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OATH OR AFFIRMATION

1, DAVID BUSHEN

, swear (or affirm) that, to the
best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
MACATAWA BANK BROKERAGE SERVICES, INC.
DECEMBER 31 20 02 are true and correct. I further swear (or affirm) that neither the company

nor any partner, proprietor, principal officer or director has any proprietary interest in any account classified soley as that of
a customer, except as follows:

as of

= /1
Wl Kl
> Signature
' Fue = D@ \e =i
{ Tite

Notary Py.ic
ANGELA RIKSEN
Notary F?ublic. Ottawa County, M1
My Commission Expirps Oct. 21, 2004
This report** contains (check all applicable boxes):
(a) Facing page.
(b) Statement of Financial Condition.
(c) Statement of Income (Loss).
. (d) Statement of Changes in Financial Condition. .
(¢) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor’s Capital.
(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
(g) Computation of Net Capital
(h) Computation for Determination of Reserve Regquirements Pursuant to Rule 15¢3-3.
() Information Relating to the Possession or control Requirements Under Rule 15¢3-3. o
() A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of cop-
solidation.

() An Oath or Affirmation.
(m) A copy of the SIPC Supplemental Report.

(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.
(o) Independent auditors' report an internal control required by rule 17a-

b

*»OOR 0 DDEROSHEER

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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P
CROWE CHIZEK

REPORT OF INDEPENDENT AUDITORS

Board of Directors and Stockholder
Macatawa Bank Brokerage Services, Inc.
Holland, Michigan

We have audited the accompanying statement of financial condition of Macatawa Bank
Brokerage Services, Inc. as of December 31, 2002 and the related statements of operations,
changes in stockholder's equity, and cash flows for the year then ended. 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 Macatawa Bank Brokerage Services, Inc. as of December 31, 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 taken as a whole. The supplementary information, as of December 31, 2002:
Schedule of the Computation of Net Capital Pursuant to Rule 15c3-1 of the Securities and
Exchange Commission and Schedule of the Computation for Determination of Reserve
Requirements Pursuant to Rule 15¢3-3 of the Securities and Exchange Commission, 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 and 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.

ﬁ%e, Chlz«.?k and c?‘gé?’) 2

Grand Rapids, Michigan
January 24, 2003




MACATAWA BANK BROKERAGE SERVICES, INC.
STATEMENT OF FINANCIAL CONDITION

December 31, 2002
ASSETS

Cash $ 54,253
Cash deposits with clearing organization 375,741
Total cash and cash equivalents 429,994
Commissions receivable 23

Office furnishings and equipment, at cost, less
accumulated depreciation of $9,917 35,515

Prepaid expenses and other assets 6,774

$ 472,306
* LIABILITIES AND STOCKHOLDER'S EQUITY
Liabilities
Accrued expenses and other liabilities $ 5,500
Stockholder's equity
Common stock - no par value; 60,000 shares authorized;
60,000 issued and outstanding 800,000
Accumulated deficit (333,194)
466,806
$ 472306

See accompanying notes to financial statements.



MACATAWA BANK BROKERAGE SERVICES, INC.

STATEMENT OF OPERATIONS
Year ended December 31, 2002

Revenue
Commissions
Interest

Expenses
Employee compensation and benefits
Professional services
Marketing
Communication and postage
Occupancy
Other

Loss before income taxes

Federal income tax benefit

Net loss

$ 30,341

1,620

31,961

281,699
117,673
22,851
19,553
11,191
83,862

__ 536,820

(504,868)

171,800

$  (333,068)

See accompanying notes to financial statements.



MACATAWA BANK BROKERAGE SERVICES, INC.
STATEMENT OF CHANGES IN STOCKHOLDER'S EQUITY
Year ended December 31, 2002

Total
Common Accumulated Stockholder's
Stock Deficit Equity
Balances at January 1, 2002 $ le0,000 $ (126) $ 99,874
Capital contribution 700,000 - 700,000
Net loss - (333,068) (333,068)
Balances at December 31, 2002 $ 800000 $ (333,194 $ 466,806

See accompanying notes to financial statements.



MACATAWA BANK BROKERAGE SERVICES, INC.

