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OATH OR AFFIRMATION

Petor Bedell

, swear (or affirm) that, to the

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

Rutherford, Brown & Catherwood, LLC

as of

December 31 X82001, are true and correct. 1 further swear (or affirm) that neither the company

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

NONE

ﬂﬂzwéw -

Chairman, President & CFOD

Title
Notary Public
, Notaribai r\Sjetal ot
: i Lisa A. Schaub, Notary Public
oeate of: Pen n sylvani a Philadelphia, Philadelphia County
County of: Philadelphisa 1 My Commission Expires Dec. 25, 2003
This report** contains (check all applicable boxes): Noemrhar, Pannsubania Assncialion of Notaries
(a) Facing page.

g0f 0 O000BO8RI8D

(b) Statement of Financial Condition.
(c) Statement of Income (Loss).

. (d) Statement of Changes inxFimangiahGondiiignk XCash -Flows

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor’s Capital.

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

() Information Relating to the Possession or control Requirements Under Rule 15c3-3.

() A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

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

() An Oath or Affirmation.

{m) A copy of the SIPC Supplemental Report.

() A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

ssFor conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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RUTHERFORD, BROWN & CATHERWOOD, LLC
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WAGNER SHARER MURTAUGH & PETREE

Certified Public Accountants
Business Advisors

Laurelwood Corporate Center

18 West King Street 1103 Laurel Oak Road Tel: 856-435-3200
Malvemn, PA 19353 Suite 105B Fax: 856-435-4868
610-647-7840 Voorhees, NJ 08043 E-mail: wagnersharer.com

INDEPENDENT AUDITORS' REPORT

To the Members of
Rutherford, Brown & Catherwood, LLC

We have audited the accompanying statements of financial condition of Rutherford, Brown &
Catherwood, LLC as of December 31, 2001 and 2000, and the related statements of income, changes in
members’ equity and cash flows for the years then ended. These financial statements are the
responsibility of the Company's management. Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Rutherford, Brown & Catherwood, LLC as of December 31, 2001 and 2000, and the
results of its operations and its cash flows for the years then ended in conformity with accounting
principles generally accepted in the United States of America.

Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken
as a whole. The information contained in the schedules on pages 13 and 14 is presented for purposes of
additional analysis and is not a required part of the basic financial statements but is supplemental
information required by Rule 17a-5 of the Securities and Exchange Commission. Such information has
been subjected to the auditing procedures applied in the examination of the basic financial statements
and, in our opinion, is fairly stated in all material respects in relation to the basic financial statements
taken as a whole.

WAGNER SHARER MURTAUGH & PETREE

Ngid floruo it o Fetise
Voorhees, New Jersey

January 25, 2002 Certified Public Accountants

Members — American Institute of Certified Public Accountants, New Jersey Society of Certified
Public Accountants. Pennsylvania Institute of Certified Public Accountants




RUTHERFORD, BROWN & CATHERWOQOOD, LLC
STATEMENTS OF FINANCIAL CONDITION
as of December 31,

Current assets:

Cash and cash equivalents (Note 2) g 745,395 % 804,275
Accounts receivable: .

Commissions 129,114 144,037
Due from affiliate (Note 8) 16,596 2,297
Prepaid expenses 30,085 41,888
Total current assets 921,190 992,497
Office equipment and improvements, net (Notes 2 and 3) 6,343 26,686
Total assets $ 927,533 § 1,019,183

Current liabilities:

Accounts payable and accrued expenses $ 21,332 § 21,124

Due to affiliate (Note 8) 939 29,667

Accrued commissions 54,329 102,431

Payroll taxes and withholdings 1,401 2,459
Total current liabilities 78,001 155,681

Members' equity (Notes 9 and 11):

Class A interests 878,839 940,004

Class B interests (29,307) (76,502)
Total members' equity 849,532 863,502
Total liabilities and members' equity 5 927,533 $ 1,019,183

See accompanying notes and accountants' report.
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RUTHERFORD, BROWN & CATHERWOOD, LLC

