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OATH OR AFFIRMATION

I, James M. Hackley swear that, to the best of my knowledge and belief the accompanying

financial statements and supplemental schedule pertaining to the firm of CyberTrader, Inc. (the “Company”), for the period
from January 1, 2001 to December 31, 2001, are true and correct. I further swear 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.

James M. Hackley, Chief Executive Officer
Title
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This re contains (check all applicable boxes):

Independent Auditor’s Report.

(a) Facing page.

(b) Statement of Financial Condition.

(¢) Statement of Operations.

(d) Statement of Cash Flows.

(e) Statement of Changes in Stockholder’s Equity.

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors. (Not applicable)
Notes to Financial Statements.

(g) Computation of Net Capital for Brokers and Dealers Pursuant to Rule 15¢3-1 Under the Securities Exchange Act of 1934,

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3 Under the Securities Exchange Act of 1934.
(Not applicable)

(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3 Under the Securities Exchange Act of 1934.
(Not applicable)

(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. (Included in item g)

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of consolidation.
{(Not applicable) ,

(1) An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report. (Not required)

(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.
(Independent Auditors’ Supplemental Report on Internal Control) »
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**Eor conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Deloitte & Touche LLP
Suite 1600

Chase Tower

2200 Ross Avenue
Dallas, Texas 75201-6778

Tel:(214) 840-7000
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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Stockholder of
CyberTrader, Inc.:

We have audited the accompanying statement of financial condition of CyberTrader, Inc. (the
“Company”) (a wholly owned subsidiary of CyberCorp Holdings, Inc.) as of December 31, 2001, that you
are filing pursuant to Rule 17a-5 under the Securities Exchange Act of 1934. 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 financial statement is free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statement. 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, such financial statement presents fairly, in all material respects, the financial position of
CyberTrader, Inc. at December 31, 2001, in conformity with accounting principles generally accepted in
the United States of America.

Belaitte ¢ Jowehe cir

February 21, 2002
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CYBERTRADER, INC.

(A Wholly Owned Subsidiary of CyberCorp Holdings, Inc.)

STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2001

ASSETS
CASH AND CASH EQUIVALENTS

RECEIVABLES FROM BROKER-DEALER AND
CLEARING ORGANIZATIONS

GOODWILL AND OTHER INTANGIBLES - Net of
accumulated amortization of $106,989,366

OTHER ASSETS

TOTAL

LIABILITIES AND STOCKHOLDER’S EQUITY

LIABILITIES:
Accrued expenses and other liabilities
Income taxes payable
Bonus payable
Payable to parent and affiliates
Deferred tax liability, net

Total liabilities
COMMITMENTS AND CONTINGENCIES

STOCKHOLDER'’S EQUITY:
Preferred stock, $.01 par value; 30,000 shares authorized;
none issued
Common stock, $.01 par value; 100,000 shares authorized;
1,000 shares issued and outstanding
Additional paid-in capital
Accumulated deficit

Total stockholder’s equity

TOTAL

See notes to financial statement.

$ 11,269,533
4,552,895

406,588,992
413,882

$422,825,302

$ 3,298,736
1,663,188
1,972,667

965,215

3,658,288

11,558,094

10

497,509,498
(86,242,300)

411,267,208

$422,825,302




CYBERTRADER, INC.
(A Wholly Owned Subsidiary of CyberCorp Holdings, Inc.)

NOTES TO FINANCIAL STATEMENT
DECEMBER 31, 2001

1. ORGANIZATION AND NATURE OF BUSINESS

CyberTrader, Inc. (the “Company”) (formerly known as CyberCorp, Inc.) is a broker-dealer registered
with the Securities and Exchange Commission (“SEC”) and is a member of the National Association of
Securities Dealers (“NASD”). The Company is a wholly owned subsidiary of CyberCorp Holdings, Inc.
(“Parent™).

2. SUMMARY OF SIGNIFICANT ACCOUNTING AND REPORTING POLICIES

Basis of Presentation - The Company is a fully disclosed broker-dealer that offers online brokerage
services to investors via the Internet. The Company clears all customer transactions through another
broker-dealer on a fully disclosed basis and therefore does not hold customer funds or securities.

Use of Estimates - In preparing its financial statement in conformity with accounting principles
generally accepted in the United States of America, management is required 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 statement. Significant estimates relate to the recoverability of
goodwill and other intangible assets, utilization of future tax benefits, and accruals for legal reserves.
Actual results could differ significantly from such estimates.

Securities Transactions - Clients’ securities transactions are reported on a settlement date basis.

Cash and Cash Eguivalents - Cash and cash equivalents include cash on deposit at banks and
depository institutions.. The Company considers all highly liquid investments (including commercial
paper and money market funds) with maturities of three months or less to be cash equivalents.

Goodwill and Other Intangibles - On March 1, 2000, the Parent was acquired by The Charles Schwab
Corporation (“CSC”) for $517 million in a nontaxable stock-for-stock exchange. Pursuant to the
acquisition, the Parent became a wholly owned subsidiary of CSC. The acquisition was accounted for
using the purchase method of accounting, which resulted in the recognition of goodwill and other
intangibles of approximately $513 million. The cost of the acquisition in excess of the fair value of the
related net assets at the date of acquisition represents goodwill and other intangible assets. Goodwill of
approximately $483 million and other intangibles of approximately $30 million are amortized on a
straight-line basis over 10 years for goodwill and three years for other intangibles.

