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OATH OR AFFIRMATION

Sue Evans swear or affirm that to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

First State Financial Manaqement Inc as

of December 31 20
10

are true and correct further swear or affirm that

neither the company nor any partner proprietor principal officer or director has any proprietary interest in
any account

classified solely as that of customer except as follows

Signature

President
Title

Notary Public

This report contains check all applicable boxes

Facing Page

Statement of Financial Condition

Statement of Income Loss
Statement of Changes in Financial Condition

Statement of Changes in Stockholders Equity or Partners or Sole Proprietors Capital

Statement of Changes in Liabilities Subordinated to Claims of Creditors

Computation of Net Capital

Computation for Determination of Reserve Requirements Pursuant to Rule 15c3-3

Information Relating to the Possession or Control Requirements Under Rule 15c3-3

Reconciliation including appropriate explanation of the Computation of Net Capital Under Rule 15c3-l and the

Computation for Determination of the Reserve Requirements Under Exhibit of Rule 15c3-3

Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of

consolidation

EI An Oath or Affirmation

copy of the SIPC Supplemental Report

report describing any material inadequacies found to exist or found to have existed since the date ofthe previous audit

Forconditions of confidential treatment of certain portions of this filing see section 240.17a-5e3
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13023 Tesson Ferry Road Suite 201

CummingsRistau Associates P.C St Louis Missouri 63128

CERTIFIED PUBLIC ACCOUNTANTS Phone 314 845-6050 Fax 314 845-5902

Independent Auditors Report

The Board of Directors

First State Financial Management Inc

We have audited the accompanying statement of financial condition of First State Financial

Management Inc the Company as of December 31 2010 The statement of financial

condition is the responsibility of the Companys management Our responsibility is to express

an opinion on this financial statement 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 statement is free of material misstatement An
audit includes examining on test basis evidence supporting the amounts and disclosures in the

financial statement 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 reasonable basis for our opinion

In our opinion the statement of financial condition referred to above presents fairly in all

material respects the financial position of First State Financial Management Inc at December

31 2010 in conformity with accounting principles generally accepted in the United States of

America

St Louis Missouri

January 24 2011

Member

Division for CPA FirmsAICPA



FIRST STATE FINANCIAL MANAGEMENT INC

Statement of Financial Condition

December 31 2010

ASSETS

Cash 49890

Money market fund with clearing organization 155636
Notes receivable officer note 36000
Commissions receivable 72229
Premises and equipment net note 260629
Goodwill 1532096
Other assets 23477

Total assets 2129.957

LIABILITIES AND STOCKHOLDERS EOUITY

Accrued expenses 99047
Deferred income taxes payable note 20315

Total liabilities 119362

Commitments and contingencies note

Stockholders equity note

Common stock $1 par value 250000 shares authorized

100000 shares issued and outstanding 100000
Additional paid in capital 315000
Retained earnings 1595595

Total stockholders equity 2010595

2.129.957

See accompanying notes to statement of financial condition

Cummings Ristau Associates P.C



NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
First State Financial Management Inc the Company wholly-owned subsidiary of First State

Bancshares Inc is broker-dealer registered with the Securities and Exchange Commission

SEC and is member of the Financial Industry Regulatory Authority The Company was

incorporated under the laws of Missouri in 1985 The Company operates as fully-disclosed

introducing broker and does not maintain customer accounts or securities

The accounting and reporting policies of the Company conform to generally accepted accounting

principles within the broker-dealer industry Following is description of the more significant of

the Companys accounting practices

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting

principles 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 statement Actual results could differ from those estimates

Premises and Equipment
Premises and equipment are carried at cost less accumulated depreciation When retired or

otherwise disposed of the original cost and accumulated depreciation are removed from the

respective accounts and the net difference less any amount realized from disposition is reflected

in operations

Depreciation is computed on the straight-line method for financial reporting purposes as follows

building and improvements seven to 39 years furniture and fixtures five to ten years

computer equipment three years

Premises and equipment are reviewed for impairment whenever events or changes in

circumstances indicate that the carrying amount of the assets may not be recoverable In such

situations recoverability of assets to beheld and used would be measured by comparison of the

carrying amount of the assets to future net cash flows expected to be generated by the assets If

such assets were considered to be impaired the impairment to be recognized would be measured

by the amount by which the carrying amount of the assets exceeded the fair value of the assets

using observable market prices

Goodwill

The excess of the consideration given in the Companys acquisition by First State Bancshares

Inc over the fair value of the net assets acquired is recorded as goodwill an intangible asset in

the Companys balance sheet Goodwill is the Companys only intangible asset with an

indefinite useful life and the Company is required to test the intangible asset for impairment on

an annual basis Impairment is measured as the excess of carrying value over the fair value of an

intangible asset with an indefinite life No impairment write-downs were required in 2010

