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INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*
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OATH OR AFFIRMATION ‘

1, Douglas P. Richardson

swear (or affirm) that, to the
best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Corporate Network Brokerage Services, Inc. as of
2001 | are true and correct. I 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:

December » 31

Senior Vice President
Title

ELLEN CHRISTINE MABERRY

Notary Public - - State of Kans
My Appt. Expires >

? Uon (it T,

Notary Public

This report** contains (check all applicable boxes):
(a) Facing page.
(b) Statement of Financial Condition.
(c) Statement of Income (Loss).
. {(d) Statement of Changes in Financial Condition.
(e) Statement of Changes in Stockholders’ Equity or Partners or Sole Propnetor 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 1o Rule 15¢3-3.
(i) Information Relating to the Possession or control Requirements Under Rule 15¢3-3.
() 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 unandited Statements of Financial Condition with respect to methods of con-
solidation.

() An Oath or Affirmation.
(m) A copy of the SIPC Supplemental Report.

(n) A report describing anc?' matenal inadequacies found to exist or found t? have existed since the date of the previous audit.
(0) Independent auditor report on intermnal contro

=008 0 O00DHOBESEER

*sFor conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Twelve Wyandotte Plaza

120 West 12th Street, Suite 1200
Kansas City, MO 64105-1936
816 221-6300 Fax 816-221-6380

bkd.com

Independent Accountants’ Report
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Board of Directors
Corporate Network Brokerage Services, Inc.
Overland Park, Kansas

We have audited the accompanying statement of financial condition of Corporate Network Brokerage
Services, Inc. as of December 31, 2001. This financial statement is the responsibility of the Com-
pany’s management. Our responsibility is to express an opinion on this financial statement based on
our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial 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 audit provides a
reasonable basis for our opinion. '

In our opinion, the financial statement referred to above presents fairly, in all material respects, the
financial position of Corporate Network Brokerage Services, Inc. as of December 31, 2001, in confor-
mity with accounting principles generally accepted in the United States of America.

BKD,LLP

Kansas City, Missouri
February 7, 2002

Solutions
for
Success

Moores Rowiand
intemational
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Corporate Network Brokerage Services, Inc.
Statement of Financial Condition

December 31, 2001
Assets

Cash § 979.171

Receivables
Customers 40,542
Accrued interest and other 33.641
Total receivables 74,183
Securities Owned, at market value 1,328,399
Fixed Assets, at cost, net of accumulated depreciation 123,150
Other Assets ‘ 454,590
Total assets $___2.959.493

Liabilities and Stockholders’ Equity
Liabilities
Accounts payable and accrued expenses $__ 505,627

Total liabilities 505.627

Stockholders’ Equity
Class A — Common stock; $1 stated value; authorized 36,000

shares; issued and outstanding, 2001 — 20,000 shares 20,000
Class B — Common stock; $1 stated value; authorized 100,000
shares; issued and outstanding, 2001 — 16,917 shares 16,917
Class A — Additional paid-in capital 2,370,540
Class B — Additional paid-in capital 1,506,593
Retained deficit (1,460,184)
Total stockholders’ equity 2,453,866
Total liabilities and stockholders’ equity $__ 2959493
See Notes to Financial Condition 2
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Corporate Network Brokerage Services, Inc.
Notes to Financial Condition
December 31, 2001

Note 1: Nature of Operations

Corporate Network Brokerage Services, Inc. (“the Company”) was organized to provide a national
institutional securities dealer and investment advisory service in cooperation with the Corporate
Credit Union Network. The Company is a registered broker/dealer and investment adviser operating
exclusively in the securities industry. The Company provides services exclusively to natural person
credit unions.

The Articles of Incorporation restrict the ownership of the Class A and the Class B common stock to
corporate credit unions. Further, the Class B common stock can only be owned by corporate credit
unions that own at least 1,000 shares of Class A stock. The two classes of common stock are essen-
tially identical except that no dividends will be paid on the Class A common stock while dividends
can be paid on Class B common stock as determined by the Board of Directors. No dividends were
declared or paid during the year ended December 31, 2001.

Note 2: Summary of Significant Accounting Policies

Security Transactions

Securities transactions are recorded on a settlement date basis, generally within three business days
after trade date, with related transaction revenue recorded on a settlement date basis, which ap-
proximates trade date. In certain cases, a broker/dealer or customer will fail to deliver securities to
the Company and, as a result, the Company will fail to deliver securities to the counter party to the
transaction. The Company promptly forwards securities upon receipt and will settle cash when the
security is delivered. The failed security transactions are reflected in the receivables and payables
to/from customers and broker/dealers.

The Company promptly forwards all funds and securities received and does not otherwise hold
funds or securities for, or owe money or securities to, customers.

Securities owned are valued at market. Realized and unrealized gains and losses are included in in-
come. Securities owned as of December 31, 2001 consisted of obligations of the United States
Government or Government-sponsored entities.

Advisory Services

Investment advisory revenues are recognized over the period earned.
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Corporate Network Brokerage Services, Inc.
Notes to Financial Condition
December 31, 2001

Fixed Assets

Fixed assets are stated at cost less accumulated depreciation. Depreciation is computed using the
straight-line method over the estimated useful lives of the assets, generally ranging from three to five
years.

Income Taxes

Deferred tax liabilities and assets are recognized for the tax effects of differences between the finan-
cial statement and tax bases of assets and liabilities. A valuation allowance is established to reduce
deferred tax assets if it is more likely than not that a deferred tax asset will not be realized.

