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EXCHANGE NATIONAL BANCSHARES, INC. 

Jefferson City, Missouri 

March 15,2004 

Dear Shareholders: 

2003 was a rewarding year for you and your Company. Our financial results were strong as 
evidenced by an 1 1.74% increase in net income, which resulted in a 13.15% increase in diluted earnings 
per share (EPS) over 2002. This increase over 2002 is attributed in large part to a higher volume of 
average earning assets with the purchase of a $35 million branch in Springfield, Missouri and continued 
strong activity in the residential mortgage department. 

As of December 3 I ,  2003, your Company’s equity position was strong. Tier 1 capital as a 
percentage of adjusted average total assets (leverage ratio) was 7.18% at year-end 2003 compared to 
7.36% at December 3 I ,  2002. Total capital to risk-weighted assets ratio was 10.98% at December 31, 
2003 compared to 12.10% at December 31, 2002. The decrease in our capital position is the result of 
asset growth and a larger dividend payout. 

Shareholders receivcd dividends tolaling $0.71 per share in 2003 after adjusting for the three-for- 
two stock dividend in July 2003. This is an increase of $0.12 per share or 20% over 2002 dividends. 

In thesc challenging and exciting times, management is looking for opportunities to move into 
metropolitan growth arcas and, as a result, de novo branch applications have been tiled with regulatory 
authorities to locate branches in the Rranson and Lee’s Suninit markcts. With approval, both of these 
branchcs should bc opcrational in 2004. Your Company expects to continue its internal growth strategy 
and in order to fund growth without diluting earnings per share, we are in the process of completing a $25 
million Trust Preferred Security offering. This Trust Preferred Security offcring will allow us to fund 
future acquisitions, satisfy present outstanding debt, repurchase common stock and may be used for other 
general corporate purposes. 

We have a grcat management team and we look forward to an exciting year in 2004. Thank you 
for your confidence. 

Sinccrely , 

JAMES E. SMITH 
Chairman & Chief Executive Officer 



EXCHANGE NATIONAL BANCSHARES, INC. 
DESCRIPTION OF BUSINESS 

Exchange National Bancshares, Inc. is a bank holding company registcred under the Bank Holding 
Company Act of 1956, as amended. Exchange was incorporated under the laws of the Statc of Missouri on October 
23, 1992, and on April 7, 1993 it acquired all of the issued and outstanding capital stock of 'The Excliangc National 
Bank of Jefferson City, a national banking association, pursuant to a corporate reorganization involving an exchange 
of shares. On November 3, 1097, our Company acquired Union State Bancshares, Tnc., and Union's wholly-owned 
subsidiary, Citizens Union State Bank. Following the May 4,2000 acquisition of Calhoun Bancshases, Inc. by 
Union State Bank, Calhoun Bancshares' wholly-owned subsidiary, Citizens State Bank of Calhoun, inerged into 
Union State Bank. The surviving bank in this merger is called Citizens Union State Bank & Trust. On January 3, 
2000, our Company acquired Mid Central Bancorp, Inc., and Mid Central's wholly-owned subsidiary, Osage Valley 
Bank. On October 25, 1999, Exchange established ENB Holdings, Inc. as a wholly-owned subsidiary for the sole 
purpose of effecting the June 16,2000 merger with CNS Bancorp, Inc. and its subsidiary, City National Savings 
Bank, FSB. City National subsequently was merged into Exchange National Hank. ENH Holdings owns 27.4% of 
Exchange National Bank with the balance owned by Lxchangc. On October 17,2001, Exchange and Union each 
received approval from the Federal Reserve to become a financial holding company. In addition to ownership of its 
subsidiaries, Exchange could seek expansion through acquisition and may engage in those activities (such as 
investments in banks or operations closely related to banking) in which it is permitted to engage under applicable 
law. It is not currently anticipated that Exchange will engage in any business other than that directly related to its 
ownership of its banking subsidiaries or other financial institutions. Except as otherwise provided herein, references 
herein to "Exchange" or our "Company" include Exchange and its consolidated subsidiaries. 

Exchange National Bank, located in Jefferson City, Missouri, was founded in 1865. Exchangc National 
Bank is the oldest bank in Cole County, and became a national bank in 1927. Exchange National Bank has seven 
banking offices, including its principal oflice at 132 East High Street in Jefferson City's central business district, 
three Jefferson City branch fac 
and St. Robert. 

es and a branch facility in each ol'the Missouri communities of Tipton, California 

Citizens Union State Bank was founded in 1932 as a Missouri bank known as Union State Bank of Clinton. 
Citizens Union State Bank converted from a Missouri bank to a Missouri trust company on August 16, 1989, 
changing its name to llnion State Bank and Trust of Clinton. Citizens IJnion Statc Bank has nine banking ollices, 
including its principal office at 102 North Second Street in Clinton, Missouri, four Clinton branch facilities, and a 
branch facility in each of the Missouri communities of Springfield, Collins, Osceola and Windsor. 

Osage Valley Bank was founded in I891 as a Missouri state bank. Osage Valley Bank has two banking 
offices, including its principal office at 200 Main Street in Warsaw, Missouri and a branch facility in Warsaw, 
Missouri. 

Each of our subsidiary Banks is a full service bank conducting a general banking business, offering its 
customers checking and savings accounts, debit cards, certificates of deposit, safety deposit boxcs and a wide range 
of lending services, including commercial and industrial loans, rcsidential real estate loans, single payinelit personal 
loans, installment loans and credit card accounts. In addition, Exchange National Bank and Citizens Union State 
Bank each provide trust services. 

The deposit accounts of our Banks are insured by the Federal Deposit Insurance Corporation (the ''FDIC") 
to the extent provided by law. Exchange National Bank is a member ofthe Federal Reserve System, and its 
operations are supervised and regulated by the Office of the Comptroller of the Currency (the "OCC"), the Hoard of 
Governors of the Federal Reserve System (the "Federal Reserve Board") and the FDIC. The operations of Citizens 
Union State Bank and Osage Valley Bank are supervised and regulated by the FDIC and the Missouri Division of 
Finance. A periodic examination of Exchange National Bank is conducted by representatives of the OCC, and 
periodic examinations of Citizens Union State Bank and Osage Valley Bank are conducted by representatives of the 
FDIC' and the Missouri Division of Finance. Such regulations, supervision and examinations are principally for the 
benefit of depositors, rather than for the benefit of shareholders. Exchange, Union, Mid Central Bancorp and ENB 
IIoldings are subject to supervision by the Federal Reserve Board. 



SELECTED CONSOLlDATED FINANCIAL DATA 

The following table presents selected consolidated financial information for our Company as of and for 
each of the years in the five-year period ended December 3 1,2003. The selected consolidated financial data should 
be read in conjunction with the Consolidated Financial Statements of our Company, including the related notes, 
presented elsewhere herein. 

(Dollars expressed in thousands, except share and per share data) 

Year Ended December 31, 

2003 2002 2001 2000 1999 
Income Statement Data 
Interest income 
Interest expense 

Net interest income 
Provision for loan losses 

Net interest incomc 
after provision for 
loan losses 

Sccurity gains (losses), net 
Other noninterest income 

Total noninterest income 
Noninterust expense 
lricorne beforc income taxes 
lricorne taxcs 
Net income 

Dividends 
Declared on common stock 
Paid on common stock 
Ratio 01’ total dividends 

declared to net income 

Per Share Data 
Basic earnings per common share 
Diluted earnings per common share 
Basic weighted average shares of 

Diluted weighted averagc shares of’ 
common stock outstanding 

common stock outstanding 

$ 38,922 
12,798 
26,124 

1,092 

25,032 
38 

6.666 
6,704 

18.536 
13,200 
4,156 

$ 9.044 

$ 3,183 
2,988 

35.19% 

$ 2.17 
2.15 

4,169,432 

4,209,272 

3 

40,463 49,289 
16,326 25,389 
24, I37 23,900 

936 1.154 

23,201 
163 

5.940 
6,103 

17,832 
I 1,472 
3.379 
8:0!3 

22,746 
98 

5.299 
5,397 

17.400 
10,743 
3,64 1 
7.1&2 

2,5 10 2,425 
2,493 2,425 

31.01 34.15 

1.91 I .66 
1.90 1.66 

4,242,858 4,287,378 

4,253, I63 4,288,408 

46,544 32,249 
25,177 16.225 
2 1,367 16,024 

1,222 910 

20.145 15,114 

3.618 2.948 
3,590 2,948 

15,658 11.527 
8,077 6,535 
2.592 2,07 I 

__5.485 4 . 4 6 4  

-- (28) 

2,260 1,732 
2,115 1,695 

41.20 38.80 

1.37 1.37 
1.37 I .37 

4,004,055 3,243,621 

4,004,055 3,243,621 



Year Ended Ilecember 31, 

Balance Sheet Data 

Investment securities 
Loans 
Total asscts 
Total deposits 
Securitics sold under 

(at period end) 

agreements to repurchase 
and other short term 
borrowed funds 

Other borrowed money 
Total stockholders' equity 

Earnings Ratios 
Return on avcrage 

total assets 
Return on average 

stockholders' equity 

Asset Quality Ratios 
Allowance for loan losses 

to loans 
N onperforniing 1 oan s 

to loans (1) 
Allowance for loan losses 

to nonpcrforming loans (1) 
Nonperforming assets to loans 

and foreclosed assets (2) 
Net loan charge-of& to 

average loans 

Capital Ratios 
Average stockholders' equity to 

average total assets 
Total risk-based 

capital ratio 
Tier 1 risk-based 

capital ratio 
Leverage ratio 

- 2003 

$ 188,956 
583,919 
875,596 
665,262 

73,672 
41,630 
87,783 

1.09% 

10.45 

I .42 

0.52 

274.29 

0.54 

0.03 

10.39 

10.98 

9.78 
7.18 

2002 

186,724 
486,564 
794,4 I8 
591,191 

70,42 1 
4 1,795 
82,827 

1.04 

9.89 

1.46 

0.62 

236.66 

0.67 

0.10 

10.51 

12.10 

10.88 
7.36 

- 2001 

18 1,649 
464,364 
775,825 
579,794 

62,033 
43,138 
78,353 

0.96 

9.2 1 

1.44 

0.86 

166.98 

1.03 

0.31 

10.37 

1 1.83 

10.58 
7.05 

2000 

155,917 
468,47 1 
7 19,603 
576,263 

16,942 
42,378 
73,584 

0.85 

8.49 

1.48 

I .73 

85.87 

1.76 

0.05 

9.99 

11.90 

10.65 
7.07 

- 1999 

111,237 
326,229 
494,946 
381,020 

27,643 
26,45 1 
55,948 

0.95 

9.4 I 

I .46 

0.52 

28 I .45 

0.55 

0.18 

10.07 

15.06 

13.8 1 
9.73 

( I )  Nonpcrforming loans consist of nonaccmal loans and loans contractually past due 90 days or more and still 
accruing interest. 

