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. 'OATH OR AFFIRMATION

1, Timothy J. Keefe

- ; , swear (or affirm) that, to the
best of my knowledge and beli¢f the accompanying financial statement and supporting scheduies pertaining to the firm of
Chittenden Securltles, Inc.

as of

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, » 19 2001

wz_,/&/z;

J” Sme

Financial QOperations Principal

Oﬁ;padmi o 0 l@/ ' -
( d '

This report** contains (check all applicable boxes):
(@) Facing page.
(b) Statement of Financial Condnxm.
{c) Statemnent of Income (Loss).
_(d) Statement of Changes in Financial Condition.
(¢) Statement of Changes in Stockholders’ Equity or Pamms or Sole Propnetor s Capital.
() ‘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 15c3-3.
(i) 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 Condmon with respect to methods of con-
solidation.

) 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.

OO 0O ODRBROBDHEK

**For conditions of confidential treatment of certain portions of this filing, see section 240.1 7a-5(e)(3).
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CHITTENDEN SECURITIES, INC.

Financial Statements
as of December 31, 2001
Together with Auditors’ Report




ANDERSEN

Report of Independent Public Accountants

To the Board of Directors and Stockholder of
Chittenden Securities, Inc.:

We have audited the accompanying statement of financial condition of Chittenden Securities, Inc. (a wholly
owned subsidiary of Chittenden Trust Company) (the Company) as of December 31, 2001 and the related
statements of operations, changes in stockholder’s equity and cash flows for the year then ended, that you are
filing pursuant to Rule 17a-5 under the Securities Exchange Act of 1934. These financial statements and
schedules referred to below are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statements and schedules 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 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 statements referred to above present fairly, in all material respects, the financial
position of Chittenden Securities, Inc. at December 31, 2001 and the results of its operations and its cash flows
for the year then ended in conformity with accounting principles generally accepted in the United States.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a
whole. The information contained in Schedules I, II, and III 1s presented for purposes of additional analysis
and is not a required part of the basic financial statements, but is supplementary information required by
Rule 17a-5 of the Securities Exchange Act of 1934. Such information has been subjected to the auditing
procedures applied in the audit 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.

Arti Ardersia (LY

Boston, Massachusetts
January 18, 2002
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CHITTENDEN SECURITIES, INC.

Statement of Financial Condition
December 31, 2001

ASSETS

Assets:
Cash and cash equivalents
Deposit with clearing broker-dealer (restricted cash)
Commissions receivable from customers
Miscellaneous receivable
Prepaid expenses
Other assets

Total assets
LIABILITIES AND STOCKHOLDER'S EQUITY
Liabilities:
Payable to Parent (Note 5)
Accrued payroll and other liabilities
Total liabilities
Commitments and Contingencies
Stockholder’'s Equity (Note 3):
Common stock, $1.00 par value—
Authorized—100 shares
Issued and outstanding—1 share
Additional paid-in capital
Accumulated deficit

Total stockholder's equity

Total liabilities and stockholder's equity

The accompanying notes are an integral part of these financial statements.
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$ 499,902
107,137
80,885

8,235

1,044

3,300

§ 700,593
$ 77,410
8,143

85,553

1

925,999
(310,950)
615,040

$ 700593




CHITTENDEN SECURITIES, INC.

Statement of Operations
for the Year Ended December 31, 2001

Revenues:
Commissions
Interest and dividend income

Total revenues

Expenses:
Salaries and related expenses
Clearing expense
Fees and licenses
Travel
Management fee (Note 5)
Legal and professional
Other expenses

Total expenses
Net loss before income taxes
Income Tax Benefit (Note 4)

Net loss

The accompanying notes are an integral part of these financial statements.
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$ 1765544
14,093

—————————

1,779,637

322,371
316,680
33,712
25,959
1,230,940
13,670

91863

1,852,495

(172.858)
60.500

§ __(112,356)




CHITTENDEN SECURITIES, INC.

Statement of Changes in Stockholder's Equity
for the Year Ended December 31, 2001

Common Stock

Additional Total
Shares Paid-in Accumulated Stockholder’s
Issued Amount Capital Deficit Equity
Balance at December 31, 2000 1 8 1 §$ 575999 § (198,602) $ 377,398
Contribution by Parent (Note 3) - - 350,000 - 350,000
Net loss - - - (112,358) (112.358)
Balance at December 31, 2001 1 $ 1 $ 925999 § (310960) $ 615040

The accompanying notes are an integral part of these financial statements.
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CHITTENDEN SECURITIES, INC.