Use of Estimates

The preparation of the financial statements in conformity with accounting principles generally ac-
cepted in the United States of America requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities as well as disclosure of the amounts of con-
tingent assets and liabilities at the date of the financial statements and the reported amounts of reve-
nues and expenses during the reporting period. Actual results could differ from those estimates.

Note 3: Transactions with U. S. Central

U.S. Central provides various support services for the Company, including securities safekeeping
and settlement. This amount is based on U.S. Central’s costs to provide the services. This amount is
negotiated with U.S. Central and does not necessarily represent the cost of the services had they
been obtained from a third party.

As discussed further in Note 9, the Company has a line-of-credit agreement and a master repurchase
agreement with U.S. Central.
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Corporate Network Brokerage Services, Inc.
Notes to Financial Condition
December 31, 2001

Note 4: Fixed Assets

The major categories of fixed assets and accumulated depreciation at December 31, 2001 are sum-
marized as follows:

Computer hardware and software ‘ $ 359,102
Furniture and equipment 173.365

Total fixed assets 532,467
Less accumulated depreciation 409.317
Fixed assets, net ‘ $ 123,150

Note 5: Income Taxes

As of December 31, 2001, the Company had unused net operating losses available to offset future
taxable income totaling approximately $1,643,000, expiring through 2020.

The tax effects of temporary differences related to deferred taxes shown on the balance sheets in
other assets were:

Deferred tax assets

Net operating loss carryforwards $ 411,000
Other 11.000
422,000
Deferred tax liabilities
Other (46.000)
Net deferred tax asset $ 376,000

Note 6: Net Capital Requirements

The Company is required to maintain minimum net capital as defined by Rule 15¢3-1 under the Se-
curities Exchange Act of 1934. Rule 15¢3-1 requires minimum net capital to be the greater of
$100,000 or 6 2/3% of aggregate indebtedness. As of December 31, 2001, the Company had net
capital, as defined, of $1,802,868, which exceeded the minimum requirement of $100,000 as of De-
cember 31, 2001 by $1,702,868. Also, as defined by Rule 15¢3-1, the ratio of aggregate indebted-
ness to net capital for the Company may not exceed fifteen to one. As of December 31, 2001, the
ratio of aggregate indebtedness to net capital for the Company was 0.28 to one.
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Corporate Network Brokerage Services, Inc.
Notes to Financial Condition
December 31, 2001

Note 7: Benefit Plans

The Company has established a defined contribution benefit plan. Under the terms of this plan,
participants may elect to contribute a percentage of their salary to the plan. The Company makes
qualified, non-elective contributions to the plan equal to 3% of each eligible employee’s compensa-
tion, and may contribute an additional amount as determined in its sole discretion. Employees are
eligible to participate after completing one year of service and are fully vested in employee contri-
butions and qualified, non-elective contributions immediately. Additional discretionary contribu-
tions, if any, are fully vested after four years of service.

Note 8: Credit Risk

In the normal course of business, the Company’s actions involve the execution and settlement of
customer securities transactions. Credit nisk results from the possibility that a loss may occur from
the failure of another party to perform according to the terms of settlement. The Company has con-
trol procedures regarding securities transactions with counter parties and the manner in which they
are settled. The settlement of open transactions as of December 31, 2001 is not expected to have a
material adverse effect on the financial statements of the Company.

As a securities dealer, the Company is engaged in various securities trading activities. Exposure of
the Company to credit risk associated with the non-performance of its customers in fulfilling their
contractual obligations pursuant to securities transactions can be directly impacted by volatile trad-
ing markets which may impair the customers’ abilities to satisfy their obligations to the Company.

Note 9: Commitments

As a source of liquidity, the Company has entered into an arrangement with U.S. Central whereby
U.S. Central will extend credit to the Company in an amount up to $10 million. All advances under
this agreement shall be secured by assets controlled by the Company, bear a rate of interest as de--
termined by U.S. Central and, unless otherwise requested by the Company, be for a period of one
day. As of December 31, 2001, there were no amounts outstanding under this facility. During
2001, the Company accessed the line of credit 71 days at an average balance of approximately
$1,149,000.

As an additional source of liquidity, the Company has entered into a Master Repurchase Agreement
with U.S. Central whereby the Company may sell securities to U.S. Central under an agreement to
repurchase substantially the same securities at a later date. As of December 31, 2001, no amounts
were outstanding under this facility. During 2001, the Company accessed the repurchase agreement
two days at an average balance of $9,715,000.
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Corporate Network Brokerage Services, Inc.
Notes to Financial Condition
December 31, 2001

In 1999, the Company entered into a five-year lease agreement to rent office space beginning March
2000. As of December 31, 2001, the future minimum rental payments to lease office space and
other office equipment required under noncancellable operating leases are as follows:

2002 $ 147,210
2003 143,339
2004 142,368
2005 11.864

$___ 444.78]

Note 10: Significant Estimates and Concentrations

Significant Estimates

The Company has recorded a net deferred tax asset of approximately $376,000 at December 31,
2001, which reflects the tax benefit of net operating loss carryforwards. Realization is dependent on
generating sufficient future taxable income to utilize the tax loss carryforwards. The amount of the
deferred tax assets considered realizable could be reduced in the near term if estimates of future tax-
able income during the carryforward period decline.

Concentrations

As of December 31, 2001, the Company provided its investment services solely to credit unions
throughout the United States.
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