Commissions

Fees
Interest and other
Total revenue

Commissions
Clearing charges
Administrative and other salaries

STATEMENTS OF INCOME
for the years ended December 31,

$ 1,536464 $ 2,206,093
222,684 181,858
27,659 43,596
1,786,807 2,431,547

Money manager compensation

Service agreement
Outside services .
Payroll taxes and benefits
Rent

Professional fees

Telephone and communications

Travel and entertainment
Assessments
Registration

Office

State and local business taxes

Dues and subscriptions
Solicitors' fees

Depreciation and amortization

Insurance

Equipment rental

Repairs and maintenance
Total expenses

Loss before income taxes

Current

Deferred
Total income taxes

Net loss

590,756 935,808
252,652 341,952
140,379 150,747
- 6,587
351,966 462,889
263,728 261,704
57,689 75,798
98,779 86,251
35,035 60,201
10,638 12,621
3,549 6,523
1,831 7,546
23,699 30,684
11,478 13,273
7,665 17,861
6,230 12,475

- (2,399)
19,674 28,999
6,746 13,811
30,997 12,317
286 8,775
1,913,777 2,544,423

(126,970) (112,876)

(126,970)

$

(157,464)

See accompanying notes and accountants' repott.
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RUTHERFORD, BROWN & CATHERWOOD, LLC
STATEMENTS OF CHANGES IN MEMBERS' EQUITY
for the years ended December 31,

Total
Members'
Class A Class B Equity

Balance, January 1, 2001 3 940,004 § (76,502) $ 863,502
Capital contributions - 113,000 113,000
Distributions - - -
Net loss (61,165) (65,805) (126,970)
Balance, December 31, 2001 $ 878,839 $ (29,307) § 849,532

Balance, January 1, 2000 $ 1,515,587 3§ - § 1,515,587
Capital contributions - 5919 | 5,919
Distributions (500,000) (540) (500,540)
Net loss (75,583) (81,881) (157,464)
_ Balance, December 31, 2000 $ 940,004 $ (76,502) % 863,502

See accompanying notes and accountants’ report.
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RUTHERFORD, BROWN & CATHERWOOD, LLC
STATEMENTS OF CASH FLOWS
for the years ended December 31,

Net loss S (126970) $§  (157.464)
Adjustments to reconcile net loss to net cash
provided by (used in) operating activities:
Depreciation 19,674 28,999
Gain on sale of fixed assets (121) (1,498)
Deferred income taxes - 39,922
Decrease in operating assets:
Accounts receivable 14,923 842,079
Prepaid expenses 11,803 44,239
Increase (decrease) in operating liabilities:
Accounts payable and accrued expenses 208 (69,992)
Accrued commissions (48,102) (194,910)
Payroll taxes and withholdings (1,058) (4,023)
Accrued income taxes - (6,245)
Net cash provided by (used in) operating activities (129,643) 521,107

roceeds from sale of fixed assets 9 2,325
Capital Contributions 113,000 5,919
Capital Withdrawals - (500,540)

Net cash provided by (used in) investing activities 113,790 (492,296)

Increase in due from Affiliates (14,299) -
Decrease in due to Affiliates (28,728) -

Net cash used in financing activities (43,027) -
Net increase (decrease) in cash and cash equivalents (58,880) 28,811
Cash and cash equivalents, beginning 804,275 775,464
Cash and cash equivalents, end $ 745395 % 804,275

Income taxes $ - 8 6,458

Interest $ - $ -

See accompanying notes and accountants’ report.
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RUTHERFORD, BROWN & CATHERWOOD, LLC
NOTES TO FINANCIAL STATEMENTS

1. Business Activity:

Rutherford, Brown & Catherwood, LLC, the “Company”, was organized as a limited liability
company on August 8, 1999 under the laws of the state of Delaware.