Statement of Cash Flows
for the Year Ended December 31, 2001

Cash Flows from Operating Activities:

Net loss

Adjustments to reconcile net loss to net cash used in operating activities—
Restricted cash—Clearing broker
Commissions receivable from customers
Miscellaneous receivable
Prepaid expenses
Payable to Parent
Accrued payroll and other liabilities

Net cash used in operating activities

Cash Flows from Financing Activities:
Additional capital contributed by Parent

Net cash provided by financing activities
Net increase in Cash
Cash, beginning of period
Cash, end of period
Supplemental Cash Flow Disclosures:

Income Tax refunds received from Parent, net
Interest paid

The accompanying notes are an integral part of these financial statements.
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$ (112,358)

(4,751)

(35,095)
121
4,194

(59,482)

2,011

(205,360)

350,000

— T

350,000

144,640

355,352
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CHITTENDEN SECURITIES, INC.

Notes te Financial Statements
December 31, 2001

NATURE OF OPERATIONS AND ORGANIZATION
Nature of Operations

Chittenden Securities, Inc. (the Company) is an introducing broker-dealer registered
with the Securities and Exchange Commission (SEC) and a member of the National
Association of Securities Dealers (NASD). The Company is a Vermont corporation
and a wholly owned subsidiary of Chittenden Trust Company (the Parent). The
Company provides brokerage services consisting of purchases and sales in mutual
funds, equity securities, debt securities and variable annuities.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

The accompanying financial statements have been prepared in accordance with
accounting principles generally accepted in the United States. The preparation of
financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect (i) the
reported amounts of assets and liabilities, (ii) disclosures of contingent assets and
liabilities at the date of the financial statements and (iii) the reported amounts of
revenues and expenses during the reporting period. Actual results could differ from
those estimates.

Recognition of Revenue

Revenue is recorded during the period in which services are performed.
Commission income and expenses related to customer security transactions are
recognized on a trade-date basis.

Clearing Expense

The Company uses Legg-Mason Wood Walker, Inc. (Legg-Mason) as its clearing
broker. Clearing fees are recorded on an accrual basis.

Statement of Cash Flows

For purposes of the statement of cash flows, the Company has defined cash
equivalents as highly liquid investments, with original maturities of less than 90
days, that are not held for sale in the ordinary course of business.

Income Taxes

The Company is included in the consolidated federal income tax return filed by the
Parent. Federal income taxes are calculated as if the Company filed on a separate-
return basis and the amount of current tax payable or receivable calculated is either
remitted to or received from the Parent. The amount of current and deferred taxes
payable or refundable is recognized as of the date of the financial statements,
utilizing currently enacted tax laws and rates. Since the Parent has been able to
absorb the tax losses generated by the Company in its consolidated return, the
Company has recognized a full tax benefit for its operating losses. Deferred tax
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(4)

CHITTENDEN SECURITIES, INC.

Notes to Financial Statements
December 31, 2001

expenses or benefits are recognized in the financial statements for the changes in
deferred tax liabilities or assets between years.

Fair Value of Financial Instruments

The financial instruments of the Company are reported in the statement of financial
condition at fair values, or at carrying amounts that approximate fair values,
because of the short maturity of the instruments.

NET CAPITAL REQUIREMENTS

The Company is subject to the SEC’s Uniform Net Capital Rule (SEC Rule 15¢3-1),
which 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.
During 2001, the Parent contributed an additional $350,000 tc the Company. At
December 31, 2001, the Company had net capital of $373,541, which was $123,541
in excess of its required net capital of $250,000. The Company'’s ratio of aggregate
indebtedness to net capital was 0.229-to-1.

In the normal course of business, the Company holds funds on behalf of customers
before remitting them to its clearing broker-dealer and, as a result, the Company is
subject to the reserve requirements of SEC Rule 15¢3-3.

INCOME TAXES

The Company is included in the consolidated federal income tax return filed by the
Parent and in the consolidated state tax return filed by nonbank affiliates of
Chittenden Corporation, parent of Chittenden Trust Company. Federal and state
income taxes are calculated as if the Company filed separate income tax returns.

The current and deferred portions of the income tax benefit included in the statement
of operations as determined in accordance with Statement of Financial Accounting
Standards (SFAS) No. 109, Accounting for Income Taxes, are as follows:

Current Deferred Total
Federal $ 60,500 $ - 8 60,500
State ) - - -
$ 60,500 $ - 3 60,500

Income tax benefit is provided at a federal statutory rate of 35%.
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CHITTENDEN SECURITIES, INC.

Notes to Financial Statements
December 31, 2001

RELATED PARTY TRANSACTIONS

The Parent provides the Company with office facilities and equipment and performs
various general and administrative services and incurs other expenses on behalf of
the Company. In return for these services, the Parent charges a management fee to
the Company. - This fee is equal to the greater of $50 per month or 80% of the
brokerage service gross income received, less certain commissions directly
generated by Company employees each month. Total management fee expense for
2001 was $1,230,940 and is included in the accompanying statement of operations.
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CHITTENDEN SECURITIES, INC.