Nonperforming assets consist of nonperforming loans plus foreclosed assets. ( 2 )  
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A WORD CONCERNING FORWARD-LOOKING STATEMENTS 

This report contains certain forward-looking statements with respect to the financial condition, results of operations, 
plans, objectives, future performance and business of our Company and its subsidiaries, including, without 
limitation: 

Statements that are not historical in nature, and 

statements prcccdcd by, followed by or that include the words "believes," "expects," "may," "will," "should," 
"could," "anticipates," "cstimates," "intends" or similar expressions. 

Forward-looking statements are not guarantees of futurc perlormance or results. They involve risks, uncertainties 
and assumptions. Actual results may differ materially from those conteniplated by thc forward-looking statements 
due to, among others, the following factors: 

competitive pressures aniong financial services companies may increase significantly, 

costs or difliculties related to the integration of the business oEExchange and its acquisition targets may be 
greator than expected, 

changes in the interest rate environment may reduce interest margins, 

general economic conditions, either nationally or in Missouri, may be less favorable than expected, 

legislative or rcgulatory changes may adversely affect the business in which Exchange and its subsidiaries are 
engaged, 

changes may occur in the securities markets. 

We have described under the caption "Factors That May Affect Future Kesults of'operations, Financial Condition or 
Business" in our Annual Report on Form IO-K for thc year ended December 31,2003, and in other reports that we 
file with the SEC lkom time to time, additional factors that could cause actual results to be materially dil'ferent from 
those described in the forward-looking statements. Other factors that wc have not identified in this report could also 
have this cffect. You are cautioned not to put undue reliance on any [orward-looking statement, which speak only as 
of the date they were made. 
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF 
FlNANCIAL CONDITION AND RESULTS OF OPERATIONS 

Overview 

This overview of management’s discussion and analysis highlights selected information in this document 
and may not contain all of the information that i s  important to you. For a more complete understanding of trends, 
events, commitments, uncertainties, liquidity, capital resources and critical accounting estimates, you should 
carefully read this entirc document. These have an impact on our Company’s financial condition and results of 
operati 011. 

Business Strateev: In 1865, The Exchange National Bank of’ Jefferson City opened for business serving 
the loan and deposit needs of citizens living in Missouri’s State Capitol ofJefferson City. Leveraging off of its 
strong equity position, Exchange National Bank’s Board of Directors Established Exchange National Bancshares, 
Tnc., a multi-bank holding company on October 23, 1992. On April 7, 1993, Exchange National Bancshares, Inc. 
acquired The Exchange National Bank of Jefferson City. On November 3, 1997, our Company acquired Union 
State Bancshares, Tnc. and its wholly-owned subsidiary, IJnion State Bank and Trust of‘clinton, Missouri. 
Following thc May 4, 2000 acquisition of Calhoun Bancshares, Inc. by Union State Bank., Calhoun Bancshares’ 
wholly-owned subsidiary, Citizens Statc Bank of Calhoun, merged into Union State Bank. The surviving bank in 
this merger is called Citizens Union State Bank & ‘I’rust. On January 3,2000, our Company acquired Mid Central 
Bancorp, Inc., and Mid Central’s wholly-owned subsidiary, Osage Valley Bank of Warsaw, Missouri. On June 16, 
2000, our Company acquired CNS Bancorp, Inc. and its subsidiary, City National Savings Bank, FSB, Jefferson 
City, Missouri. City National subsequently was merged into Exchange National Bank. Finally, on June 26, 2003 
our Company purchased the Springfield, Missouri branch of Missouri State Bank. Following the purchase, this 
branch was merged into Citizens Union State Bank and Tnw. 

Recent Events: With ample capital available, our Company’s business stratcgy continues to focus on 

During the first quarter of 2004, our Company announced regulatory 
increasing loan and deposit levels through internal, organic means in addition to expanding our de novo branching 
network into metropolitan growth areas. 
filings to establish de novo branches in the Branson and I .ee’s Summit, Missouri communities. 

Material Challenees and Risks: Our Company may experience difficulties in managing growth and in 
effectively integrating newly established branches. As part of our general stratcgy, our Company may continue to 
acquire banks and establish de novo branches that we believe provide a strategic fit. To the extent that our Company 
does grow, there can be no assurances that we will be able to adequately and profitably manage such growth. 

The successes of our Company’s growth strategy will depend primarily on the ability of our banking 
subsidiaries to generate an increasing level of loans and deposits at acceptable risk levels and on acceptable terms 
without significant increases in non-interest expenses relative to revenues generated. Our Company’s hancial  
performance also depends, in part, on our ability to manage various portfolios and to successfully introduce 
additional financial products and services. Furthermore, the success of our Company’s growth strategy will depend 
on our ability to maintain sufficient rugulatory capital levels and on general economic conditions that are beyond our 
control. 

Revenue Source: Through the respective branch network, Exchange National Bank, Citizens Union State 
Bank and Osage Valley Bank provide similar products and services in three defined geographic areas. The products 
and services of‘fercd include a broad range of commercial and personal banking services, including certificates of 
deposit, individual retirement and other time deposit accounts, checking and other demand deposit accounts, interest 
checking accounts, savings accounts, and money market accounts. Loans include real estate, commercial, 
installment, and other consumcr loans. Other iinancial services include automatic teller machines, trust services, 
credit related insurance, and safe deposit boxes. The revenues generated by each business segment consist primarily 
of interest income, generated primarily from the loan and debt and equity security portfolios, and service charges 
and few, generated from the deposit products and services. The geographic areas are defined to bc communities 
surrounding Jefferson City, Clinton, Warsaw and Springtield, Missouri. The products and services are offered to 
customers primarily within thcir respective geographical areas. The business segment results which follow are 
consistent with our Company’s internal reporting system which is consistent, in all material respects, with generally 
accepted accounting principles and practices prevalent in the banking industry. 
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Much of our Coinptiiiy's business is commercial, commercial real estate development, and mortgage 
lending. Our Company has experienced continued strong loan demand in the communities within which we operate 
even during economic slowdowns. Our Company's incornc fi.om mortgagc brokeragc activities is directly 
dependent on  mortgage rates and the level of hotne purchases and refinancings. 

Our Company's primary source of rcvcnuc is net intcrcst income dcrivcd primarily from lending and 
deposit taking activities. A secondary source of revenue is invcstment incornc. The Company also derives income 
tkoin trust, brokerage, credit card and mortgage banking activities and service charge income. 

Our Company has prepared all ol'the consolidated financial information in this report in accordance with 
accounting principles generally accepted in the United Statcs of America (U.S. GAAP). In preparing the 
consolidated financial statenienls in accordance with U.S. GAAP, our Company makes cstimates and assumptions 
that affect the reported amount of assets and liabilities, disclosure of contingent assets and liabilities at the date of 
the financial statenients, and the reported amounts of rcvcnuc and cxpcnscs during the reporting period. Thcrc can 
be no assurances that actual rcsults will not differ from thoTe estimates. 

We have identified tlic accounting policy related to the allowance for loan losses as critical to the 
understanding of our Company's rcsults of operations, since the application of this policy requires significant 
management assumptions and estimates that could rcsult in matcrially different amounts to be reported if conditions 
or underlying circumstances were to change. The impact and any associated risks related to these policies on our 
busincss operations arc discusscd in the "lxnding and Credit Management" section below. 

Our Comp,any's consolidated net income for 2003 increased $95 1,000 or 1 1.7% over 2002 and followed a 
$99 1,000 or 14.0% increase for 2002 compared to 200 1. Basic earnings per coninion share increased from $1.66 for 
2001, to $1.91 for 2002 and increased to $2.17 for 2003. Dilutcd earnings pcr common sharc increased from $1.66 
for 2001, to $1.90 for 2002 and increased to $2.15 for 2003. Return on average total asscts increased horn 0.96% 
for 2001, to 1.04% for 2002 and increased to 1.09% for 2003. Return on average total stockholders' cquity 
increased from 9.2 I Yo for 2001 ~ to 9.89% for 2002 and increased to 10.45% lor 2003. 

Average loans outstanding increased $64,546,000 or 12.0% to $539,9 12,000 for 2003 compared to 
$475,366,000 for 2002 and followed a $12,898,000 or 2.8% increase for 2002 compared to 200 I ,  Approximately 
$13,914,000 ofthe increase in avcragc loans is attributed the acquisition of the Springfield branch. Other than the 
increase attributed to the acquisition, average commercial loans outstanding increased $33,105,000 or 23.03% for 
2003 compared to 2002 and followed a $5 14,000 or 0.4% dccrease for 2002 compared to 200 1 .  Other than the 
increase attributcd to the acquisition, average real estate loans outstanding increased $2 I ,  160,000 or 7.42% for 2003 
compared to 2002 and followed a $1 8,710,000 or 7.0% increase for 2002 compared to 2001. Other than the increase 
attributed to the acquisition, average consumer loans outstanding decreased $3,633,000 or 7.85% for 2003 compared 
to 2002 and followed a $5,298,000 or 10.3% decrease for 2002 compared to 2001. 

The primary reason for the increase in average loans outstanding in 2003 compared to 2002 is due to 
continued strong loan demand in our Company's trade areas especially in commercial real estate development 
lending. Residential real estate lending also continued to experience growth in 2003 due to favorable rates in tho 
market. I'he primary reason for the increase in average loans outstanding in 2002 compared to 2001 is due to 
increased real estate financing due to lower ratcs. It should be noted that consumer loans decreased on average in 
2003,2002 and 2001. These decreases reflect the low rates that existed in the consumer auto market that was h'uclcd 
by manufacturers' low or zero rate financing programs. Our Company chose to not aggressively pursue constimer 
auto loans during 2003, 2002 and 200 I and as such this portion of the loan portfolio declined in balance. 

