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A. REGISTRANT IDENTIFICATION
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OATH OR AFFIRMATION

Peter Byram , swear (or affirm) that, to the best of my

.knowlédge and belief the accompanying financial statements and supporting schedules pertaining to the firm of

J.J. Kenny Drake, Inc. , as of

December 31 , 20_01 , are true and correct. | further swear (or affirm) that neither the company

nor any partner, proprietor, principal officer or director has any proprietary interest in any account classified solely as that of
a customer, except as follows:

Sitrt Do

KATHLEEN FINN HALEY
Notary Public, State of New York
No. 01HA4770251
Qualified in New York County

mission Expires August 31, 20 02

Title

Notary Public

This report** contains (check all applicable boxes):
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Facing page.

Statement of Financial Condition.

Statement of Operations.

Statement of Cash Flows.

Statement of Changes in Stockholders’ Equity or Partners' or Sole Proprietor's Capital.
Statement of Changes in Liabilities Subordinated to Claims or Creditors.

Computation of Net Capital.

Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
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 or Rule 15¢3-3.

A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation.

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

A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.
Schedule of Segregation Requirements and Funds in Segregation for Customers Trading on U.S. Commodity Exchanges.
Statement of Secured Amount and Funds Held in Separate Accounts for Foreign Futures and Options Customers Pursuant tc

Commission Regulation 30.7.

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




STATEMENT OF FINANCIAL CONDITION
J.J. Kenny Drake, Inc.

December 31, 2001
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==”ERNST& YOUNG \ & Ernst & Young LLp Phone: (212) 773-3000

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

Report of Independent Auditors

The Board of Directors
J.J. Kenny Drake, Inc.

We have audited the accompanying statement of financial condition of J.J. Kenny Drake, Inc.
at 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 J.J. Kenny Drake, Inc. at December 31, 2001, in
conformity with accounting principles generally accepted in the United States.

| ngrz’“”a/'L’f

February 15, 2002




J.J. Kenny Drake, Inc.

Statement of Financial Condition

December 31, 2001

Assets
Cash and cash equivalents
Deposits with clearing organizations (cash of $77,097 and
U.S. Government obligations with a market value of $1,986,200)
Receivable from broker-dealers and dealer banks
Receivable from Parent and MGH
Deferred taxes
Other assets
Total assets

Liabilities and stockholder’s equity

Payable to broker-dealers and dealer banks
Accrued compensation and other employee benefits
Income taxes payable to Parent and MGH
Accounts payable and other liabilities

Total liabilities

Stockholder’s equity
Total liabilities and stockholder’s equity

See accompanying notes.

$ 2,688,127

2,063,297
162,236,132
10,197,000
304,240
345,646

$177,834,442

$ 162,068,234
1,867,079
650,521
389,478

164,975,312

12,859,130

$177,834,442




J.J. Kenny Drake, Inc.

Notes to Statement of Financial Condition

December 31, 2001

1. Organization

J.J. Kenny Drake, Inc. (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 acts as an agent for undisclosed principals in the purchase and sale of
municipal securities for broker-dealers and dealer banks. The Company does not maintain
any municipal securities in its proprietary or other accounts.

The Company is a wholly-owned subsidiary of J.J. Kenny Co., Inc. (the “Parent”), which is a
wholly-owned subsidiary of The McGraw-Hill Companies, Inc. (“MGH”).

2. Summary of Significant Accounting Policies
Securities Transactions

Securities brokerage transactions and the related revenue and expenses are recorded on a
trade date basis. Receivable from and payable to broker-dealers and dealer banks are
comprised principally of unsettled trades for securities to be delivered and received, which
are stated at contract value. Such amounts are initially reflected on the statement of financial
condition on trade date. These receivables are essentially collateralized by the related
securities to be delivered.

Equipment

Equipment is depreciated utilizing the straight-line method over a useful life of three years.
Cash and Cash Equivalents

The Company considers all highly liquid investments with a maturity of less than 90 days at
the time of purchase and not held for resale to be cash equivalents. Cash equivalents consist

of commercial paper. Cash equivalents are carried at cost plus accrued interest, which
approximates market value.