The Company is a regiétered broker/dealer engaged in the following activities:

General securities brokerage

Bond trading

Private securities placements

Sale of mutual funds

Sale of variable life insurance and annuities

The Company does not hold funds or securities for, or owe money or securities to, customers. In
accordance with rule 15¢3-1 under the Securities and Exchange Act of 1934, the Company must
maintain minimum net capital of $100,000 and its aggregate indebtedness may not exceed 1500
percent of its net capital.

. Significant Accounting Policies:

Revenue:

General securities transactions, as well as municipal bond trading profits, are recorded on a trade
date basis.

Cash and Cash Equivalents:

Cash and cash equivalents consist of cash in banks, petty cash on hand, and highly liquid mutual
fund investments.

Office Equipment and Improvements:

Depreciation of office equipment and improvements is provided using an accelerated method over
estimated useful lives of five to seven years.

Income Taxes:

The Company is taxed as a partnership under the Internal Revenue Code and similar state statutes.
In lieu of income taxes, the members are taxed on their proportionate share of the Company’s
taxable income. Therefore, no provision or liability for federal or state income taxes related to the
Company is included in these financial statements. As discussed in footnote 4, the provision for
income taxes for 2000 consists of amounts related to the tax year prior to the Company’s change in
tax status (see footnote 7).




RUTHERFORD, BROWN & CATHERWOOD, LLC
NOTES TO FINANCIAL STATEMENTS

2. Significant Accounting Policies, continued:

Use of Estimates:

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect certain reported amounts and
disclosures. Accordingly, actual results could differ from those estimates.

3. Office Equipment and Improvements:

Office equipment and improvements are recorded at cost less accumulated depreciation and
amortization as follows:

-
I 2001 2000
Computer equipment and software $ 129,675 §$ 144,524
I Furniture and fixtures 39,713 39.713
Total office equipment and improvements 169,388 184,237
I Less: accumulated depreciation 163,045 157,551

§ 6343 § 26,686

4. Income Taxes:

The Company accounts for income taxes in accordance with Statement of Financial Accounting
Standard No. 109 - "Accounting for Income Taxes". The provision for income taxes consists of the

following:
2001 2000
Federal:
Current
Deferred provision
Total Federal Provision

o
'

§ 3,231
30,089
33.320

i

State:
Current
Deferred provision
Total State Provision

1,435

9.833

11.268
S 44,588

i

The deferred tax provisions for the year ended December 31, 2000 consist of charges to eliminate
the deferred tax assets that existed on January 1, 2000 due to a change in tax status. The current
provisions for the year ended December 31, 2000 consist of taxes paid in 2000 in excess of what
was accrued at December 31, 1999.




RUTHERFORD, BROWN & CATHERWOOD, LLC
NOTES TO FINANCIAL STATEMENTS

5. Operating Leases:

Premises:

The Company entered into various non-cancelable operating leases for its branch offices. During
the year ended December 31, 2000 rent expense under these leases amounted to $1,892. As of
December 31, 2000 all branch offices have been closed and there are no future lease obligations.

Equipment:

During 2000 the Company entered into an agreement to lease computers and related equipment.
Some of the leased equipment is used by WAM. During 2001 the company billed WAM $28,804
for rental of computer equipment. During the years ended December 31, 2001 and 2000 rent
expense under this lease, net of reimbursements from WAM, amounted to $ 20,972 and $4,019,
respectively.

Minimum payments under long-term lease commitments in each of the years subsequent to
December 31, 2001 are as follows:

2002 ' '$ 47,719

2003 22,954
Thereafter -
$ 70,673

. Emplovee Benefit Plan:

During fiscal 1991, RFC established a 401(k) and profit sharing employee benefit plan in which the
Company participates. This plan is a defined contribution plan and covers substantially all
employees.

Employees may contribute up to 15% of their gross salaries to the 401(k) component of the plan,
subject to limitations imposed by the Internal Revenue Code of 1986, as amended. The Company
matches 25% of the employee contributions up to a maximum of 4% of eligible compensation. Total
contributions to the plan may not exceed 15% of aggregate eligible compensation. The Company's
contribution to the profit sharing component of the plan is discretionary with no minimum
contribution.