Average investment securities and federal funds sold decrcascd $1 1,942,000 or 5.1 % to $224,039,000 for 
2003 compared to $235,981,000 for 2002 and followed a $22,525,000 or 10.6% incrcasc for 2002 compared to 
200 I .  The decrease in 2003 reflects the use ofinveshncnt liquidity to fiind the Company's growth in the loan 
portfolio. The increase in 2002 reflects increased collateral requirements for securities sold under agreement to 
repurchase. 

Average demand deposits increased $9,033,000 or 12.7% to $80,140,000 for 2003 compared to 
$71,107,000 and followed a $7,874,000 or 12.5% increase for 2002 compared to 2001. Approximately $1,777,000 
ofthe increase in average time deposits is attributed to the acquisition. 
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Average total time deposits increased $42,096,000 or 8.3% to $548,003,000 for 2003 compared to 
$505,907,000 for 2002 and followed a $4,579,000 or 0.9% decrease for 2002 compared to 2001. Approximately 
$13,586,000 of the increase in average time deposits is attributed to the acquisition. Other than the increase 
attributed to the acquisition average time deposits increased approximately $28,5 10,000 or 5.64%. Approximately 
$8,522,000 of the remaining increase in average time deposits represents brokered time deposits. These brokered 
time deposits represent certificates of deposit issued in denominations of less than $1 00,000 for various terms up to 
two years in length. The 2002 decrease is due to a low interest rate environment in which depositors moved funds 
from banking institutions to brokerage and other investment institutions. 

Average federal funds purchased and securities sold under agreements to repurchase increased $2,757,000 
or 4.2% to $68,859,000 for 2003 compared to $66,102,000 for 2002 and followed a $27,643,000 or 71.9% increase 
for 2002 compared to 2001. Those variances reflected competition for institutional funds awarded based upon 
conipetitive bids as well as an increased use of federal funds purchased to fund loan growth. 

Average interest-bearing demand notes to U.S. Treasury decreased $52,000 or 6.1% to $802,000 for 2003 
compared to $854,000 for 2002 and followed a $80,000 or 10.3% increase for 2002 compared to 2001. Balances in 
this account are governed by the U.S. Treasury’s funding requirements. 

Average other borrowed money decreased $784,000 or 1.9% to $41,442,000 for 2003 compared to 
$42,226,000 for 2002 and followed a $966,000 or 2.3% increase for 2002 compared to 2001. The 2003 decrease 
reflects repayment of debt. The 2002 increase reflects additional Federal Home Loan Bank borrowings to fund loan 
demand. 

Average stockholders’ equity increased $4,732,000 or 5.8% to $86,535,000 for 2003 compared to 
$81,803,000 and followed a $4,718,000 or 6.1% increases for 2002 compared to 2001. The increases represents net 
income retained in excess of dividends declared plus adjustments for unrealized gains or losses on debt and equity 
securities, nut of taxes. 



The following table provides a comparison of fully taxable equivalent earnings, including 
adjustments to interest income and tax cxpeiise for intercst on tax-exempt loans and investments. 

(Dollars expressed in thousands) 

Year Ended December 31, 

Interest income 
Pully taxable equivalent (FTE) adjustment 

Interest income (FTE basis) 
Interest expense 

Net interest income (FTE basis) 
Provision for loan losses 

Net interest income after provision 

Non i nterest income 
Noninteresl expense 

for loan losses (FTE basis) 

lncome before income taxes 
(FTE basis) 

Income taxes 
FTE adjustment 

Income taxes (FTE basis) 

Net income 

Averagc total earning assets 

Net interest margin 

2003 

$ 38,922 
679 

39,60 I 
12,798 

26,803 
1.092 

25,7 1 1 
6,704 

18,536 

13,879 

4,156 
679 

4.835 

~- s9.044 

$ 767,928 

3.49% 

2002 

40,463 
780 

4 1,243 
16,326 

24,9 17 
936 

23,981 
6,103 

17,832 

12,252 

3,379 
7x0 

4, I59 

~ 8.093 

7 1 3 , 1 1 6  

3.49 

2001 

49,289 
828 

50,l I7 
25,389 

24,728 
1,154 

23,574 
5,397 

17.400 

11,571 

3,64 I 
828 

4,469 

_. 7,102 

-67 8,3 S2 

~- 3.65 

Our Company's primary source of earnings is net interest income, which is the difference between the 
interest earned on interest earning assets and the interest paid on interest bearing liabilities. Net interest income on a 
fully taxable equivalent basis increased $1,886,000 or 7.6% to $2h,803,000 for 2003 compared to $24,917,000 for 
2002, and followed a $189,000 or 0.8% increasc for 2002 comparcd 10 2001. Measurcd as a percentage of average 
earning assets, the nct interest margin (cxpressed on a fully taxable equivalent basis) decreascd from 3.65% for 
2001, to 3.49% for 2002, and to 3.49% for 2003, Although rates on earning assets and interest-bearing liabilities 
continued to decline during 2003, our Company was ablc to maintain existing spreads betwccn these assets and 
liabilities. As a result the net interest margin earned remained stable between 2003 and 2002 at 3.49%. The 
decrease in net interest margin from 3.65% 2001 to 3.49% in 2002 reflects the inability to maintain constant spreads 
in that rate environment. 

The provision Ibr loan losses increased $156,000 or 16.7% to $1,092,000 for 2003 compared to $936,000 
for 2002 and followed a $218,000 or 18.9% decrease for 2002 compared to 2001. The increase in the provision in 
2003 was primarily due to increased reserve allocations associated with impaired loans. The decrease in the 
provision in 2002 was primarily due to a decreasc in iionperforniing loans. The allowance for loan losses totaled 
$8,267,000 or 1.42% of loans outstanding at December 3 1, 2003 compared to $7,12 1,000 or 1.46% of' loans 
outstanding at December 31, 2002 and $6,674,000 or 1.44% of loans outstanding at Deceinber 3 I ,  2001. The 
allowance for loan losses expressed as a percentage ofnonperforming loans was 274.29% at December 3 1,2003, 
236.66% at December 3 I ,  2002, and 166.98% at December 3 I ,  2001. 



Results of Operations 

Years Ended December 31,2003 and 2002 

Our Company's net income increascd by $95 1,000 or 11.8% to $9,044,000 for the year ended Decernbcr 
31, 2003 compared to $8,093,000 for 2002. Not interest income on a fully taxable cquivalent basis increased to 
$26,803,000 or 3.49% of average earning assets for 2003 compared to $24,917,000 or 3.49% of average earning 
assets tor 2002. 'lhe provision I'or low losses for 2003 was $1,092,000 compared to $936,000 for 2002. Net loans 
charged off for 2003 wcre $158,000 compared to $488,000 for 2002. 

Noninterest income and noninterest expense for the years cnded December 31,2003 and 2002 wcre as 
follows: 

(Dollars expressed in thousands) 
Year Ended 

December 31, Increase (decrease1 

Noninterest Income 
Service charges on deposit accounts 
Trust department income 
Brokerage incoinc 
Mortgage loan servicing fees, net 
Gain on sales ol'iiiortgage loans 
Gain on sales and calls of debt securities 
Credit card lees 
Other 

Noninterest Expcnse 
Salaries and employee benefits 
Occupancy expense, net 
Furniture and equipment expcnse 
FDIC insurance assessment 
Advertising and promotion 
Postage, printing, and supplies 
Legal, examination, and profcssional fees 
Credit card expenses 
Credit investigation and loan collection 
Amortization of intangible assets 
Other 

2003 

$ 2,752 
793 
I07 

(125) 
2,506 

38 
1.58 
475 

S_- 6,704 

$ 10,088 
1,074 
2,087 

96 
560 
847 
745 
99 

I29 
307 

2,504 
$ 18.536 

2002 

2,684 
513 

88 
222 

1,768 
163 
153 
512 

- 6.103 

9,337 
1,079 
1,887 

103 
467 
918 

1,002 
95 

292 
299 

2,353 
17,832 

Amount 

68 
280 

19 
(347) 
738 

(125) 
5 

(37) 
- 601 

7.5 1 

200 

93 

(5) 

(7) 

(71) 
(257) 

4 
( 1  63) 

8 
151 

. 704 

%I 

2.5% 
54.6 
21.6 

(156.3) 
41.7 

(76.7) 
3.3 

(7.2) 
-. . - 9.8% 

8.0% 
(0.5) 
10.6 
(6.8) 
19.9 
(7.7) 

(25.6) 
4.2 

(55.8) 
2.7 
6.4 
-3% .~ 

Noninterest incomc increased $601,000 or 9.8% to $6,704,000 for 2003 compared to $6,103,000 for 2002. The 
increase in trust department income reflects Iiighcr trust distribution Ikes collccted in 2003 compared to 2002. l'he 
decrease in mortgage servicing fees ol' $347,000 reflects a $566,000 impairment write-down of our Company's 
mortgage scrvicing rights to their fair value during 2003 coinpared to $259,000 during 2002. This write-down is 
reflective of the high refinancing activity that our Company has oxpcrienced in its servicing porlfolio during the tirst 
and second quarter? of 2003. Gains on sales of mortgage loans increased $738,000 or 41.7% duc to an increase iii 
volumc of loans originated and sold to the secondary market from approximately $107,3 12,000 during 2002 to 
approximately $1 12,759,000 during 2003. The increase in volume of loans sold is a result o f  increased refinancing 
activity and new mortgage lending as a result of lower mortgage rates in effect during 2003 compared to thosc in 
effect during 2002. Thc $ I  25,000 or 76.7% decrease in gain on sales and calls of debt securities represents a 
decrease in the volumc of securities sold in 2003 versuq 2002. 

Noninterest expense increascd $704,000 or 3.9% to $18,536,000 for 2003 compared to $ 1  7,832,000 for 
2002. Salaries and benelits incroased $75 I ,000 or 8.0%. Approximately $124,000 ol'this increase reflects costs 
associated with the acquisition of the Springfield branch. The balance ofthe increase rcflects noriiial salary 
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adjustments, increased insurance benefit costs, and increased pension and profit sharing expense. The $200,000 or 
10.6% increase in furniture and equipment expense are primarily related to increased depreciation associated with 
purchascs of core data processing hardware and software during the second half of the prior year as well as upgrades 
of numerous personal computers in the current year. The $257,000 or 25.6% decrease in legal, examination, and 
professional fees is due in large part to ccinsulting fees paid in tlie prior year for services related to our Company 
wide data processing conversion. The $163,000 or 55.8% decrease in credit investigation and loan collection 
expense reflects lower costs related to foreclosed properties and repossessions. 