Goodwill and other intangibles are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amounts may not be recoverable. Goodwill is considered
impaired when the undiscounted expected future cash flows are less than the carrying amount. The
Company assesses the recoverability of goodwill using undiscounted expected future cash flows. There
was no impairment charge recognized for the year ended December 31, 2001.




Income Taxes - The Company is included in CSC’s consolidated federal income tax return but files its
own state and local tax returns. Federal income taxes are calculated as if the Company and CSC filed
separate income tax returns, and the amount of current tax expense or benefit calculated is either
remitted to or received from the Parent. Deferred tax assets and liabilities are recognized for the
estimated future tax consequences attributable to differences between the financial statement carrying
amounts of existing assets and liabilities and their respective tax bases. Deferred tax assets and
liabilities are measured using enacted tax rates in effect for the year in which those temporary
differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of a
change in tax rates is recognized in income in the period that includes the enactment date.

New Accounting Standards - The Financial Accounting Standards Board (“FASB”) issued Statement of
Financial Accounting Standards (“SFAS”) No. 133, Accounting for Derivative Instruments and Hedging
Activities, as amended. SFAS No. 133 establishes accounting and reporting standards for derivative
instruments, including certain derivative instruments embedded in other contracts (collectively referred
to as “derivatives™) and for hedging activities. It requires that the Company recognize all derivatives as
either assets or liabilities in the statement of financial condition and measure those instruments at fair
value. The accounting for changes in the fair value of a derivative depends on the intended use of the
derivative and the resulting designation. The Company had no derivative financial instruments at
January 1, 2001, and does not currently engage in hedging activities. The Company adopted SFAS
No. 133, as amended, on January 1, 2001, as required. Adoption of SFAS No. 133 did not affect the
Company’s financial condition or results of operations.

The FASB issued SFAS No. 141, Business Combinations, and SFAS No. 142, Goodwill and Other
Intangible Assets, during 2001. SFAS No. 141 prohibits the use of the pooling of interests method for
business combinations initiated after June 30, 2001, and also applies to all business combinations
accounted for by the purchase method that are completed after June 30, 2001. There are also transition
provisions that apply to business combinations completed before July 1, 2001, that were accounted for
by the purchase method. SFAS No. 142 is effective January 1, 2002, and changes the accounting for
goodwill and certain other intangible assets from an amortization method to an impairment method.
Accordingly, amortization of goodwill, including goodwill recorded in past business combinations, will
cease upon adoption. Goodwill will be tested annually for impairment based on the specific
requirements outlined by SFAS No. 142. The Company adopted SFAS No. 142 on January 1, 2002, and
is currently assessing the impact, if any, on its financial statements.

REGULATORY REQUIREMENTS

The Company operates pursuant to the Act’s Rule 15¢3-3 under the exemption of subsection (k)(2)(ii).
Under this exemption, the Computation for Determining Reserve Requirements and Information
Relating to the Possession or Control Requirements are not required.

The Company is subject to the Uniform Net Capital Rule (“Rule 15¢3-1”) under the Act, which requires
the maintenance of minimum net capital, as defined. The Company has elected to use the alternative
method permitted by Rule 15¢3-1, which currently requires maintenance of minimum net capital equal
to the greater of $250,000 or 2% of aggregate debit items arising from customer transactions, as defined.
Rule 15c3-1 also limits the amount of capital withdrawals that can be made within any 30-day period
without notification and/or approval of the SEC.

At December 31, 2001, the Company had net capital of $7,922,622, which was $7,672,622 in excess of
its required net capital of $250,000.




4.

INCOME TAXES

The tax effects of temporary differences that give rise to significant portions of the deferred tax asset
(liabilities) at December 31, 2001, follow:

Deferred tax assets:

Accrued compensation $ 779,045

Other 171,000
Deferred tax liability - intangibles (4,608,333)
Deferred tax liability, net $ (3,658,288)

COMMITMENTS AND CONTINGENCIES

The Company’s customer securities activities are transacted on either a cash or margin basis. In margin
transactions, the clearing service provider extends credit to the Company’s customers, subject to various
regulatory and internal margin requirements, collateralized by cash and securities in the customers’
accounts. All securities transactions are cleared through the use of one clearing service provider on a
fully disclosed basis. Substantially all of the transactions are transacted on a margin basis subject to
individual exchange regulations. Such transactions may expose the Company to significant off-balance-
sheet risk in the event margin requirements are not sufficient to fully cover losses that customers may
incur.

In the event the customer fails to satisfy its obligations, the Company may be required to purchase or sell
financial instruments at prevailing market prices to fulfill the customer’s obligations. The Company
seeks to control the risk associated with its customer activities by requiring customers to maintain
margin collateral in compliance with various regulatory and internal guidelines. The Company monitors
required margin levels daily and, pursuant to such guidelines, requires the customer to deposit additional
collateral or to reduce positions when necessary.