STATEMENT OF CASH FLOWS
Year ended December 31, 2002

Cash flows from operating activities
Net loss
Adjustments to reconcile net loss to net cash from operating activities
Depreciation
Changes in assets and liabilities
Increase in commissions receivable
Decrease in prepaid expenses and other assets
Increase in accrued expenses and other liabilities
Net cash from operating activities

Cash flows from investing activities
Purchases of office furnishings and equipment

Cash flows from financing activities
Capital contribution

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

Supplemental disclosures:
Cash received from parent for income tax benefit

$

(333,068)
9,917

(23)
726

5,500

(316,948)

(45,432)

700,000

337,620

92,374

s 429,994
$ 171,800

See accompanying notes to financial statements.



MACATAWA BANK BROKERAGE SERVICES, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2002

NOTE 1 - ORGANIZATION AND NATURE OF BUSINESS

Macatawa Bank Brokerage Services, Inc. (the “Company”) was formed on October 15, 2001 as a
Michigan corporation. On June 11, 2002, the Company became a broker-dealer registered with
the Securities and Exchange Commission (SEC) and became a member of the National
Association of Securities Dealers (NASD). The Company is a wholly-owned subsidiary of
Macatawa Bank Corporation. The Company offers securities transaction services to its
customers. As the Company is not a member of a stock exchange, the Company clears its
securities transactions on a fully disclosed basis through Pershing, a subsidiary of Donaldson,
Lufkin & Jenrette Securities Corporation (Pershing). The Company operates a branch in
Michigan and an internet site, and is authorized to sell securities in Florida, lllinois, Michigan
and New York.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

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 reported amounts 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.

Securities Transactions and Financial Instruments with Off-Balance-Sheet Risk: Securities
transactions are recorded on the settlement date basis, generally the third business day
following the transaction date. Recording these transactions on the trade date would not have a
material effect on the accompanying financial statements.

The Company, under the correspondent agreement with its clearing broker, has agreed to
indemnify the clearing broker from damages or losses resulting from customer transactions.
The Company is, therefore, exposed to off-balance-sheet risk of loss in the event that customers
are unable to fulfill contractual obligations including their obligations under margin accounts.

Office Furnishings and Equipment: Office furnishings and equipment are stated at cost, less
accumulated depreciation that is computed using the straight-line method. The assets are
depreciated over their useful lives, which range from three to seven years.

Loss Contingencies: Loss contingences, including claims and legal actions arising in the
ordinary course of business, are recorded as liabilities when the likelihood of loss is probable
and an amount or range of loss can be reasonably estimated. Management does not believe
there now are such matters that will have a material effect on the financial statements.

(Continued)



MACATAWA BANK BROKERAGE SERVICES, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2002

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Income Taxes: The Company files a consolidated federal income tax return with Macatawa
Bank Corporation. The federal income tax benefit is computed under an intercompany tax
sharing arrangement that is determined on a separate company return basis. The Company
receives from (remits to) Macatawa Bank Corporation its estimated current tax benefit (liability)
resulting from this arrangement. Under the arrangement, the Company receives a current
benefit from its operating losses if pre-tax losses are realized in the consolidated income tax
return. Deferred tax assets and liabilities represent the expected future tax effects of temporary
differences between items recognized differently in financial statements and tax returns.
Income tax expense or benefit equals the tax on the income tax return plus the change in
deferred tax assets and liabilities.

Statement of Cash Flows: The Company considers cash on hand, cash deposits at the clearing
organization, and short-term investments having an initial maturity of three months or less as
cash and cash equivalents for purposes of the statement of cash flows.

NOTE 3 - FULLY-DISCLOSED CLEARING AGREEMENT

In May of 2002, the Company entered into a fully-disclosed clearing agreement with the
Pershing Division of Donaldson, Lufkin & Jenrette Securities Corporation (Pershing), whereby
customer accounts are cleared and carried by Pershing. The agreement calls for the Company
to maintain a deposit balance in an account maintained by Pershing. The deposit amount
according to the original agreement was $100,000 subject to increase based upon volume or
nature of transactions. The Company would be responsible to deposit additional cash in an
amount agreed upon by the Company and Pershing. At December 31, 2002, the Company had
$375,741 cash on deposit to satisfy this requirement. The agreement remains in effect for three
years from the date of commencement.

NOTE 4 - RELATED PARTIES

The Company leases its corporate office facilities from Macatawa Bank (a wholly-owned
subsidiary of Macatawa Bank Corporation). Total payments of $1,808 were made during the
year ended December 31, 2002 under the corporate office facilities lease agreement. The lease
agreement provides for payments of $7,232 per annum until termination or modification.

