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i’IERNST& YOUNG & Ernst & Young Lip & Phone: (212) 773-3000

787 Seventh Avenue www.ey.com
New York, New York 10019

Report of Independent Auditors

To the Stockholder of RC Securities, Inc.

We have audited the accompanying statement of financial condition of RC Securities,
Inc. (the “Company”) as of December 31, 2001. This statement of financial condition is
the responsibility of the Company’s management. Our responsibility is to express an
opinion on this statement of financial condition based on our audit.

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

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

material respects, the financial position of RC Securities, Inc. at December 31, 2001, in
conformity with accounting principles generally accepted in the United States.

Enwﬂg *%WT L

February 25, 2002

Ernst & Young LLP is a member of Ernst & Young International, Ltd. 1




RC Securities, Inc.
Statement of Financial Condition

December 31, 2001

Assets

Cash

Receivables from clearing broker, net
Due from affiliate

‘Fixed assets, net

Other assets

Total assets

Liabilities and stockholder’s equity
Liabilities:

Due to affiliate

Accounts payable and accrued expenses
Income taxes payable

Total stockholder’s equity
Total liabilities and stockholder’s equity

See notes to statement of financial condition.

$ 692,828
249,231
801,184
108,216

29,060

$ 1,880,519

$ 294,909
67,170
112

362,191
1,518,328

$ 1,880,519




RC Securities, Inc.
Notes to Statement of Financial Condition

December 31, 2001

1. Organization

RC Securities, Inc. (the “Company”) operates as a fully disclosed broker-dealer
registered under the Securities Exchange Act of 1934 and is a member of the National
Association of Securities Dealers (“NASD”). The Company is a wholly-owned
subsidiary of Renaissance UK Holdings Limited (the “Parent”), a UK registered
securities broker, which is a wholly-owned subsidiary of Renaissance Capital Holdings
Limited (“RCHL”). RCHL is primarily engaged in the Russian and CIS financial
markets and provides a full range of financial services to a diverse group of clients.
RCHL is incorporated in Hamilton, Bermuda.

The Company is engaged principally in the purchase and sale of American Depository
Receipts and Global Depository Receipts linked to the Russian equity market. The
Company provides a foreign affiliate with access to major financial institutions primarily
located in the United States and Latin America. All trades are executed on a riskless
principal basis. In exchange for these services, the Company earns commission and
investment advisory fees from its affiliate.

2. Significant Accounting Policies

Use of Estimates

The preparation of the Statement of Financial Condition in conformity with accounting
principles generally accepted in the United States requires management to make
estimates and assumptions that affect the amounts reported in the Statement of Financial
Condition and accompanying notes. Actual results could differ from those estimates.

Cash Equivalents

The Company considers all highly liquid investments purchased with a maturity of three
months or less to be cash equivalents.

Securities Transactions

Securities transactions and related income and expenses are recorded on a trade date
basis. :




RC Securities, Inc.

Notes to Statement of Financial Condition (continued)

2. Accounting Policies (continued)

Fixed Assets

Furniture, equipment and computer software are carried at cost and are depreciated on a
straight-line basis using the estimated useful lives of the respective assets, ranging from
three to five years.

Leasehold improvements are being amortized on a straight-line basis over the lesser of
the estimated useful life of the improvement or the term of the lease.

Income Taxes

The Company accounts for taxes in accordance with Statement of Financial Accounting
Standards No. 109 (SFAS 109), “Accounting for Income Taxes”, which requires an asset
and liability approach to financial reporting for income taxes. Deferred income tax assets
and liabilities are determined based upon differences between financial statement and tax
bases of assets and liabilities that will result in taxable or deductible amounts in the
future, based on enacted tax laws and rates applicable to the periods in which the
differences are expected to effect taxable income. Valuation allowances are established,
when necessary, to reduce the deferred income tax assets to the amount expected to be
realized.

