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1177 Avenue of the Americas
New York NY 10036
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Report of Independent Accountants

To the Directors and Stockholder of
Evolution Capital, Inc.
In our opinion, the accompanying statement of financial condition presents fairly, in all material
respects, the financial position of Evolution Capital, Inc. (the “Company”) at December 31, 2001, in
conformity with accounting principles generally accepted in the United States of America. This
financial statement is the responsibility of the Company’s management; our responsibility is to express
an opinion on this financial statement based on our audit. We conducted our audit of this financial
statement in accordance with auditing standards generally accepted in the United States of America,
which require that we plan and perform the audit to obtain reasoﬁable assurance about whether the
financial statement 1s free of material misstateniént. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the"ﬁna;ncial statement, assessing the accounting
* principles used and significant estimates made by management, and evaluating the overall financial

statement presentation. We believe that our audit provides a reasonable basis for our opinion.

/MWWLLF

February 21, 2002




Evolution Capital, Inc. 2
Statement of Financial Condition
December 31, 2001
Assets
Cash $ 945831
Prepaids and other 25,321
Total assets $ 971,152
Liabilities and stockholder's equity
Liabilities
Due to related parties $ 540,785
Income taxes payable 122,557
Accounts payable and accrued expenses 18,000
Total liabilities 681,342
Stockholder's equity
Common stock
(no par value, 200 shares authorized; 100 shares issued and outstanding) 25,000
Additional paid-in capital 64,823
Retained eamings 199,987
Total stockholder's equity 289,810
Total liabilities and stockholders equity § 971,152

The accompanying notes are an integral part of this financial statement.
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Evolution Capital, Inc. 3
Notes to Statement of Financial Condition

Organization

Evolution Capital, Inc. (the “Company™), is a wholly owned subsidiary of Thomson Financial
Inc. (the “Parent”). The Parent is a wholly owned subsidiary of The Thomson Corporation. The
Company is a registered broker/dealer under the Securities Exchange Act of 1934 and a member
of the National Association of Securities Dealers, Inc. The Company is engaged in investment
banking activities which include private placement and corporate finance advisory services.

Significaht Accounting Policies

Use of estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to-make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenues
-and expenses during the reporting period. Actual results could differ from those estimates.

Revenue recognition
Investment banking fees are recognized at the time that the private placements are completed.

Income taxes
The Company accounts for income taxes using the asset and liability method. There are no

differences between the Company’s financial reporting and tax basis.

The Parent files a consolidated federal return and makes payments on behalf of the Company.

Accordingly, the Parent charges the Company for its portion of related income taxes. The

Company files separate state and local tax returns.

Related Party Transactions

The payable to related parties relates to certain salaries, commissions and benefit, personnel and
administrative expenses incurred by the Parent on behalf of the Company. These expenses are
charged to the Company based upon an allocation as determined by a service agreement between
the Parent and the Company. The amount allocated from the Parent to the Company in 2001 was
$143,989, which is included in general and administrative expenses in the statement of
operations,

Regulatory Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule
(Rule 15¢3-1), which requires the maintenance of minimum regulatory net capital and requires
that the ratio of aggregate indebtedness to regulatory net capital, both as defined, shall not exceed
15to 1. At December 31, 2001, the Company had regulatory net capital and minimum regulatory
net capital requirement of $264,489 and $45,422, respectively. Therefore, the Company is in
excess of its statutory requirement by $219,067. The Company’s ratio of aggregate indebtedness
to net capital was 2.6to 1.

Fair Value of Financial Instruments

The carrying value of the Company’s financial instruments at December 31, 2001 approximates
fair value due to their short-term nature.