Scheduie |
Computation of Net Capital under SEC Rule 15¢3-1
December 31, 2001

Net Capital:
Total stockholder's equity

Deductions:
Nonallowable assets—
Prepaid expenses, miscellaneous receivables and other assets
Haircuts on securities—
Investment securities 2% reserve
Ownership equity not allowable—
Deductible on insurance bond

Net capital
Aggregate Indebtedness:
Payable to parent
Accrued payroll and other liabilities
Aggregate indebtedness
Computation of Basic Net Capital Requirement:
Minimum net capital required—Minimum dollar requirement equal to the greater of $250,000 or
6.66% cof aggregate indebtedness

Net capital in excess of requirement

Ratio of Aggregate Indebtedness to Net Capital

$ 615,040

12,579
8,920

220,000

D —— e S

$__ 373541

$ 77,410
8,143

———————|————

The computation of net capital above does not maternially differ from that reported by the Company in Part I of the

FOCUS Report on Form X-17A-5 at December 31, 2001.
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CHITTENDEN SECURITIES, INC.

Schedule li

Computation for Determination of Reserve Requirements for
Broker-Dealers under SEC Rule 15¢3-3

December 31, 2001

Credit Balances:
Total credit balances in Company's customer accounts to be remitted to clearing broker-dealer 3 1,482

Total credit items § 1482
Debit Balances:
Debit items $ -
Total debit items S I
Reserve Computation:
Excess of total credits over total debits $ 1,482
Required reserve percentage 105%
Required deposit (was funded on January 3, 2002, as allowed by Rule 15¢3-3) $§ 1556

The computation for determination of reserve requirements above does not materially differ from that reported by the
Company in Part Il of the FOCUS Repert on Form X-17A-5 at December 31, 2001.
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CHITTENDEN SECURITIES, INC.

Schedule Il

information for Possession or Control Requirements under SEC
Rule 15¢3-3 of the Securities and Exchange Commission
December 31, 2001

1. Customers’ fully paid securities and excess margin securities not in the respondent’s
possession or control as of the report date (for which instructions to reduce to possession or
control had been issued as of the report date, but for which the required action was not taken
by respondent within the time frames specified under Rule 15¢3-3). 3 -

A.  Number of items None
2. Customers’ fully paid securities and excess margin securities for which instructions to reduce
to possession or control had been issued as of the report date, excluding items arising from

“temporary lags which result from normal business operations,” as permitted under
Rule 15¢3-3). s -

A.  Number of items None

The Information relating to possession or control requirements above does not materially differ from that reported by the
Company in Part Il of the FOCUS Report on Form X-17A-5 at December 31, 2001.
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ANDERSEN

Supplementary Report of Independent Public Accountants

The Board of Directors and Stockholder of
Chittenden Securities, Inc.:

In planning and performing our audit of the financial statements and supplemental schedules of Chittenden
Securities, Inc. (the Company) for the year ended December 31, 2001, we considered its internal control,
including control activities for safeguarding securities, in order to determine our auditing procedures for the
purpose of expressing our opinion on the consolidated financial statements and not to provide assurance on
internal control.

Also, as required by Rule 17a-5(g)(l) of the Securities Exchange Commission (SEC), we have made a study of
the practices and procedures followed by the Company, including tests of compliance with such practices and
procedures that we considered relevant to the objectives stated in Rule 17a-5(g), in the following:

1. Making the periodic computations of aggregate indebtedness and net capital under Rule 17a-3(a)(11)
and the reserve required by Rule 15¢3-3(¢g)

2. Making quarterly securities examinations, counts, verifications and comparisons, and the 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

4.  Obtaining and maintaining physical possession or control of all fully paid and excess margin securities
of customers as required by Rule 15¢3-3

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 the preparation of financial statements in conformity with accounting principles generally
accepted in the United States. Rule 17a-5(g) lists additional objectives of the practices and procedures listed in
the preceding paragraph.

Because of inherent limitations in internal control or the practices and procedures referred to above, error or
fraud may occur and may 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 internal control that might be material weaknesses under standards established by the
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American Institute of Certified Public Accountants. A material weakness is a condition in which the design or
operation of the specific internal control components does not reduce to a relatively low level the risk that error
or fraud in amounts that would be matenal 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
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 on our study, we believe that the Company’s practices and procedures at December 31,
2001 were adequate to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the SEC, the
National Association of Securities Dealers and other regulatory agencies that 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.

/4/‘7%V/ /4/1¢€/5(/Z LLP

Boston, Massachusetts
January 18, 2002
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