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ADDRESS OF PRINCIPAL PLACE OF BUSINESS: (Do not use P:0:"Box No.) B3S

5214 Maryland Way, Suite 309 -

(No. and Street)
Brentwood Tennessee 37027
(Gry) (State) {Zip Code)

NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT

Maggie Nuzum (615) 371~9002
(Area Code — Telephone No.)

B. ACCOUNTANT IDENTIFICATION
INDEPENDENT PUBLIC ACCOUNTANT whose opinion-is contained in this Report*

Lattimore, Black, Morgan & Cain, P.C.
(Name — if individual, state last, first, middie name)

"P. O, Box 1869 : Brentwood ) Tennessee 37024-1869
(Address) (City) (State) Zip Code)
CHECK ONE:

R Certified Public Accountant -

O Public Accountant | PROCESSED

[J Accountant not resident in United States or any of its possessions.
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*Claims for exemption from the requirement that the annual report be covered by the opinion of an independent public accountant
must be supported by a statement of facts and circumstances relied on as the basis for the exemption. See section 240.17a-5(e)(2).
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OATH OR AFFIRMATION

1, Maggie Nuzum swear (or affirm) thé.t, to the
best of my knowiledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Cambridge Wav. Ipc.. ' as of

December 31 392001 | 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:
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- COMMISSION EXPIHES MAY. 15, 2002

This report** contains (check all applicable boxes):

X (a) Facing page..

® (b) Statement of Financial Condition.

X (c) Statement of Income (Loss).

. (d) Statement of Changes in Financial Condition.

{e) Statement of Changes in Stockholders’ Equity or Partnexs or Sole Propnetor’s Capital.

O (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors. None

X (g) Computation of Net Capital

® (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(1) Information Relating to the Possession or control Requirements Under Rule 15c3-3.

() 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-

o solidation.

) An Oath or Affirmation.

O (m)A copy of the SIPC Suppiemental 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.

**For conditions of confidential treatment of certain boniorzs of this filing, see section 240.17a-5(e)(3).
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CERTIFIED PUBLIC ACCOUNTANTS AND BUSINESS ADVISORS
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INDEPENDENT AUDITORS’ REPORT

The Board of Directors
Cambridge Way, Inc.:

We have audited the accompanying statements of financial condition of Cambridge Way, Inc. as
of December 31, 2001 and 2000, and the related statements of operations, changes in stockholder’s
equity and cash flows for the years then ended that you are filing pursuant to rule 17a-5 under the
Securities Exchange Act of 1934. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these financial statements
based on our audits. '

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform an 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 audits provide 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 Cambridge Way, Inc. as of December 31, 2001 and 2000, and the results of
its operations and its cash flows for the years then ended in conformity with accounting principles
generally accepted in the United States of America.

Our audits were made for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in the supplemental schedules is 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 under the Securities Exchange Act of 1934.
Such information has been subjected to the auditing procedures applied in the audits 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.

Lbtimmg. Back Migan & Cah, P

Brentwood, Tennessee
January 18, 2002
Nashville Knoxville
LBMC Financial Center » 5250 Virginia Way . 301 Gallaher View Road, Suite 300
P.O. Box 1869 * Brentwood, TN 37024-1869 i Knozxville, TN 37919

615-377-4600 = Fax 615-309-2500 www.lbme.com 865-694-4008 « Fax 865-694-8231




CAMBRIDGE WAY, INC.
Statements of Financial Condition

December 31, 2001 and 2000

Assets

2001 2000
Current assets:
Cash and cash equivalents, including
$50,000 in 2001 and 2000 on deposit
with clearing broker $ 92,536 $ 109,246
Commissions receivable 17,281 28,162
Due from affiliate 71,568 -
Prepaid expenses 2,376 1.433
Total current assets 183.761 138.841
Property and equipment, net:
Office equipment 40,453 38,671
Furniture and fixtures 40,610 40,610
81,063 79,281
Less accumulated depreciation 72,672 66,567
Property and equipment, net 8,391 12.714
Deposits | S ‘ 4,705 4,705
$ 196.857 $ 156.260
Liabilities and Stockholder’s Equity
Current liabilities:
Accounts payable and accrued expenses $ 17411 §$ 530
Due to affiliate - 11.240
Total current liabilities 17.411 11.770
Stockholder’s equity:
Common stock, no par value; 1,000 shares
authorized, issued, and outstanding 1,000 1,000
Additional paid-in capital 32,616 32,616
Retained earnings ' 152,425 117,469
Treasury stock - 300 shares at cost (6.595) (6.595)
Total stockholder’s equity 179,446 144.490

$ 196.857

See accompanying notes to the financial statements.
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$ 156.260




CAMBRIDGE WAY, INC.
Statements of Operations

Years ended December 31, 2001 and 2000

2001 2000
Commissions revenue R $ 416,408 $ 676,520
Operating expenses 386,264 742,576
Operating income (loss) 30,144 (66,056)
Interest income , 4812 4,950
Net earnings (loss) $ 34956 $ 61,10

See accompanying notes to the financial statements.
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CAMBRIDGE WAY, INC.