J.J. Kenny Drake, Inc.

Notes to Statement of Financial Condition (continued)

2. Summary of Significant Accounting Policies (continued)
Financial Instruments

Statement of Financial Accounting Standards (“SFAS”) No. 107, “Disclosures about Fair
Value of Financial Instruments”, requires disclosure of the fair value of the Company’s assets
and liabilities which qualify as financial instruments under SFAS No. 107.

The fair value of the Company’s assets and liabilities, which qualify as financial instruments,
approximates the carrying amounts presented on the statement of financial condition.

Use of Estimates

The statement of financial condition is prepared in accordance with accounting principles
generally accepted in the United States which require management to make estimates and
assumptions that affect the amounts reported on the statement of financial condition and
accompanying notes. Management believes that the estimates utilized in preparing its
statement of financial condition are reasonable and prudent; however, actual results could
differ from these estimates.

3. Income Taxes

The Company is included in the consolidated federal income tax return with MGH and files a
combined return with the Parent for state and local purposes. The consolidated federal tax
provision is computed under the provisions of Statement of Financial Accounting Standards
No. 109, “Accounting for Income Taxes”, and is allocated by MGH among the members of
the consolidated group on a separate taxable income or loss basis.

The deferred tax asset of $304,240 relates primarily to temporary differences for different
accounting methods for bad debts and depreciation.

4. Employee Benefit Plans

Eligible employees of the Company participate in MGH’s noncontributory defined benefit
pension plan under which benefits are based on employee career employment compensation.
MGH also has a voluntary deferred compensation plan under which MGH matches employee
contributions up to certain levels of compensation and an Employee Retirement Account
Plan under which MGH contributes a percentage of eligible employees’ compensation.




J.J. Kenny Drake, Inc.

Notes to Statement of Financial Condition (continued)

4. Employee Benefit Plans (continued)

MGH provides certain medical, dental and life insurance benefits for the Company’s active
and retired employees and their eligible dependents. The medical and dental plans are
contributory while the life insurance plan is noncontributory.

The Company has an accrued payable for postretirement healthcare and other benefits at
December 31, 2001 of $212,000.

S. Stockholder’s Equity and Net Capital Requirements

The Company is subject to the Securities and Exchange Commission’s Uniform Net Capital
Rule for broker-dealers under Rule 15c¢3-1 (the “Rule”), which requires that net capital, as
defined, shall be the greater of $150,000 or 6-2/3% of aggregate indebtedness, as defined,
and requires that the ratio of aggregate indebtedness to net capital shall not exceed 15 to 1.
The Rule requires that equity capital may not be withdrawn or cash dividends paid if the
resulting net capital ratio would exceed 10 to 1. In addition, certain advances, payment of
dividends and other equity withdrawals are subject to certain notification provisions of the
Rule.

At December 31, 2001, the Company had net capital of $1,933,279, which was $1,737,114 in
excess of its required net capital, and its net capital ratio was 1.52 to 1.

6. Related Party Transactions

The Parent and MGH pay certain expenses for the commonly controlled entities of the Parent
and allocate these expenses among the organizations based on usage estimates. Additionally,

MGH charged the Company for the cost of support functions and for employee-related fringe
benefits.

As of December 31, 2001, the receivable from Parent and MGH represents amounts which
have been advanced from the Company less expenses allocated by MGH. This balance is
noninterest-bearing and is due on demand.

The Parent has entered into distribution contracts with various vendors for which the
Company supplies municipal bond information.




JJ. Kenny Drake, Inc.

Notes to Statement of Financial Condition (continued)

7. Financial Instruments With Off-Balance Sheet Risk

The Company is engaged in various brokerage activities whose counterparties are primarily
broker-dealers and dealer banks. In the normal course of business, the Company is involved
in the execution, settlement and financing of various broker-dealer and dealer banks’
municipal securities transactions. These activities may expose the Company to credit risk in
the event that the broker-dealer or dealer bank is unable to fulfill its contracted obligations
and the Company has to purchase or sell the municipal securities underlying the contract at a

Jloss. The amounts receivable at December 31, 2001 were all settled after December 31, 2001

without any credit loss to the Company.