The $15 1,000 or 6.4% increase in other noninterest expense reflects increases in various categories 
including telecommunications expense, data processing expense, and lraining. These increases are primarily related 
to our Company's conversion to the new core data processing systcm. 

Years Ended December 31,2002 and 2001 

Our Company's net income increased by $99 1,000 or 14% to $8,093,000 for the year ended December 3 I ,  
2002 compared to $7,102,000 for 2001. Net interest income on a fully taxable equivalcnl basis increased to 
$24,917,000 or 3.49% of average earning assets lbr 2002 compared to $24,728,000 or 3.65% of average earning 
asscts for 2001. The provision for loan losses for 2002 was $936,000 compared to $I,I54,000 for 2001. Net loans 
chargcd off for 2002 were $488,000 compared to $1,42 1,000 for 200 I 

Noninterest income and noninterest oxpense for the years ended December 31,2002 and 2001 were as 
follows: 

(Dollars expressed in thousands) 
Year Ended 

December 31, 
2002 2001 

lncrease (decrease) 
Amount YO 

Noninterest Income 
Service charges on deposit accounts 
Trust department iiicoine 
Brokerage income 
Mortgage loan servicing fees, net 
Cain on salcs of mortgage loans 
Gain (loss) on sales and calls ol'debl securities 
Credit card fccs 
Other 

Nonintcrest Expense 
Salaries and employee benefits 
Occupancy expense, net 
Furniture and equipment cxpense 
FDIC: insurance assessment 
Advertising and promotion 
Postage, printing, and supplies 
Legal, examination, and professional fees 
Credit card expenses 
Credit investigation and loan collection 
Amortization of goodwill 
Amortization of intangible assets 
Other 

$ 2,684 
513 

88 
222 

1,768 
163 
153 
512 

LAm 

2,007 
430 

91 
463 

1,459 
98 

150 
609 

5,397 

28.0% 
19.3 
(3.3) 

(52.  I j 
21.2 
66.3 

2.0 
(15.9) 
13 .m.  

$ 9,337 
1,079 
1,887 

103 
467 
918 

1,002 
95 

292 

299 
2,353 

-- 

lLAL&z 

8,790 
1,006 
1,597 

1 05 
457 
765 
876 
96 

199 
1,219 

313 
1,977 

17.400 

547 
73 

290 
(2) 
10 

I53 
126 

(1) 
93 

(1,219) 
(14) 

376 
_.. 432 

6.2% 
7.3 

18.2 
(1.9) 
2.2 

20.0 
14.4 
1 .0 

46.7 
(1 00.0) 

(4.5) 
19.0 
2.5% 

Nonintcrest income increased $706,000 or 13.1% to $6,103,000 for 2002 compared to $5,397,000 for 2001. Service 
charges on deposit accounts increased $587,000 or 28.0% primarily due to the institution of a new overdraft 
program. This program has generated an increase of approximately $560,000 in insufficient fund fees collected 



during 2002 compared to 200 I .  The increasc in trust department income reflects higher trust distribution fces 
collectcd in  2002 coinpared to 2001, The decrease in mortgage servicing fees or$241,000 reflects a $258.000 writc- 
down of our Company’s mortgage servicing rights to their fair value during 2002. I’his write-down is rellectivc of 
tho high refinancing activity that our Company has experienced in its servicing portfolio during the third and iourth 
quarters of 2002. Gains on sales ofniortgage loans increased $309,000 or 21.2% due to an increase in volume of 
loans originated and sold to the secondary niarkct from approximately $ I  06,922,000 during 2001 to approximately 
$107,3 12,000 during 2002. Thc increase io volume of‘ loans sold is a result ofincreasod refinancing activity and 
new mortgage lending as a result of lower inorlgage rates in effect during 2002 compared to those in effect during 
2001. The $65,000 or 66.3% increase in gain (loss) on sales and calls of debt securities represents a higher volume 
of securities sold in 2002 versus 2001. ‘I’he $07,000 or 15.9% decrease in other noninterost income prirnarily 
reflects gains recogniyed in 2001 on the sales of properties obtained in previous acquisitions. 

Nonintcrest expense increased $432,000 or 2.5% to $17,832,000 for 2002 compared to $17,400,000 for 
2001. Salaries and benetjts increased $547,000 or 6.2% and reflects normal salary adjustments, increased insurance 
benefit costs, and increased pension and profit sharing expense. Thc $73,000 or 7.3% increase in occupancy 
expense and the $290,000 or 18.2% increase in furniture and equipment expense are primarily related to increased 
depreciation associated with a ncw branch and hardware and software purchased in conjunction with a data 
processing conversion, The $1 53,000 or 20.0% incrcasu in postage, printing and supplies reflects costs incurred by 
our Banks rclated to the data processing conversion. These costs include new fonns and additional statement 
mailings. The $126,000 or 14.4% increase in legal, examination, and professional lkcs is due in large part to 
consulting fees related to our Company wide data processing conversion. 

During 2002, our Company converted all three of our banks to a conimoii data processing platfonn. 
Approximately $1,500,000 was spent to purchase new core software and hardwart. systems. I’hese costs will be 
amorhed over periods ranging from 3 to 5 years and will be reflected in increased furniture and equipment expense 
in the upcoming years. 

The $I,2 19,000, or 100.0% decrease in amortization of goodwill reflects thc discontinuance of goodwill 
ainortization as required by W A S  No. 142, Goodwill und Other lnfangiblr Assets. The periodic arnortiLation of 
goodwill has been replaced by an annual impainnent test. The $376,000 or 19.0% increase in other noninterest 
expense reflects incrcases in various categories including telecommunications expense, data processing expense, and 
training. These increases are primarily relatcd to our Company’s conversion to the new core data processing system. 

Net Interest Income 

Fully taxable equivalent nct interest income increased $ 1,886,000 or 7.6% to $26,803,000 for 2003 
compared to $24,9 17,000 for 2002, and followed a $1 89,000 or 0.8% increasc from 2002 compared lo 200 I .  ‘I’he 
iiicrcasc in net interest iiicomc in 2003 and 2002 was the result of increased earning assets. 



The following table presents avcrage balance sheets, net interest income, average yields of' earning assets, 
and average costs of interest bearing liabilities on a fully taxable equivalent basis for cach of the years in the three- 
year period ended Dccember 31,2003. 

(Dollars expressed in thousands) 
Year Ended necember 31, 

2003 2002 2001 

ASSETS 
Loans: (2) 
Commercial 
Real cstatc 
Consumer 

Investment in debt and 
equity secirities:(3) 

U.S. Treasury and US. 
Governrncnt agcncics 
State and municipal 
Other 

Federal funds sold 
Interest hearing 
deposits in other 
financial institutions 
Total interest 
earning assets 

All other assets 
Allowance for loan 

Losses 
Total assets 

Average 
Balance 

$1 8 1,142 
3 I 5,x 1 0 
42,960 

I5 1,806 
3 1,375 
4,653 

36,205 

3,977 

767,928 
72,962 

(7,7 17) 
$833. I73 

Continued on next page 

Interest 
Incvrnd 

Exoense(1) 

$ l0,6l I 
18,687 
3,381 

4,284 
2,062 

170 
365 

41 

39,hO 1 

Rate 
Earned/ Average 
Paid(l1 Balance 

5.86% $143,727 
5.92 285,342 
7.87 46,207 

2.82 146,096 
6.51 37, I33 
3.65 4,970 
1.01 47,782 

1.03 1.769 

5.16 713,116 
7 1,982 

(6,936) 
$778,162 

13 

Interest 
Incornel 

Expense(1) 

$ 9,062 
19,262 
3,940 

5,492 
2,493 

215 
736 

43 

4 1,243 

Rate 
Earned/ Average 
Paid(l) Balance 

6.31% $144,241 
6.75 266,632 
8.51 51,595 

3.76 120,366 
6.71 39,581 
4.33 4,753 
1.54 48,756 

2.43 2,465 

5.78 678,389 
72,267 

Interest 
Incornel 

Exaense(1) 

$ 11,573 
21,651 
4,726 

1,352 
2,720 

239 
1,762 

94 

50,117 

Rate 
Earned/ 
Paid(]) 

X.02%, 
8.12 
9.16 

6.11 
6.87 
5.03 
3.61 

3.8 I 

7.39 

(7,139) 
$743.517 



Year Endcd December 3 I ,  

LIABILITIES AND 
S'IOCKHOLDERS' 
EQIJITY 
N O W  accounts 
Savings 
Money market 
Time deposits of  
$100,000 and over 
Other time deposits 

Total timc deposits 
Federal fiinds purchased 

and securities sold 
under agreements to 
rcpurchase 

Interesl-hearing dcrnand 
notes to U.S. Treasury 

Other borrowed money 
Total intcrest- 
bearing liabilitics 

Demand deposits 
Other liabilities 

Total liabilities 
Stockholders' equity 

Total liabilities and 
stockholders' cquity 

Nct intcrcst income 
Net intcrcst margin 

Average 
Ralance 

$ 100,950 
53,630 
64,999 

77,63 1 
250,784 
548,003 

68,859 

802 
4 1,442 

659,106 
80, I40 
7,302 

746,638 
86,535 

$333,173 

lntercst 
Income/ 

Expense(1) 

$ 612 
37 1 
582 

1,850 
6,88 I 

13,069 

664 

7 
1.762 

12,798 

$26.803 

Hate 
Earned/ 
Paid(1) 

0.67% 
0.69 
0.90 

2.39 
2.74 
I .89 

0.96 

0.87 
4.25 

I .94 

~. .. 3.40% 

Averagc 
Balance 

$ 87,759 
49,726 
6 2 3  18 

58,432 
247.172 
505,907 

66,102 

854 
42.226 

615,089 
71,107 
10,163 

696,359 
8 I 3 0 3  

=ma 

2002 

Interest Rate 
Income/ Enrned/ 

Exoense( 1) Paid(]) 

$ 91 I 1.04% 
514 I .03 
856 I .36 

1,867 3.20 
8,92 1 3.6 I 

13,069 2.58 

1,004 I .52 

1 1  I *29 
2.242 5.31 

16,326 2.65 

$ 24,917 
- 3.49% 

( 1 )  lntcrcst income and yields arc presented on a fully taxable equivalent basis using the Federal stattitorq 
interest expense. Such adjustments totaled $679,000, $780,000 and $828,000 for Ihe years endcd Der 

(2) 

( 3 )  

Nonaccruing loans are included in the average amounts outstanding. 