In the normal course of business, there are various legal actions and proceedings pending against the
Company. In management’s opinion, after consultation with outside counsel, the ultimate liability, if
any, resulting from these legal actions will not have a material adverse effect on the Company’s
financial position or results of operations.

RELATED PARTY TRANSACTIONS

Amounts due from/to the Parent are presented net in the accompanying statement of financial condition
and are settled on an as-needed basis. The payable to Parent as of December 31, 2001, is related to
amounts due to the Parent for management fees charged to the Company. Management fees are based
on an allocation of compensation and other costs incurred by the Parent for the benefit of the Company
for management, administrative, marketing, data processing services, and occupancy costs.




EMPLOYEE BENEFITS

The Company’s employees are participants in or eligible to participate in retirement and other employee
benefit plans provided by CSC in effect at the time of acquisition. Accordingly, the following
summarizes such plans.

Employee Stock Ownership Plans - CSC has a profit sharing and employee stock ownership plan,
including a 401(k) salary deferral component, for eligible employees who have met certain service
requirements. CSC matches certain employee contributions; additional contributions to this plan are at
the discretion of CSC.

Retention Plan - CSC’s employee retention program was established at the time of acquisition.
Employees will receive cash compensation, contingent upon continued employment, at the end of the
two-year period.

Stock Option Plan - CSC’s stock incentive plans provide for granting options to employees, officers,
and directors. Options are granted for the purchase of shares of common stock at an exercise price not
less than market value on the date of grant and expire within 8 to 10 years from the date of grant.
Options generally vest over a four-year period from the date of the grant. The Company applies
Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to Employees, and related
interpretations in accounting for CSC’s stock option plans.

Long-Term Incentive Plan - CSC’s long-term incentive plan was established at the time of acquisition
and was terminated effective September 21, 2001. All employees participating in the plan at the date of
termination received cash compensation equal to their pro rata share of amounts payable under the long-
term incentive plan.

FAIR VALUE DISCLOSURES OF FINANCIAL INSTRUMENTS

The following disclosure of the estimated fair value of financial instruments is made in accordance with
the requirements of SFAS No. 107, Disclosures about Fair Value of Financial Instruments. For cash
and cash equivalents, receivables from broker-dealer and clearing organizations, and receivable from
Parent, the carrying amount is a reasonable estimate of fair value since such amounts are payable or
receivable on demand or generally within 30 days.

d % ok ok k ok




Deloitte & Touche LLP
Suite 1600

Chase Tower

2200 Ross Avenue
Dallas, Texas 75201-6778

Tel:(214) 840-7000
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February 21, 2002

To the Board of Directors and Stockholder of
CyberTrader, Inc.

115 Wild Basin Road

Austin, Texas 78746-3303

Dear Members of the Board:

In planning and performing our audit of the financial statements of CyberTrader, Inc. (the “Company”)
for the year ended December 31, 2001 (on which we issued our report dated February 21, 2002), 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 financial statements
and not to provide assurance on the Company’s internal control.

Also, as required by Rule 17a-5(g)(1) under the Securities Exchange Act of 1934, we have made a
study of the practices and procedures (including tests of compliance with such practices and
procedures) followed by the Company that we considered relevant to the objectives stated in
Rule 17a-5(g) in making the periodic computations of aggregate indebtedness and net capital under
Rule 17a-3(a)(11) and for determining compliance with the exemptive provisions of Rule 15¢3-3. We
did not review the practices and procedures followed by the Company in making the quarterly
securities examinations, counts, verifications, and comparisons and the recordation of differences
required by Rule 17a-13 or in complying with the requirements for prompt payment for securities
under Section 8 of Regulation T of the Board of Governors of the Federal Reserve System, because the
Company does not carry securities accounts for customers or perform custodial functions relating to
customer securities.

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 internal control and of the practices and procedures, and to assess whether those practices and
procedures can be expected to achieve the Securities and Exchange Commission’s (the “Commission”)
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 acquisition, 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 of America. Rule 17a-5(g) lists additional objectives
of the practices and procedures listed in the preceding paragraph.

Deloitte
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CyberTrader, Inc.
February 21, 2002
Page 2

Because of inherent limitations in any internal control or the practices and procedures referred to
above, misstatements due to error or fraud may occur and not be detected. Also, projections of any
evaluation of the internal control or of such practices and procedures to future periods are subject to the
risk that they may become inadequate because of changes in conditions or that the degree of
compliance with the practices or procedures may deteriorate.

Our consideration of the Company’s internal control would not necessarily disclose all matters in the
Company’s internal control that might be material weaknesses under standards established by the
American Institute of Certified Public Accountants. A material weakness is a condition in which the
design or operation of one or more of the internal control components does not reduce to a relatively
low level the risk that misstatement caused by error or fraud in amounts that would be material 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 the Company’s internal control and its operation (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 Commission 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 were adequate at December 31, 2001, to meet the Commission’s
objectives.

This report is intended solely for the information and use of the Board of Directors, management, the
Securities and Exchange Commission, the National Association of Securities Dealers, Inc. 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.

Yours truly,

Reloctty ¢ Jovede Lep