Macatawa Bank allocates costs for various corporate services to the Company, such as book
keeping, marketing assistance, and employee benefits support. During year ended
December 31, 2002, the Company paid Macatawa Bank $6,507 for services and costs incurred on
the Company's behalf.

At December 31, 2002, the Company had cash of $54,253 held in bank accounts of Macatawa
Bank.

(Continued)



MACATAWA BANK BROKERAGE SERVICES, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2002

NOTES5 - NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule
(SEC rule 15c3-1), which requires the maintenance of minimum net capital and requires that the
ratio of aggregate indebtedness to net capital, both as defined, shall not exceed 15 to 1. At
December 31, 2002, the Company’s net capital as defined by Rule 15¢3-1 totaled $419,002, which
was $169,002 in excess of its minimum net capital requirement of $250,000. At December 31,
2002, the Company's ratio of aggregate indebtedness to net capital was 0.0131 to 1.




SUPPLEMENTARY INFORMATION

PURSUANT TO RULE 17a-5 OF THE SECURITIES EXCHANGE ACT OF 1934



MACATAWA BANK BROKERAGE SERVICES, INC.
SCHEDULE OF THE COMPUTATION OF NET CAPITAL
PURSUANT TO RULE 15¢3-1 OF THE SECURITIES AND EXCHANGE COMMISSION

December 31, 2002
Total stockholder's equity $ 466,806
Deductions and/or charges
Net office furniture and equipment (35,515)
Other nonallowable assets (6,774)
Haircuts on securities (5,515)
(47,804)
Net capital $ 419,002
Aggregate indebtedness
Items included in statement of financial condition
Accrued expenses and other liabilities $ 5,500
Total aggregate indebtedness $ 5,500
Ratio: Aggregate indebtedness to net capital 1.31%
Computation of basic net capital requirement
Minimum net capital required to be maintained
(the greater of 6-2/3% of aggregate indebtedness or $250,000) $ 250,000
Net capital 419,002
Excess net capital $ 169,002

There are no material differences between the amounts presented above and the amounts as
reported in the Company's unaudited FOCUS Report as of December 31, 2002. Therefore, a
reconciliation is not necessary.




MACATAWA BANK BROKERAGE SERVICES, INC.
SCHEDULE OF THE COMPUTATION FOR DETERMINATION OF
RESERVE REQUIREMENTS PURSUANT TO RULE 15c¢3-3
OF THE SECURITIES AND EXCHANGE COMMISSION
December 31, 2002

Macatawa Bank Brokerage Services, Inc. (the "Company”) is exempt from the provisions of
Rule 15¢3-3 under the Securities Exchange Act of 1934 (the “Rule”), in that the Company’s
activities are limited to those set forth in the conditions for exemption appearing in
paragraph (K)(2)(ii) of the Rule.

10.
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CROWE CHIZEK

INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL
REQUIRED BY RULE 17a-5 OF THE SECURITIES AND EXCHANGE COMMISSION

Board of Directors and Stockholder
Macatawa Bank Brokerage Services, Inc.
Holland, Michigan

In planning and performing our audit of the financial statements of Macatawa Bank Brokerage
Services, Inc. for the year ended December 31, 2002, we considered its internal control,
including control activities for safeguarding securities, in order 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 Exchange Commission (the “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 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 objectives. Two of the objectives 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 properly to permit preparation of financial
statements in accordance with generally accepted accounting principles. Rule 17a-5(g) lists
additional objectives of the practices and procedures listed in the preceding paragraph.

11.



Because of inherent limitations in internal control or the practices and procedures referred to
above, errors or irregularities may occur and not be detected. Also, projection of any evaluation
of them to future periods is subject to the risk that they may become inadequate because of
changes in conditions or that the effectiveness of their design and operation may deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal
control that might be material weaknesses under standards established by the American
Institute of Certified Public Accountants. A material weakness is a condition in which the
design or operation of the specific internal control components does not reduce to a relatively
low level the risk that error 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 procedures for safeguarding securities that we
consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives 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 accomplish such objectives in all material respects 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 December 31, 2002 to
meet the SEC's objectives.

This report is intended solely for the information and use of the Board of Directors,
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.

&M, %»Znym/@ag wur

Crowe, Chizek and Coémpany LLP

Grand Rapids, Michigan
January 24, 2003
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