Average balances based on amortimd cost. 

- 

1 incon 
:ember 

2OUI 

Interest 
Average Income/ 
Balance Expense(1) 

$ 87,070 $ 1,946 
47,360 1,050 
60,247 1,703 

49,555 2,662 
265,354 14,210 
5 10,486 2 1,60 I 

38,459 1,219 

774 28 
4 1,260 2.4x1 

500,979 25,389 
63,233 
12.220 

666,432 
77.085 

$_7_43.517 
$ 24.728 

IC tax rate of 35%, net o f ]  
3 I ,  2003,2002 and 200 I .  
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(Dollars expressed in thousands) 

Year Ended 
December 31,2003 

Compared to 
December 31,2002 

Interest income on a fully 
taxable equivalent basis: 

Loans: ( I )  
Commercial 
Real estate ( 2 )  
Consumer 

Investment in dcbt and 
equity securities: 
U.S. Treasury and U.S. 
Government agencies 
State and municipal(2) 
Other 

Federal funds sold 
Intcrcst bearing deposits 
in other financial 
Institutions 

Total interest 
Income 

Continued on next page 

Chanve due to 
Volume Rate 

33 (351 

3,592 (5,234) 

I'he following table presents, on a fully taxable equivalent basis, an analysis o f  changes in net interest 
incoino rcsulting from changes in averagc volumes of earning assets and interest hearing liabilities and average ratcs 
earned and paid. The change in intcrest due to the combined ratc/voliime variance has been allocated to ratc and 
volume changes in proportion to the absolute dollar amounts of change in each. 

Year Ended 
December 31,2002 

Compared to 
December 31,2001 

Chanpe due to 
Katc Volume 1 

(41) (2,470) 
1,444 (3,883) 
(465) (321) 

1,356 (3,216) 
(165) (62) 

10 (34) 
(34) (992) 

(23) (28) 

2,082 (10,956) 
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Interest expense: 
NOW accounts 
Savings 
Money market 
Time deposits of 
$100,000 and over 

Other time 
Deposits 

Federal funds purchased 
and securities sold 
under agreements 
to repurchase 
Interest-bearing 
demand notes to 
U.S. Treasury 
Other borrowed money 
Total interest 

Expense 
Net interest income 
on a fully taxable 
equivalent basis 

Year Ended 
December 31,2003 

Compared to 
December 31,2002 

Year Ended 
December 31,2002 

Compared to 
December 31,2001 

Chanpe due to 
Volume - Rate 

I23 (362) 
38 (181) 
29 (303) 

526 (534) 

128 (2,168) 

40 (380) 

843 (4.371) 

7..744 =@!533 

- Total Chanw due to 
Change Volume - Rate 

(1,035) (5) (1,030) 
(536) 50 (586) 
(937) 74 (1,011) 

(795) 418 (1,213) 

(5,289) (919) (4,370) 

(2 15) 612 (827) 

(9,063) 290 (9,353) 

(1) Nonaccruing loans are included in the average amounts outstanding. 

(2) lnterest income and yields are presented on a fully taxable equivalent basis using the federal statutory 
income tax rate of 35%, net oFnondeductible interest expense. Such adjustments totaled $679,000, 
$780,000 and $828,000 for the years ended December 3 1,2003,2002 and 2001, respectively. 

Lending and Credit Management 

Interest earned on the loan portfolio is a primary source of interest income for our Company. Net loans 
represented 65.7% oftotal assets as of December 31, 2003. Total loans increased steadily from December 31, 1999 
through December 3 I ,  2003 due to stable local economics and reasonable interest rates. 

Lending activities are conducted pursuant to written loan policies approved by our Banks' Boards of 
Directors. Larger credits are reviewed by our Banks' Discount Committees. These committees are comprised of 
members of senior management. 



(Dollars expressed in thousands) 

December 31, 
2003 2002 2001 2uoo 1999 

U/u Amount - % Amount __ Yo Amount - % Amount - % Amount - 
Commercial, linancial 

Kea1 esta1e -- 

Rcal estate -- 

lnstallment loans 

and iigricril tu rd  $ 212,440 36.4Yn $ 147,851 30.4% $ 137,235 29.5% $ 151.330 32.3% $ 114,469 3S.lYo 

Construclion 46,672 8.0 41,437 8.5 25,820 5.6 20,500 4.4 24,89 I 7.6 

Mortgagc 283,111 48.5 250,318 51.4 254,324 54.8 238,157 50,8 135,677 41.6 

to individuals 
Total loall.. 

4 1,696 7. I 46,958 9.7 46.985 10.1 58,484 12.5 51.192 15.7 
100.0% L486,5h4 100.0% 100.0%1 $ 44- 100.0% L X Z . 2 2 9  100.0% 

Loans at December 3 I ,  2003 mature as follows: 

(Dollars expressed in thousands) 

Over One Year 
Through Five 

Years Over Five Yctlrs 
One Year Fixed Floating Fixed Floating 
Or Less Rate - Ratc Hate Rate Total 

Comnierc i al, financial, 
and agricultural $ 109,413 $ 67,186 $ 24,507 $ 6,853 $ 4,481 $ 212,440 

Real estate - 46,407 175 _ _  _ _  -- 46,672 
construction 
Real estate - 

lnstallment loans to 
individuals 17,928 23,265 137 276 90 4 L ,696 

mortgage 48,372 97,844 70,670 24,135 42, I90 283,l I I 

Total loans ta:22,2.@ $188,432 %95,314 $_sx3.919 

Our Company generally does not retain long-term fixed rate residential tnortgage loans in its portfolio. 
Fixed rate loans confoming to standards required by the secondary market are offered to qualified borrowers, but 
are not funded until our Company has a non-recourse purchase commitment [rom the secondary rnarkct at a 
predetermined price. At December 3 1, 2003 our Coinpany was servicing approximately $209,112,000 of loans sold 
to thc sccondary market. 

Mortgage loans retained in our C'onipany's portfolio generally include provisions lor rate adjustments at 
one to three year intervals. Cominercial loans and real estatc construction loans generally have maturitics of less 
than one year. Installment loans to individuals are primarily lixed rate loans with maturitics from one to five years. 

I'hc provision for loan losses i s  bascd on management's evaluation ol' the loan ponl'olio in light of national 
and local economic conditions, changes in the composition and volume of thc loan portfolio, changes in thc volume 
of past due and nonaccrual loans, value of underlying collateral and other relevant factors. The allowance for loan 
losses which is reported as a deduction from loans, is available for loan charge-ol'fs. This allowance is increased by 
thc provision charged to expense and is reduced by loan charge-offs net of loan rwoveries. 

I 
I 

Managcrnent formally rcviews all loans in excess of certain dollar amounts (periodically established) at 
least annually. In addition, on a monthly basis, management rcviews past due, "classified", and "watch list" loans in 
order to classify or reclassify loans as "loans rcquiring attention," "substandard," "doubtful," or "loss". During that 
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revicw, management also determines what loans should be considered to he "impaired". Management believes, but 
there can bc 110 assurance, that these procedures kecp rnanagcmerit informed of possible problem loans. Based upon 
these procedures, both the allowance and provision for loan losses are adjusted to maintain the allowance at a level 
considcred adequate by management for probable losses inherent in the loan portfolio. 



The following table summarizes loan loss expcricnce lor the periods indicated: 

(Dollars expressed in thousands) 

Analysis of allowance for loan losses: 
Balance beginning of year 
Allowance for loan losses o f  

acquired companies 
at date of acquisitions 

Commercial, financial, and agricullural 
Real estate - construction 
Real estate - mortgage 
Installment loans to individuals 

Charge-offs: 

Recoveries: 
Cornrncrciitl, financial, and agricultural 
Kea1 estatc - construction 
Real estate - mortgage 
lnstallnient loans to individuals 

Net charge-offs 
Provision for loan losses 
Balancc at end of year 
Loans oulstandiiig: 

Average 
End of period 

losses to loans oulslaiidiiig: 
Allowance for loan 

Average 
End of period 

loans outstanding 
Net charge-offs to avcrage 

Allocation of allowance for 
loan losses at end of period: 
Commercial, financial, and 
agricultural 

Real estatc - construction 
Real cstatc - mortgage 
Installment loans to individuals 
Unallocatcd 
Total 

Percent of categories to total loans: 
Commercial, financial, and agricultural 
Kea1 estatc - construction 
Real estate - mortgage 
Installment loans to individuals 

Total 

2003 

$ 7,121 

212 

47 

86 
340 

_ _  

484 

164 
-- 
-- 

I 62 
326 
I58 

1,092 
$ 8,267 

$539,912 
583,919 

1.53% 
1.42 

0.03 

Year Ended December 31, 
2002 - 2001 

6,673 6,940 

I46 689 
19 144 
22 61 

58 I 708 
768 1,602 

115 

1 
164 
280 
488 
936 

-- 

LL7iJ2L 

22 

8 
151 
181 

1,42 1 
1,154 

-_ 

6.673 
$475,366 462,468 
486,564 464,364 

1.50% 1.44 
1.46 1.44 

0.10 0.3 I 

Year Ended December 31, 
2003 2002 2001 - 2000 - 1999 

$ 3,979 2,627 2,444 2,838 1,214 
20 1 168 104 530 479 

2,538 2,208 1,872 1,552 1,202 
561 542 660 900 392 
988 1,576 1,584 1,120 1,478 

s 8.267 $ - 7,121 6.673 . 6,940 .&765 

36.4% 30.4 29.5 32.3 35.1 
8.0 8.5 5.6 4.4 7.6 

48.5 51.4 54.8 50.8 41.6 
7. I 9.7 10.1 12.5 15.7 

. -  l0OA 100.0 100.0 100.0 l.00,O 

a 
4,765 

1,150 

273 

10 
436 
719 

409 

_- 

-_ 
-- 

I I3 
522 
197 

1,222 
6.940 

423,553 
468,47 I 

I .64 
I ,48 

0.05 

1999 

4,413 

-- 

410 

36 
288 
734 

57 

3 
1 I6 
176 
558 
910 

4,765 

303,492 
326,229 

_ _  

-- 

1.57 
I .46 

0.18 



The allocation of allowance for loan losses related to cornmercial, financial, and agricultural loans was 
$3,979,000 at December 3 I ,  2003 compared to $2,627,000 at December 3 1,2002. This $1,352,000 increase is the 
rcsult of both speciiic and non-specific allocations related to an increase of approximately $4,855,000 in loans rated 
by management as substandard. 