3. Net Capital Requirement

The Company is a member of the NASD, and is subject to the Securities and Exchange
Commission’s (“SEC”) Uniform net Capital Rule 15c¢3-1. This rule requires the
maintenance of minimum net capital and requires that the ratio of aggregate indebtedness
to net capital, both as defined, shall not exceed 15 to 1 (and the rule of the “applicable”
exchange also provides that equity capital may not be withdrawn or cash dividends paid
if the resulting net capital ratio would exceed 10 to 1). Pursuant to the Company’s
agreement with the NASD, the Company must maintain 120% of its minimum net capital
requirement. At December 31, 2001, the Company had net capital of $580 thousand,
which was $480 thousand in excess of its required net capital of $100 thousand. The
Company’s ratio of aggregate indebtedness to net capital was approximately .62 to 1 at
December 31, 2001.




RC Securities, Inc.

Notes to Statement of Financial Condition (continued)

4. Receivables from Clearing Broker, Net

Amounts receivable from the clearing broker at December 31, 2001, consist of the
following:

Cash deposit with clearing broker $ 200,000
Net receivable for unsettled trades 5,807
Other receivables 43,424

$ 249231

The Company clears all proprietary and customer trades on a fully disclosed basis
through its clearing broker Pershing, a division of Donaldson, Lufkin and Jenrette. In the
normal course of business the Company will have unsettled securities transactions, which
normally settle in three business days. Receivables and payables for unsettled securities
transactions are recorded net within the accompanying Statement of Financial Condition.

5. Fixed Assets

Fixed assets at December 31, 2001 consist of the following:

Equipment $ 105,486
Leasehold improvements 23,295
Computer software 12,175
Furniture and fixtures ‘ 2,198
' 143,154
Less accumulated depreciation (34,938)
$108,216

6. Income Taxes

The Company uses different methods and estimated useful lives for depreciating fixed
assets for financial reporting than for income tax purposes. In addition, the Company has
capitalized organization costs for tax purposes that have been expensed for financial
statement purposes. The tax effects of these timing differences are provided for as
deferred taxes. At December 31, 2001, the net operating losses and timing differences,
net of the valuation allowance, have been recognized as deferred tax assets and liabilities.




RC Securities, Inc.

Notes to Statement of Financial Condition (continued)

6. Income Taxes (continued)

At December 31, 2001, the net deferred tax asset consists of the following components:

Deferred tax assets $ 182,780
Deferred tax liabilities (44,940)
Valuation allowance (137,840)
Net deferred tax asset $ —

7. Related Party Transactions

The Company earns commission and investment advisory fees for extending an affiliate’s
Russian equity sales activities in both the United States and Latin American markets. At
December 31, 2001, the Company was owed $801,184 related to these fees and is
reflected on the Statement of Financial Condition as due from affiliate.

A different foreign affiliate provides various management, accounting and administrative
services on the Company’s behalf. At December 31, 2001, the management fee payable
for these services is reflected on the Statement of Financial Condition as due to affiliate.
8. Commitments, Contingent Liabilities and Concentration of Credit Risk

The Company leases office space under an operating sublease expiring in November

2003. Minimum future rental payments under the lease as of December 31, 2001 for each
of the next two years and in aggregate are:

Year ended December 31:

2002 $ 68,340
2003 62,645
Total minimum future payments $130,985

Pursuant to a clearance agreement, the Company introduces all of its securities
transactions to its clearing broker on a fully disclosed basis. Therefore, all of the
customers’ money balances and long and short security positions are carried on the books
of the clearing broker. Under certain conditions as defined in the clearance agreement,
the Company has agreed to indemnify the clearing broker for losses, if any, which the
clearing broker may sustain from carrying securities transactions introduced by the
Company.




RC Securities, Inc.

Notes to Statement of Financial Condition (continued)

8. Commitments, Contingent Liabilities and Concentration of Credit Risk
(continued)

In accordance with industry practice and regulatory requirements, the Company and the
clearing broker monitor collateral on the securities transactions introduced by the
Company. During the year ended December 31, 2001, the Company did not introduce
any customer transactions to its clearing broker. All trades executed during 2001 were
done so on a principal basis.

In addition, all of the Company’s principal trades are transacted pursuant to this clearance
agreement.

The Company maintains its cash balances with one financial institution and its clearing
broker. The balances held at both locations are in excess of federal insurance limits.

9. Fair Value of Financial Instruments

The fair value of the Company’s assets and liabilities, which qualify as financial

instruments under Statement of Financial Accounting Standards No. 107 approximate the
carrying amounts presented in the Statement of Financial Condition.