For purposes of the Company's contributions to the 401(k) component of the plan, commissions and
the salaries of highly compensated employees, as defined by the federal tax code, are excluded from
eligible compensation. Contributions by the Company to the 401(k) component of the plan for the
years ended December 31, 2001 and 2000 were $651 and $1,017, respectively.
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7.

RUTHERFORD, BROWN & CATHERWOOD, LLC
NOTES TO FINANCIAL STATEMENTS

Merger:

On January 1, 2000 Rutherford, Brown & Catherwood, Inc. transferred its assets and liabilities into
Rutherford, Brown & Catherwood, LLC in exchange for an interest in Rutherford, Brown &
Catherwood, LLC. Rutherford Brown and Catherwood, Inc. was then liquidated and its interest in
Rutherford, Brown & Catherwood, LLC was distributed to its parent and sole shareholder,
Rutherford Financial Corporation (RFC). The combination has been accounted for at historical cost
in a manner similar to a pooling of interests. Under the pooling of interests method, the book values
of the separate companies’ assets, liabilities, and stockholders’/member’s equity are combined and
become the recorded amounts of the combined Company’s assets, liabilities, and
stockholders’/member’s equity.

Related Party Transactions:

The Company has an agreement with RFC, under which the Company will pay RFC a monthly fee
for administrative services (included in “service agreement expense”) and also reimburse RFC for
rent, insurance and other expenses paid on the Company’s behalf. The charges are based on actual
expenses incurred by RFC in carrying out its responsibilities under the agreement and is reviewed
and reconciled annually. Payments to RFC during 2001 and 2000 totaled $354,735 and $433,222,
respectively. The annual reconciliation at December 31, 2001 revealed an overage of $16,596 that
is included in the Company’s due from affiliates at December 31, 2001. The annual reconciliation
at December 31, 2000 revealed a shortfall of $29,667 that is included in the Company’s due to
affiliates at December 31, 2000 and was paid to RFC in 2001.

Members of the Company also own a majority interest in Walnut Asset Management LLC (WAM).
The Company has a service agreement with WAM. Payments are made to WAM to cover a portion
of the compensation expense associated with employees who are on WAM’s payroll that also
perform functions for RBC. WAM billed RBC $180,950 during 2001. All bills were paid in 2001.
During 2001, WAM used the Company as a common paymaster to administer and disburse
$138,566 in salary to two money managers that were employees of the Company. During 2001 the
Company also received $28,804 from WAM for rental of office and computer equipment.

On January 31, 2001, Phoenix Investment Partners, Ltd. (PXP) acquired a majority interest in the
Company and WAM. In conjunction with this transaction, PXP has agreed to pay on behalf of the
Company and WAM up to an aggregate amount of $750,000 over a two-year period following the
closing date. These funds are to be used by the Company to implement technological and
sales/marketing initiatives with respect to the business of the Company. As of December 31, 2001,
PXP had not made any related advances to the Company. The Company owes PXP $939 for
miscellaneous expenses incurred by PXP on the Company’s behalf. It is included in the Company’s
due to affiliates at December 31, 2001.
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9.

10.

11.

RUTHERFORD, BROWN & CATHERWOOD, LLC
NOTES TO FINANCIAL STATEMENTS

Limited Liability Company Members:

No member 1s obligated personally for any debt, obligation or liability of the Company solely by
reason of being a member.

At December 31, 2001 and 2000 there were 500,000 Class A LLC units and 537,918 Class B LLC

units issued and outstanding. Class A interests rank senior to Class B interests in respect to the right
to receive payments out of assets of the Company upon dissolution or termination of the Company.

Concentration of Credit Risk:

The Company’s financial instruments that are exposed to concentrations of credit risk consist
primarily of cash and accounts receivable. The Company places its cash with high credit quality
institutions. At times such cash may be in excess of the FDIC insurance limit. The Company
routinely assesses the financial strength of its customers and, as a consequence, believes that its
accounts receivable credit risk exposure is limited.