Nonporforming loans, defined as loans on nonaccrual status, loans 90 days or more past due, and 
restructured loans totaled $3,014,000 or 0.52% of total lwms at December 31,2003 compared to $3,009,000 or 
0.62% of total loans at December 3 I ,  2002. The following table summarizes our Company's nonperforming assets 
at the datcs indicated: 

(Dollars expressed in thousands) 

December 3 1, 
1999 - 2000 - - 2003 - 2002 - 2001 

Nonaccrual loans: 
Commercial, financial, 

and agricultural $ 1,520 1,179 23 I8 2,648 84 1 
Real estate - construction 59 6 5, 66 1,006 I34 
Real estate - mortgage 1,270 1,152 842 3,584 507 
Inslallment loans to individuals 55 81 124 453 57 

Total nonaccrual loans 2,904 2,481 3.550 7,69 I I .539 

Loans contractually past-due 90 days 
or more and still accruing: 
Commercial, t?nancial, and agricultural 66 85 96 -_ -- 
Real estate - construction _ _  169 -- -- -- 
Real estate - mortgage 4 254 299 237 -- 
Installment loans to individuals 40 20 52 I54 22 

Total loans contractually past-due 
90 days or more and still accruing 110 528 447 391 22 

_- 132 

Total nonperforming loans 3,014 3,009 3,997 8,082 1,693 
Other real estate 47 116 650 36 -- 
Repossessions 73 I15 141 143 91 

Total nonperforming assets $U -s 8261 _==La 

Restructured loans -- -- -_ 

1,oans $ 583,919 486,564 464,364 468,471 326,229 
Allowance for loan losses to 
loans 1.42% I .46 1.44 1.48 1.46 

Nonperforming loans to loans 0.52 0.62 0.86 1.73 0.52 
Allowance for loan losses lo 
nonperforming loans 274.29 236.66 166.98 85.87 28 1.45 

Nonperfonning assets to loans and 
foreclosed assets 0.54 0.67 1.03 1.76 0.55 

It is our Company's policy to discontinue the accrual of interest income on loans when the full collection of 
principal or intcrest is in doubt, or when the payment ofprincipal or interest has become contractually 90 days past 
due unless the obligation is both well secured and in the process of collection. Interest on year-end nonaccrual 
loans, which would have been recordcd under the original terms of thc loans, was approximatcly $227,000, 
$203,000 and $591,000 for the years ended December 3 I ,  2003, 2002 and 2001, respectively. Approximately 
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$56,000, $39,000 and $300,000 was actually recorded as interest income on such loans for the year ended December 
3 1,2003,2002 and 2001, respectively. 

A loan is considered impaired when it is probable a creditor will be unable to collect all amounts due - both 
principal and interest - according to the contractual terms of the loan agreement. In addition to nonaccrual loans at 
December 3 I ,  2003 included in the table above, which were considered impaired, management has identitied 
additional loans totaling approximately $66,000 which are not included in the nonaccrual table above but are 
considered by management to be impaired. The $66,000 of loans identified by management as being impaired 
reflected various commercial loans ranging in size from approximately $14,000 to approximately $3 1,000. 

Impairment reserves for our Company's impaired loans were determined based on the fair value of the 
collateral securing those loans, or in the case of loans guaranteed by the Small Business Administration, the amount 
of that guarantee. At December 3 I ,  2003 $685,000 of our Company's allowance for loan losses related to impaired 
loans totaling approximately $1,572,000. 

As of December 3 1,2003 and 2002 approximately $17,167,000 and $1 1,440,000, respectively, of loans not 
included in the nonaccrual table above or identified by management as being "impaired' were classified by 
management as having more than normal risk which raised doubts as to the ability of the borrower to comply with 
present loan repayment terms. The increase in classii-ied loans is primarily represented by one large commercial 
credit. This credit is paying as agreed and management feels it is well secured. In addition to the classified list, our 
Company also maintains an internal loan watch list of loans which for various reasons, not all related to credit 
quality, management is monitoring more closely than the average loan in the portfolio. Loans may be added to this 
list for reasons which are temporary and correctable, such as the absence of current financial statements of the 
borrower, or a deficiency in loan documentation. Other loans are added as soon as any problem is detected which 
might affect the borrower's ability to meet the terms of the loan. This could be initiated by the delinquency of a 
scheduled loan payment, a deterioration in the borrower's financial condition identified in a review of periodic 
financial statements, a decrease in the value of the collateral securing the loan, or a change in the economic 
environment within which the borrower operates. Once a loan is placed on our Company's watch list, its condition 
is monitored closely. Any further deterioration in the condition of the loan is evaluated to determine if the loan 
should be assigned to a higher risk category. 

The allowance for loan losses is available to absorb probable loan losses regardless of the category of loan 
to be charged off. The allowance for loan losses consists of three components: asset-specific reserves, reserves 
based on expected loss estimates, and unallocated reserves. 

The asset-specitic component applies to loans evaluated individually for impairment and is based on 
management's best estimate of discounted cash repayments and proceeds from liquidating collateral. The actual 
timing and amount of repayments and the ultimate realizable value of the collateral may differ from management's 
estimate. 

The expected loss component is generally determined by applying statistical loss factors and other risk 
indicators to pools of loans by asset type. These expected loss estimates are sensitive to changes in delinquency 
status, realizable value of collateral, and other risk factors. 

The underlying assumptions, estimates and assessments used by management to determine these 
components are continually evaluated and updated to reflect management's current view of overall economic 
conditions and relevant factors impacting credit quality and inherent losses. Changes in such estimates could 
significantly impact the allowance and provision for credit losses. Our Company could experience credit losses that 
arc diffcrent from the currcnt estimates made by management. 

At December 3 1,2003, management allocated $7,279,000 of the $8,627,000 total allowance for loan 
losses to specific loans and loan categories and $988,000 was unallocated. Considering the size of several of our 
Company's lending relationships and the loan portfolio in total, management believes that the December 3 I ,  2003 
allowance for loan losses is adequate. 

Our Company does not lend funds for the type of transactions defined as ''highly leveraged" by bank 
regulatory authorities or for foreign loans. Additionally, our Company does not have any concentrations of loans 



cxceeding 10% of total loans which are not otherwise disclosed in the loan portfolio composition table. Our 
Company does not have any interest-earning assets which would have been included in nonaccrual, past due, or 
restructured loans if such assets were loans. 

investment Portfolio 

Our Company classifies its debt and equity securities into one ofthe following two categories: 

Held-to-Maturity - includes investments in debt securities which our Company has the positive intent and 
ability to hold until maturity. 

Available-for-Sale - includes investments in debt and cquity securities not classified as hcld to maturity or 
trading (i.e,, investments which our Company has no present plans to sell in the near-term but may be sold in the 
future under diil'crent circumstances). 

Debt securities classified as held-to-maturity are carried at amortized cost, while debt and equity securities 
classified as trading or available-for-sale are carried at estimated markct value. Unrealized holding gains and losses 
from available-for-sale sccurities arc excluded from earnings and reported, net of applicablc taxes, as a separate 
component ol' stockholders' equity until realiLed. 

Our Company docs not engage in trading activities and accordingly does not have any debt or equity 
securities classified as trading securities. Historically our Company's practice had been to purchase and hold debt 
instruments until maturity unless special circumstances cxist. Howcver, since the investmcnt portfolio's major 
function is to provide liquidity and to balance our Company's interest rate sensitivity position, certain debt securities 
along with stock of the Federal Home T,oan Bank and the Federal Reserve Bank are classified as available-for-sale. 

At December 3 I ,  2003 debt and equity securities classificd as available-for-sale represented 2 I .6% of total 
consolidated assets. Future levels of held-to-maturity and available-for-sale investment securities can be expected to 
vary depending upon liquidity and interest sensitivity needs as wcll as other factors. 

The following table presents the composition of the investment portfolio by major category. 

(Dollars expressed in thousands) 

U.S. Treasury secririties 
U.S. liovcrntnenl agcncies 

and corporations: 
Asse t-hacked 
Other 

Stales and polilical 

Other debt securilies 

tedcral Home Loan Bank 
Stock 
Federal Reserve Bank 
Stock 
Federal Agricultural 
Mortgage Corporation 

Total invcstnients 

Subdivisions 

Total debt sccuritk 

2003 2002 
Ava i I able- Available- 

$ -- $ 
- fur-Sale for-Sale 

_- 

13,242 9,104 
142,332 136,742 

29,327 3.5,804 
1,032 1.485 

185,933 183,135 

2,262 2,829 

75 1 750 

2001 
Available- 
fur-Sale 

517 

8,469 
127,763 

39,940 
1,445 

178,134 

2.155 

750 

10 

_L81,64(1 



As of December 31,2003, the maturity of debt securities in the investment portfolio was as follows: 

(Dollars expressed in thousands) 

Available-for-Sale 
U.S. Government agencies 
and corporations: 
hssct-backed (2) 
Other 
Total U.S. Government agencies 
States and political subdivisions (3) 
Other debt security 
Total available-for-sale 
debt securities 
Weighted average yield (1) 

One Year 
Or Less 

$ 3,195 
23,882 
27,077 

2,654 
-- 

%9J 
2.36% 

Over One 
Through 

Five Years 

'3,804 
91,520 

I O  I ,324 
13,342 

I ,032 

115,6911 
3.01% 

Over Fivc 
Through 

Ten Years 

243 
26.93 I 
27,174 
1 1,785 

-- 

37,453 
4.19% 

Weighted 
Over Avertlgc 

Ten Years Yicld (1) 

-- 2.14% 
-- 2.62 
-- 2.58 

2,545 6.45 
_- 3.38 

2.545 3.19 
6.52% 

(1) Weighted average yield is based on amortized cost. 

