests of such
practices and procedures that we considered relevant to the objectives stated in rule 17a-5(g), in making
the periodic computations of aggregate indebtedness (or aggregate debits) and net capital under rule 17a-
3(a)(11) and for determining compliance with the exemptive provisions of rule 15¢3-3. Because the
Company does not carry securities accounts for customers or perform custodial functions relating to
customer securities, we did not review the practices and procedures followed by the Company in any of
the following:

1. Making quarterly securities examinations, counts, verifications, and comparisons.
2. Recordation of differences required by rule 17a-13.
3. Complying with the requirements for prompt payment for securities under Section 8 of

Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System.

The management of the Company is responsible for establishing and maintaining internal control
and the practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility,
estimates and judgments by management are required to assess the expected benefits and related costs of
internal controls and of the practices and procedures referred to in the preceding paragraph and to assess
whether those practices and procedures can be expected to achieve the SEC’s above-mentioned criteria.
Two of the criteria of internal control and the practices and procedures are to provide management with
reasonable, but not absolute, assurance that assets for which the Company has responsibility are
safeguarded against loss from unauthorized use or disposition, and that transactions are executed in
accordance with management’s authorization and recorded with accounting principles generally accepted
in the United States of America. Rule 17a-5(g) lists additional criteria of the practices and procedures
listed in the preceding paragraph.
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Because of inherent limitations in any internal control or the practices and procedures referred to
above, misstatements due to errors or fraud may occur and not be detected. Also, projections of any
evaluation of internal control to future periods are subject to the risk that internal control may become
inadequate because of changes in conditions or that the effectiveness of its design and operation may
deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal control
that might be material weaknesses established by the American Institute of Certified Public Accountants.
A material weakness is a condition in which the design or operation of one or more of the specific internal
control components does not reduce to a relatively low level the risk that errors or fraud in amounts that
would be material in relation to the financial statements being audited may occur and not be detected
within a timely period by employees in the normal course of performing their assigned functions.
However, we noted no matters involving internal control, including control activities for safeguarding
securities, and its operation that we consider to be material weaknesses as defined above.

We understand that practices and procedures that meet the criteria referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the
Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do not
meet such criteria in all material aspects indicate a material inadequacy for such purposes. Based on this
understanding and on our study, we believe that the Company’s practices and procedures were adequate
at February 28, 2002, to meet the SEC’s criteria. '

This report is intended solely for the information and use of Bancshares First, Inc., management,
the SEC and other regulatory agencies that rely on rule 17a-5(g) under the Securities Exchange Act of
1934 in their regulation of registered brokers and dealers, and is not intended to be and should not be used
by anyone other than these specified parties.

W'f"/—_‘/éﬂ L[‘/p}.

Columbus, Ohio
April 17,2002
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