Cummings Ristau Associates P.C



FIRST STATE FINANCIAL MANAGEMENT INC

Notes to Statement of Financial Condition

continued

Income Taxes

The Company is included in the consolidated federal and state income tax returns of First State

Bancshares Inc Applicable income taxes are computed based on reported income and expenses

adjusted for permanent differences between reported and taxable income Penalties and interest

assessed by income taxing authorities are included in income tax expense in the year assessed

unless such amounts relate to an uncertain tax position The Company had no uncertain tax

positions at December 31 2010

The Company uses the asset and liability method of accounting for income taxes in which

deferred tax assets and liabilities are recognized for the estimated future tax consequences

attributable to differences between the financial statement carrying amounts of existing assets

and liabilities and their respective tax bases Deferred tax assets and liabilities are measured

using enacted tax rates in effect for the year in which those temporary differences are expected to

be settled The effect on deferred tax assets and liabilities of change in tax rates is recognized

in the period which includes the enactment date

The most recent examination of the First State Bancshares Inc consolidated federal income tax

returns covered the years ended December 31 2004 2003 and 2002 First State Bancshares

Inc has not had state income tax examination by the State of Missouri for several years The

consolidated federal and state income tax returns of First State Bancshares Inc are generally

subject to examination by the Internal Revenue Service or State of Missouri for three years after

they are filed

Fair Value Measurements

The Company is required to use fair value measurements to determine fair value disclosures

Fair value is the price that would be received to sell an asset or paid to transfer liability in an

orderly transaction between market participants at the measurement date In determining fair

value the Company would use various methods including market income and cost approaches

Based on these approaches the Company would utilize certain assumptions that market

participants would use in pricing the asset or liability including assumptions about risk and/or

the risks inherent in the inputs to the valuation technique These inputs can be readily

observable market corroborated or generally unobservable inputs The Company would use

valuation techniques that maximize the use of observable inputs and minimize the use of

unobservable inputs Based on the observability of the inputs used in the valuation techniques

the Company would be required to provide the following information according to the fair value

hierarchy Financial assets and liabilities carried and/or reported at fair value will be classified

and disclosed in one of the following three categories

Level Valuations for assets and liabilities traded in active exchange markets such as the

New York Stock Exchange Level also includes U.S Treasury and federal agency
securities and federal agency mortgage-backed securities which are traded by dealers or

Cummings Ristau Associates P.C



FIRST STATE FINANCIAL MANAGEMENT INC

Notes to Statement of Financial Condition

continued

brokers in active markets Valuations are obtained from readily available pricing sources

for market transactions involving identical assets or liabilities

Level Valuations for assets and liabilities traded in less active dealer or broker markets

Valuations are obtained from third party pricing services for identical or similar assets or

liabilities

Level Valuations for assets and liabilities that are derived from other valuation

methodologies including option pricing models discounted cash flow models and similar

techniques and not based on market exchange dealer or value assigned to such assets or

liabilities

The Company had no assets or liabilities that were carried and/or reported at fair value on

recurring basis at December 31 2010

Subsequent Events

The Company has considered all events occurring subsequent to December 31 2010 for possible

disclosures through January 24 2011 the date these financial statements were issued

NOTE 2- PREMISES AND EQUIPMENT
summary of premises and equipment at December 31 2010 is as follows

Land 30213

Building and improvements 375538

Furniture fixtures and equipment 236610

642361

Less accumulated depreciation 381732
260629

NOTE 3-INCOME TAXES
The tax effects of temporary differences which give rise to deferred tax liabilities at December

31 2010 are presented below

Premises and equipment 16470
Prepaid expense 3845

Total deferred tax liabilities 20.315

NOTE 4- RELATED PARTY TRANSACTIONS
The Company has advanced Susan Evans an officer of the Company an insurance premium

loan under split dollar life insurance arrangement This is zero interest loan payable on

demand The officer has executed collateral assignment agreement that provides that the

Company will be reimbursed from the policy value an amount equal to the cumulative premium

Cummings Ristau Associates P.C



FIRST STATE FINANCIAL MANAGEMENT INC

Notes to Statement of Financial Condition

continued

advances upon the occurrence of specific events Cumulative advances under this agreement to

Ms Evans totaled $36000

NOTE 5- NET CAPITAL REQUIREMENTS
The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule

SEC Rule 5c3 -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 At

December 31 2010 the Company had net capital of $129280 which was $79280 in excess of

its required minimum net capital of $50000 The Companys aggregate indebtedness to net

capital ratio was 0.92 to

NOTE 6- COMMITMENTS AND CONTINGENCIES

Company management is unaware of any legal matters that may have arisen in the normal course

of business which could result in any material liability to the Company

Cummings Ristau Associates P.C