(2) Asset-backed securities issued by U.S. Government agencies and corporations havc bccn included using 
historic repayinont speeds. Repayincnt speeds were determined from actual portfblio experience during the 
twelve months ended December 3 1,2003 calculated separately for each mortgage-backed security. These 
rcpayment speeds arc not necessarily indicative of future repayment speeds and are subjcct to change based 
on changing mortgage interest rates. 

Kates on obligations of states and political subdivisions have been adjusted to fiilly taxable equivalent rates 
using the statutory Federal incoinc tax rate of 34%. 

At December 31,2003 $46,426,000 of debt securities classified as available-for-sale in thc table above had 

(3) 

variable rate provisions with adjustment periods ranging from one week to twelve months. 

Interest Sensitivity and Liquidity 

The concept of interest sensitivity attempts to gauge exposure 01' our Company's net interest income to 
adverse changes in market-driven interest rates by measuring the amount of interest sensitive assets and interest 
sensitive liabilities maturing or subject to repricing within a specified time period. Liquidity represents thc ability of 
our Company to mcct the day-to-day withdrawal demands of its deposit customers balanced against tho fact that 
those deposits are invested in assets with varying maturities. Our Company must also be prepared to fillfill the 
needs of credit customers for loans with various types of niaturitics and other iinancing arrangements. Our 
Company monitors its interest sensitivity and liquidity through the use of static gap reports which measure thc 
dilYercncc between assets and liabilities maturing or repricing within specified t h e  periods. 

At December 31,2003 Exchange National Bank, Citizens Union State Bank and Osage Valley Bank each 
independently monitored their static gap reports with their goals being to limit each bank's potential change in net 
interest income due to changes in interest rates to acceptable limits. interest rate changes used by the individual 
banks ranged from 2.00% to 3.00% and the resulting net interest income changes ranged from approxiinately 4.5% 
to 14.2%. 



The following table presents our Company's consolidated static gap position at December 3 1, 2003 for the 
next twelve months and the potential impact on net interest income for 2003 of an immediate 2% increase in interest 
rates. 

(Dollars expressed in thousands) Cumulative 
One Through 
Twelve Month 

Period 

Assets maturing or repricing within one year $ 503,140 

Liabilities maturing or repricing within one year 579,159 

Gap 

Ratio of assets maturing or repricing to 
liabilities maturing or repricing 

Impact on net interest income of an immediate 
2.00% increase in interest rates 

Net interest income for 2003 

Percentage change in 2003 net interest 
income due to an immediate 2.00% increase in 
interest rates 

$ (76,019) 

87 % 

$ (1,520) 

$ 26,124 

In addition to managing interest sensitivity and liquidity through the use of gap reports, Exchange National 
Bank has provided for emergency liquidity situations with informal agreements with correspondent banks which 
permit it to borrow up to $40,000,000 in federal funds on an unsecured basis and formal agreements to sell and 
repurchase securities on which it may draw up to $ I  0,000,000. Exchange National Bank, Citizens Union State Rank 
and Osage Valley Bank are members of the Federal Home Loan Bank which may be used to provide a funding 
source for fixed rate real estate loans andor additional liquidity. 

At December 3 1,2003 and 2002, our Company had certificates and other time deposits in denominations of 
$1 00,000 or more which mature as follows: 

(Dollars expressed in thousands) 

Three months or less 

December 31, 

pMJ - 2002 
$ 26,325 $ 23,624 

Over three months through six months 23,652 14,570 
Over six months through twelve months 17,709 12,694 
Over twelve months 22.270 12.562 

$89.956 $. 43m 

Securities sold under agreements to repurchase generally mature the next business day; however, certain 
agreements with local political subdivisions and select businesses are fixed rate agreements with original maturities 
generally ranging from 30 to 120 days. Information relating to securities sold under agreements to repurchase is as 
follows: 



At  End of Period 

Weightcd 
Average 
Interest 

Balance - Rate 
Dcceiiiber 3 1,2003 $ 67,597 0.87% 
December 3 I ,  2002 67,359 I .08 
December 3 I ,  200 I 6 1,645 1.67 

For the Period Ending 

Weighted 
Maximum Average 
M on t h-un d Average Interest 

Halance Balance - Rate 
$72,92 I $ 67,597 0.95% 

74,687 66,024 1.52 
63,874 38,236 3.16 

Liquidity 

The role of liquidity management is to ensure funds are available to meet depositors' withdrawal and 
borrowers' credit demands while at the same time maxitni7ing profitability. I'his is accomplished by balancing 
changes in demand for fiuids with changes in the supply of thoqe funds. liquidity to mcct the demands is provided 
by maturing assets, short-tern1 liquid assets that can be converted to cash and thc ability to attract funds from 
external sources, principally depositors. Due to the nature ol'scrvices ol'kred by our Company, management prefers 
to focus on transaction accounts and full service relationships with customers. Management believes it has the 
ability to increase deposits at any time by offering rates slightly higher than the market rate. 

Our Banks' Asseb'Liability Committees (ALCO), priinarily made up of qenior management, havc dircct 
oversight responsibility I'or our Company's liquidity position and protile. A combination of daily, weekly and 
monthly reports provided to management detail the following: inteimal liquidity metrics, composition and level of 
thc liquid asset portfolio, timing differences in short-term cash flow obligations, available pricing and market access 
to the financial tnarkets for capital and exposure to contingent draws on our Company's liquidity. 

Our Company has a number of sources of funds to mcct liquidity nceds on a daily basis. The deposit base, 
consisting ol'coiisumer and coininercial deposits and large dollar denomination (!$I00,000 and over) certificiitcs of 
deposit, is it source offunds. Our Company has an insignificant amount of deposits on which the rate paid exceeded 
the market ratc by more that SO basis points when the account was established. 

Other sources of funds available to meet daily needs include the sales of securities under agrectncnts to 
repurchase and funds made available under a treasury tax and loan note agrccmcnt with the federal government. 
Also, the Hanks are members of the Federal Home Iman Hank of Dm Moines (FHLB). As members ol'the FIILB, 
the Ranks have access to credit products of the FHLB. At December 3 1,2003, thc amounts of available credit from 
the FHLR totaled $00,103,000. As o f  December 3 1 ,  2003, the Hanks had $23,679,000 in  outstanding borrowings 
with the FHLB. The Banks have federal funds purchased lines with correspondent banks totaling $40,000,000 and 
agreements with unaffiliated banks to sell and repurchase securities of '$10,000,000. Finally, our Company has 
$20,000,000 line of credit with a Correspondent bank of which approximately $7,500,000 is in  use. 

Our Company's liquidity depends primarily on the dividends paid to it as thc sole shareholder of our 
subsidiary Banks. As discussed in Note 3 to our company's consolidated financial statements, the Hanks may pay up 
to $4,8 10,000 in dividends to our Company without regulatory approval subject to the ongoing capital requirements 
of the Banks. 

Over the noma1 course of business, our Company enters into certain forms of off-balance shcet 
transactions, including unfunded loan commitments and letters of credit. These transactions are managed through 
our Company's various risk management processes. Management considers both on-balance sheet and off-balance 
sheet transactions in its evaluation of our Company's liquidity. In the section entitled, "Other Off-Balance Sheet 
Activities", we disclose that our Company has $943 19,000 in unused loan commitments as of December 3 I ,  2003. 
While this coinmitinent level would be difficult to fund given our Company's current liquidity resources, we know 
that the nature ofthcse commitments are such that the likelihood of such a funding deinand is very low. 



For the ycars ended December 31, 2003, 2002 and 2001, net cash provided by operating activitics was 
$12,640,000 in 2003 versus $7,454,000 in 2002, and $12,835,000 in 2001. While net cash provided by opcrating 
activities was materially consistent for the year 2003 and 2001, thc $5,381,000 decrease between 2002 and 200 1 was 
primarily the result of differcnces in the amount oftaxes paid in those years and the elimination of goodwill 
amoriization. 

Net cash uscd in  investing activities was $76,466,000 in 2003 versus $29,724,000 in 2002, and 
$22,300,000 in 2001. While cash used in investing activities was materially consistent betwecn 2002 and 200 I ,  tlie 
$46,742,000 increase in 2003 versus 2002 is primarily represented by tlie growth in our Company's loan portfolio. 

Net cash providcd by financing activitics was $43,460,000 in 2003 versiis $1 4,073,000 in 2002, and 
$4h,149,000 in 2001. Nct cash provided by linancing activities was iniiterially consistent for the ycars 2003 and 
200 1 but mcrcased approximately $29,387,000 when comparing 2003 and 2002. Approximately $26,224,000 ofthis 
increase is represented by growth in our Company's deposits in 2003. Also contributing to the 2003 increase was 
thc purchase in  2002 of $ I ,9 I 2,000 of treasury stock. Our Company only purchased $3,000 of Ireiisury stock in 
2003. 

Other Off-Balance Shuct Activitics 

In the nonnal course ofbusiness, our C'ornpany is party to activities that contain credit, market and 
operational risk that arc not reflected in whole or in part in our Company's consolidated hancial  statements. Such 
activities include traditiorirtl olFbalance sheet credit rclated financial instruments. 

Our Company providcs customers with oll-balance slicct credit support throilgli loan cornmitments and 
standby letters of credit. Summarized credit-related financial instruments, including both comrnitmenls to extend 
credit and letters of credit at  December 3 1 ,  2003 arc as follows: 

(Ilollars exprcssed in thousands) 

Amount of C:ornmitment Expiration per Period 
Less than 1 - 3  3 -5 Over 5 - 1 Year Years - Years Years 

I Jnused loan commitments $ 94,519 70,839 1 3,130 6,073 4,477 
Standby letters of credit 2,774 2,185 67 300 222 

Since many ofthe unused commitments are expected to expire or be only partially uscd, the topal amount of 
cornni itrnents i n  the preceding table doe? not necessarily represent future cash requirernents. 