Members’ Equity:

On January 31, 2001, PXP purchased the stock of the Company’s majority member, RFC, and its
500,000 Class A units of the Company. Also on January 31, 2001, PXP purchased an additional
278,426 Class B units of the Company from minority members.

12




SUPPLEMENTAL SCHEDULES




RUTHERFORD, BROWN & CATHERWOOD, LLC
SCHEDULE OF NET CAPITAL COMPUTATION

In accordance with Rule 15¢3-1 under the Securities Exchange Act of 1934, as amended, the Company is
required to maintain minimum net capital, as defined in subparagraphs (a)(1) of the Rule, of $100,000.
The Company's net capital at December 31, 2001, is computed as follows:

Net worth at December 31, 2001 $ 849,532
Add: accrued taxes on non-allowable receivables in
accordance with subparagraph (c)}(2)(I)(E) 181

Less: non-allowable assets:

Non-allowable receivables from broker/dealers ( 1,810)
Other non-allowable receivables ( 16,596)
Prepaid registration and fees ( 20,790)
Prepaid expenses - other ( 5,100
Prepaid insurance ( 3,195
Prepaid income taxes ( 1,000)
Office equipment and improvements, net (6,343
Net capital before haircuts on securities ' 794,879
Less: haircuts on securities positions 14,732
Net capital at December 31, 2001 780,147

Pursuant to subparagraph (a)(1) of Rule 15¢3-1, the Company's aggregate indebtedness does not exceed
1500 percentum of the Company's net capital at December 31, 2001 as computed above.
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RUTHERFORD, BROWN & CATHERWOOD, LLC

SCHEDULE OF RECONCILIATION OF FOCUS IT A REPORT
TO AUDITED FINANCIAL STATEMENTS

December 31, 2001

There were no adjustments made to the Focus IT A report balances as a result of this audit.
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Certified Public Accountants
Business Advisors
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610-647-7840 Voorhees, NJ 08043 E-mail: wagnersharer.com

AUDITORS' REPORT ON INTERNAL CONTROLS

To the Members of
Rutherford, Brown & Catherwood, LLC

In planning and performing our audits of the financial statements of Rutherford, Brown & Catherwood,
LLC (the Company) for the years ended December 31, 2001 and 2000, we considered its internal control,
including procedures for safeguarding securities, in order to determine our auditing procedures for the
purpose of expressing our opinion on the financial statements and not to provide assurance on internal
control.

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

1) Making quarterly securities examinations, counts, verifications, and comparisons
2) Recordation of differences required by rule 17a-13

3) Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility,
estimates and judgments by management are required to assess the expected benefits and related costs of
controls and of the practices and procedures referred to in the preceding paragraph and to assess whether
those practices and procedures can be expected to achieve the SEC’s above-mentioned objectives. Two
of the objectives of internal control and the practices and procedures are to provide management with
reasonable, but not absolute, assurance that assets for which the Company has responsibility are
safeguarded against loss from unauthorized use or disposition and that transactions are executed in
accordance with management's authorization and recorded properly to permit preparation of financial
statements in conformity with generally accepted accounting principles. Rule 17a-5(g) lists additional
objectives of the practices and procedures listed in the preceding paragraph.

Members — American Institute of Certified Puhli'[lsc Accountants, New Jersey Society of Certified
Pubfic Accountants, Pennsylvania Institute of Certified Public Accountants




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

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

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the
Securities and Exchange Act of 1934 and related regulations, and that practices and procedures that do
not accomplish such objectives in all material respects indicate a material inadequacy for such purposes.
Based on this understanding and our study, we believe that the Company's practices and procedures were
adequate for the years ended December 31, 2001 and 2000, to meet the Commission's objectives.

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

WAGNER SHARER MURTAUGH & PETREE

Voorhees, New Jersey / ///7"”‘/ %WW/ W@%”

January 25, 2002 Certified Public Accountants
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