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OATH OR AFFIRMATION

I, Paul T. Lennon swear (or affirm) that, to the

best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Redwood Brokerage Services, Inc.

December 31 192907 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:

, as of
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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 to Rule 15¢3-3.
(i) Information Relating to the Possession or control Requirements Under Rule 15¢3-3.
(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 unaudited Statements of Financial Condition with respect to methods of con-
solidation.
(1) An Oath or Affirmation.
(m) A copy of the SIPC Supplemental Report.
(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.
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**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Certified Public Accountants
A Professional Corporation

420 Lexington Avenue « New York, NY 10170
Telephone: (212) 867-8000 « Telefax: (212) 687-4346
E-mail: info@pkfny.com  www.pkfnewyork.com

Member of PKF International Limited

Independent Auditor's Report

To the Board of Directors
Redwood Brokerage Services, Inc.

We have audited the accompanying statement of financial condition of Redwood Brokerage Services, Inc.
as of December 31, 2001. 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 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 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 financial statement presentation. We believe that our audit of the statement
of financial condition 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 financia! position of Redwood Brokerage Services, Inc. as of December 31, 2001, in conformity with
accounting principles generally accepted in the United States of America.

VK

Certified Public Accountants
A Professional Corporation

January 25, 2002
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REDWOOD BROKERAGE SERVICES, INC.

Statement of Financial Condition
December 31, 2001

Assets

Cash
Securities owned, at market (note 2)
Receivables

Clearing broker

Non-customers

Loan

Note (note 5)
Equipment, at cost - net of accumulated depreciation of $70,471 (note 2)
Investments (note 6)
Deferred tax (note 4)

Other assets

Total assets

Liabilities and Stockholder's Equity

Liabilities
Accounts payable
Commissions payable
Accrued expenses
Subordinated borrowings (note 7)
Total liabilities

Commitments and contingent liabilities

Stockholder's equity
- Common stock, without par value; 200 shares authorized; 4.9 shares
issued and outstanding
Retained earnings
Total stockholder's equity

Total liabilities and stockholder's equity

See notes to statement of financial condition

$ 2,204,731
3,948

23,195
207,256
23,996
75,000
70,641
1,485,000

89,829

[LS]

9,900

$ 4,193,496

5 22,677
1,003,016
125,109

1,150,802

1,000,000

2,150,802

24,500

2,018,194

2,042,694

$ 4,193,496
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REDWOOD BROKERAGE SERVICES, INC.

Notes to Statement of Financial Condition
December 31, 2001

Note 1 - Organization and business activity

Redwood Brokerage Services, Inc. (the "Company") is a registered broker-dealer incorporated in December 1995 in
the State of New York. The Company received approval from the National Association of Securities Dealers, Inc. to
commence business operations in March 1996. The Company acts as an introducing broker whose business activities
are to provide broker-dealer services to clients and trading on a proprietary basis.

The Company has an agreement with Spear Leads & Kellogg (SLK) to clear securities transactions, carry customers'
accounts on a fully disclosed basis, and perform related record keeping functions. The agreement can be canceled
by either party upon 30 days written notice. The agreement states that the Company will assume its customer's
obligations should a customer of the Company default on its obligations relating to securities trades executed by SLK.
SLK controls customers' credit risk by requiring that they maintain margin collateral in compliance with various
regulatory and internal guidelines.

Note 2 - Summary of significant accounting policies

Estimates

The Company prepares its financial statements in conformity with generally accepted accounting principles, which
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosure of cantingent 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.

Securities owned

Profit and loss arising from all securities transactions entered into for the account and risk of the Company are
recorded on a trade date basis.

Securities owned consist of marketable securities that are marked to market.
Depreciation
Equipment is being depreciated under the straight-line method over an estimated useful life of five years.

Note 3 - Net capital requirements

The Company is subject to the Securities and Exchange Commission's uniform net capital rule (Rule 15¢3-1) which
requires that net capital, as defined, shall be the greater of $100,000 or 6.67% of aggregate indebtedness, as defined.
At December 31, 2001, the Company had net capital of $1,155,480 which was $1,055,480 in excess of the minimum
net capital requirement of $100,000. The ratio of aggregate indebtedness to net capital was 1.00 to 1.00.

Note 4 - Income taxes

The Company reports as a Subchapter S Corporation for Federal and State tax reporting, and as such no provision
has been made for income taxes since such taxes, if any, are payable by the stockholder individuatly.
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REDWOOD BROKERAGE SERVICES, INC.