C'untractual Cash Obligations 

'l'he requircd payments of t h e  deposits and other borrowed rnoncy at Ilecembcr 3 I ,  2003 are as follows: 

(Dollars expressed in thousands) 

Payments due hy Period 
I ,ess than 1 - 3  3 -5 Over 5 

Total - 1 Year Years - Years - Years 

T i m  deposits 
Other borrowed money 

$ 343,576 228,090 86,SS 1 28,475 430 
4 1,630 37,034 466 1,238 2,892 
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Capital 

Risk-based capital guidelines for i-inancial institutions were adopted by regulatory authorities effective 
January 1,  I99 I .  These guidelines are designed to relate regulatory capital requirements to the risk profiles of the 
speciiic institutions and to provide more unifonn requirements among the various regulators. Our Company is 
required to maintain a niinimum risk-based capital to risk-weighted assets ratio of'8.00%, with at least 4.00% being 
"Tier I "  capital. In addition, a rnininiuni lcverage ratio, Tier I capital to adjusted total assets, of 3.00% must be 
maintained. However, Ibr all but the niost highly rated hancial  institutions, a Icvcrage ratio of 3.00% plus an 
additional cushion of' I00 to 200 basis points is expected. 

Detail concerning our C'ompany's capital ratios at December 3 1 ,  2003 is included in  Note 3 of our 
Company's consolidated linancial stateiiients included elsewlicrc in this report. 

Recent Accounting Pronouncements 

In January 2003, the Financial Accounting Standards Board (FASB) issued FASB Interpretation No. 46 
(I-  IN 46R) (reviscd 13ecernber 2003), C-'onsolidution of Variublc, Interest En'nri'nries, which addresses how a business 
enterprise should evaluate whether it has a controlling financial interest in an entity through means other than 
voting rights and accordingly should consolidate the entity. FIN 46R replaces PASH lnterpretation No. 46, 
I'onsoliduiion of VLwiahlr Infrrrst Entities, which was issued in January 2003. The Company will be requircd to 
apply FIN 46R to variable interests in VIES created after Decembcr 3 I ,  2003. For variable interests in V1 t<s 
created before January 1,2004, the Interpretation will be applied beginning on January I ,  2005. For any VIES that 
must be consolidated under FIN 46R that wcrt: created before January I ,  2004, thc assets, liabilities and 
noricontrolling interests of thc VIE initially would be measured at their carrying amounts with any difference 
between the net ainount added to the balance sheet and any prcviously recogniA interest being recognized as the 
cuinulative cffcct of an accounting change. If determining the carrying amounts is not practicable, lhir value at the 
date FIN 46R first applies may be used to nicasure the assets, liabilities and noncontrolling interest ofthe VIE. The 
adoption of FIN 46R did not have an el'fcct on our C'oiiipany's consolidated financial stateiiients its of Ilecember 
31, 2003. 

In April 2003, the FASB issucd SFAS 149, Amcndmm/ qf!Stutemcnt 133 on Derivative Insiruments and 
Ucdging Ac*iivities. 'I his statement amends and clarifies accounting for derivative instrumcnts, including certain 
derivative instrumcnts imbedded in other contracts, and for hedging activities under SFAS 133. The new guidance 
amends SFAS 133 for decisions made: (a) as part ol'thc Derivatives Implementation Group process that ell'ectively 
required amendments to SFAS 133, (b) in connection with other Board pro.jects dealing with financial instruments, 
and (c) regarding irnplenicntation issues raised in relation to the application of the definition oldcrivative. The 
amendments set forth in SFAS 149 improve financial reporting by requiring that contracts with comparable 
charricteristics be accounted for similarly. SFAS 149 is generally eflkctivc for contracts cntercd into or modified 
after June 30, 2003 and for hedging relationships designated after June 30,2003. I'he provisions of SPAS 149 did 
not havc a material impact on our Company's consolidated financial statements. 

SFAS 1 50, Acr'ozmting fiw C'er/~iita Finunciul In vlrwments with C'haruc*feristirs of hoih Liuhilities ~znd 
kqur!y, was issucd in May 2003. I his Stateiiient establishes standards for the classification arid nieasurcment of 
certain financial instruments with characteristics of both liabilities and equity. The Statcment also includes 
required disclosurcs for tinancial instruments within its scope. For our Chnpany, the Statement was effcctive for 
instruments entered into or niodilicd after May 3 I ,  2003 and otherwise will be effective as of January I ,  2004, 
cxcept for mandatorily redeemable financial instruments. For certain mandatorily redeemable financial 
instrumcnts, the Statement will be efikctive for our Company oti January I ,  2005. The effcctive date has becn 
defkmcd indefinitely lor certain other types of maiiditorily redeeinable financial instruments. Our Company 
currently does not have any financial instruments h a t  are within the scope of this Staicnicnt. 

In November 2003, the Emerging Issues lask Force (ETTP) reached a consensus on certain disclosure 
requirements under EITF Issue No. 03-1, The Mwnrng of Ofher-7'hun-T~,mF~orarv Impuirmmt urd Its Ajqdic*ution 
to C'cr/ain Investmenls. The new disclosure rcquirements apply to investments in debt and inarkelable equity 
securities that are accounted for under SFAS I 15, Arcmmting for Cer/ain Investmcntr irt Drbf and Equi/,v 
Secirrities, and SF AS 124, Accounting for C'whin Irivcstmcnls Hcdd hv Not-For-Profit 0rgmizoiion.s. E ffcctive 
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marketable equity securities with market values below carrying values. Our Company adopted the disclosure 
requirements of ElTF No. 03-1 and they are included in footnote 5 of our Company's 2003 consolidated financial 
statements. 

In December 2003, the FASB issued SFAS I32 (Kevised 2003), Employers 'Disclosures ahouf Pension 
and Other Postreliremenf Benefks, which increases the disclosure requirements of the original statement by 
requiring more details about pension plan assets, benefit obligations, cash flows, benefit costs and related 
information and also requires companies to disclose various elements of-pension and postrotirement benefit costs in 
interim-period financial statements for quarters beginning after December 15,2003. The disclosure requirements 
of SFAS 132 (Revised 2003) are included in Footnote 14 of our Company's 2003 consolidated financial statements. 

Effccts of inflation 

'I'he effects of inilation on financial institutions are different from thc effects on other commercial 
cnterprises since financial institutions make few significant capital or invcntory expenditures which are directly 
affected by changing prices. Because bank assets and liabilities are virtually all monetary in nature, inflation does 
not affect a financial institution as much as do changes in interest rates. Thc general level of inflation does underlie 
the general level of most interest ratcs, but interest rates do not increase at the rate of inflation as do prices of goods 
and services. Rather, interest ratcs react more to changes in the expccted rate of inflation and to changes in 
monetary and fiscal policy. 

Lnflation does have an impact on the growth of total assets in the banking industry, often resulting in a need 
to increase capital at higher than normal rates to maintain an appropriate capital to asset ratio. In the opinion of 
management, inflation did not have a signilicant effect on our Company's operations for thc three years ended 
December 3 1, 2003. 

Quantitative and Qualitative Disclosures About Market Risk 

Our Company's exposure to market risk is reviewed on a regular basis by our Banks' AsseL'Liability 
C'ornmittees and Boards ol'Dircctors. Interest rate risk is the potcntial of economic losses due to future intercst rate 
changes. These econoinic losses can be reflected as a loss ol'futurc net interest income and/or a loss ofcurrcnt fair 
market values. Thc objective is to measure the cf'fect on net interest income and to ad-just tlic balance sheet to 
minimizc thc inherent risk while at the same time maximizing income. Management realiies certain risks are 
inherent and that the goal is to idcntify and minimize those risks. Tools used by our Banks' management include the 
standard gap report subject to different rate shock scenarios. At December 3 I ,  2003, the rate shock scenario models 
indicated that annual net interest income could change by as much as 6% should interest rates rise or fall within 200 
basis points from their current level over a one year pcriod. However there are no assurances that the change will 
not be inore or less than this estimate. Management furthcr believes this is an acceptable level of risk. 



The following tablc presents the scheduled repricing of rnarkct risk sensitive instruments at December 3 1, 
2003: 

Over 
5 years or 
no stated 

Year 1 Year2 Year3 Year4 Years Maturity Total 

72,540 50,982 49,277 44,637 X04,298 

ASSETS 
lncstments in debt and 

equity sccurities $ 114,446 20,592 19,894 6,961 4,447 22,616 188,956 
Interest-hearing deposits 2,195 2,195 
Federal funds sold and securities 

purchascd under agreements 
to rescll 29,228 29,228 

Tmns 357,271 63,130 52,646 44,021 44,830 22,021 583,919 
Total 9; 503,140 X3,722 - 
L I ARlLlTI ES 
Savings, Now, Money Market 

deposits $ 232,472 232,472 
Timc deposits 235,981 55,661 27,359 14,289 9,783 503 343,576 
Federal liinds purchased and 

securities sold under 
agreements to repurchase 72,Y83 72,983 

Intercst-bearing demand notes 
of US. treasury 689 689 

Other borrowed money 37,034 466 359 879 2.892 41,630 
Total $ 579,159 55,661 27,X25 14,648 10,662 3,395 69 1,350 - -- 

CONSOLIDATED FINANCIAL STATEMENTS 
The following consolidated financial statements of our Company and reports of our Company's 
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KPMG LLP 
Suite 900 
10 South Broadway 
St. LOUIS, MO 631 02-1 761 

Independent Auditors’ Report 

The Board of Directors and Stockholders 
Exchange National Bancshares, Inc. 
Jefferson City, Missouri: 

We have audited the accompanying consolidated balance sheets of Exchange National Bancshares, Inc. and 
subsidiaries (Company) as of December 31, 2003 and 2002, and the related consolidated statements of 
income, stockholders’ equity and comprehensive income, and cash flows for each of the years in the 
three-year period ended December 3 I ,  2003. These consolidated financial statements are the responsibility 
of the Company’s management. Our responsibility is to express an opinion on these consolidated 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 assurancc about 
whether the financial statements are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosurcs 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 believc 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, thc financial position of Exchange National Rancsharcs, Inc. and subsidiaries as of December 3 I ,  
2003 and 2002, and the results of their operations and their cash flows for each of the years in thc 
three-year period ended December 3 I ,  2003, in conformity with accounting principles generally accepted 
in the United States of America. 

As discusscd in note 1 to the consolidated financial statements, effective January 1, 2002, the Company 
adoptcd Statement of Financial Accounting Standards No. 142, Goodwill and Other intangible Assets. 

St. Louis, Missouri 
February 13, 2004 

30 
KPMU LLP. a U S. limited Iiahdity P~rlnershao, is the U S. 
mcrnhar firm uf KPMG Internatlnnal, B Swiss souparatwe 