Notes to Statement of Financial Condition (continued)
December 31, 2001

The Company is reguired to file Federal and New York State and California S Corporation tax returns and a New York
City Corporation tax return.

The income tax benefit which is netted with other expenses in the accompanying statement of operations is
summarized as follows:

Current
State $ 12,247
City 16,043
28,290
Deferred
State -
City (89,829)
(89,829)

income tax benefit $  (61,539)

The Company has approximately $1,400,000 in net operating loss carryforwards for New York City purposes that
expire in 2021.

The net deferred tax asset at December 31, 2001 amounted to $89,829 and primarily represents the tax effect of net
operating loss carryforwards.

Note 5 - Note receivable

During January 2001, the Company made a $3,000,000 subordinated loan to Native Nations Securities Inc. (formerly
Freeman Securities Company, Inc.). Native Nations Holding LLC {see note 6) owns 100% of the non-vaoting preferred
stock of Native Nations Holding Corp., which was the sole shareholder of Native Nations Securities Inc.

In November 2001, Native Nations Holding Corp. entered into an agreement pursuant to which (i) its investment in
Native Nations Securities Inc. was returned to Native Nations Holding Corp. by its original counter-party, (i) Native
Nations Holding Corp.’s ownership of all of the outstanding shares of Native Nations Securities inc. would be returned
to the original counter-party subject to the satisfaction of certain conditions, including, without limitation, approval of
the transaction by the National Association of Securities Dealers, Inc., and (iii) each of the Company and Native
Nations Holding Corp. ceased their respective business relationship with Native Nations Securities Inc.

At December 31, 2001, as a result of the suspension of operations of Native Nations Securities Inc., the Company
has written off $2,925,000 of its note receivable with respect to the $3,000,000 subordinated loan to Native Nations
Securities Inc. as the Company estimates that no more than $75,000 is recoverable.

Note 6 - Investments

The Company has made investments in entities with ownership percentages ranging from 5% to 42.5%. Entities in
which the Company owns less than 20% of the voting interest is generally accounted for under the cost method of
accounting. Entities in which the Company owns between 20% to 50% of the voting stock or otherwise exercise
significant influence over operations and financial policies of the investee are accounted for under the equity method.




REDWOOD BROKERAGE SERVICES, INC.

Notes to Statement of Financial Condition (continued)
December 31, 2001

A listing of investments as of December 31, 2001 is as follows:

Native Nations Holding LLC (Holdings) - 5% cost basis

interest in a company which owns 100% of the non-

voting preferred stock of Native Nations Holding Corp.

(see nate 5) $ 45,000

Technimentals Research Group LLC (Technimentals) -

42.5% interest in a company which provides technical

research to high net-worth individuals, investment

partnerships and institutions. 550,000

Red-Horse Funding LLC (Redhorse) - 21% interest in a

company which owns 100% of the preferred stock in

Redhorse Holding Corp., an entity which plans to

finance a broker/dealer. 840,000

Internet Directories USA Inc. {Internet) - 5% cost basis

interest in a company which provides business to business

service via the internet. 50,000
$_ 1,485,000

The Company’s investments in Holding and Internet are being accounted for at cost. The Company’s investments
in Technimentals and Redhorse are being accounted for under the equity method. Both Technimental and Redhorse
are newly formed start-up entities with no material activity in 2001. Accordingly, no adjustment has been made to the
carrying amount of these investments at December 31, 2001.

Note 7 - Subordinated borrowing

The subordinated borrowing at December 31, 2001 made by an employee of the Company bears interest at 6% per
annum and matures on October 31, 2002. Interest expense incurred and accrued at December 31, 2001 amounted
to $10,000.

The subordinated borrowing is available in computing net capital under the Securities and Exchange Commission’s
uniform net capital rule. To the extent that such borrowings are required for the Company’s continued compliance
with minimum net capitai requirements, they may not be repaid.

Note 8 - Employee benefit plan

The Company maintains a defined contribution plan for the benefit of all qualified employees pursuant to Section
401(K) of the Internal Revenue Code. The plan allows qualified employees to contribute a percentage of their salary,
as defined. The Company is not required to make any contributions to the plan but can make discretionary
contributions, as defined. During 2001, the Company made a $200,636 discretionary contribution.