Statements of Cash Flows

Years ended December 31, 2001 and 2000

Cash flows from operating activities:
Net earnings (loss)
Adjustments to reconcile net earnings (loss) to net cash
provided (used) by operating activities:.
Depreciation
(Increase) decrease in operating assets:
Commissions receivable
Prepaid expenses
Due from affiliate
Increase (decrease) in operating liabilities:
Accounts payable and accrued expenses
Due to affiliate »

Total adjustments
Net cash provided (used) by operating activities

Cash flows from investing activities -
purchases of property and equipment

Increase (decrease) in cash and
cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

2001 2000
$__ 34956 $__ (61.106)
6,105 - 9,015
10,881 47,589
(943) 1,165

(71,568) -
16,881 (54)
(11.240) 11.240
(49.884) 68.955
(14,928) 7,849
(1.782) (4.923)
(16,710) 2,926
109 106.320
$ 925536 $___ 109.246

See accompanying notes to the financial statements.
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CAMBRIDGE WAY, INC.
Notes to the Financial Statements

December 31, 2001 and 2000

(1) Nature of operations

2

Cambridge Way, Inc. was incorporated under the laws of the State of Tennessee in April 1985
for the purpose of engaging in the securities business.

The Company is a broker-dealer who, as required by its restriction letter with the National
Association of Securities Dealers, sells general securities on a fully-disclosed basis through a
clearing broker, direct participation programs and variable contracts only on a "best efforts"
and subscription basis, and mutunal funds by wire order with all orders cleared through the
sponsoring institution.

Summary of significant accounting policies

(a)

(b)

(c)

(d)

Basis of presentation

The financial statements are prepared on the accrual basis. Revenue from securities
transactions is recorded on the trade date. -

Cash equivalents

The Company considers all highly liquid investments with original maturities of less than
three months, including money market funds held on account by clearing brokers, to be
cash equivalents.

Property and equipment

Property and equipment is stated at cost. Depreciation is provided over the assets’
estimated useful lives using accelerated methods. Furniture and fixtures are generally
depreciated over seven years while office equipment is depreciated over five years.

Expenditures for maintenance and repairs are expensed when incurred. Expenditures for
renewals or betterments are capitalized. When property is retired or sold, the cost and
the related accumulated depreciation are removed from the accounts, and the resulting
gain or loss is included in operations.

Income taxes

The Company has elected to be taxed as a Subchapter "S" corporation for federal income
tax purposes. As such, all federal taxable income and losses pass through to the
individual stockholder for inclusion in his personal income tax return and the Company
recognizes only state income taxes in the financial statements.

The amount provided for state income taxes is based upon the amounts of current and
deferred taxes payable or refundable at the date of the financial statements as a result of
all events recognized in the financial statements as measured by the provisions of enacted
tax laws.
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CAMBRIDGE WAY, INC.
Notes to the Financial Statements

December 31, 2001 and 2000

(e) Use of estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management 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 statements and the reported amounts of revenues
and expenses during the reporting period. Actual results could differ from those
estimates.

Income taxes

State net operating loss carryforwards of the Company approximate $17,000 at
December 31, 2001 and are generally available for state tax purpeses through 2015.

Related party transactions

The stockholder of the Company is also the sole stockholder of an affiliate company. Both
companies share the office facilities and incur other common overhead expenses. The

- Company has been allocated 25% of those expenses for 2001 and 2000. The affiliate also pays

the stockholder’s and all other compensation. The Company paid the affiliate $104,475 and
$533,479 for management services in 2001 and 2000, respectively.

Net capital requirements and other restrictions

The Company is subject to the Securities and Exchange Commission Uniform Net Capital
Rule (Rule 15¢3-1) which requires the maintenance of minimum net capital equal to $50,000.
At December 31, 2001, the Company had net capital as defined of $92,406.

The Company utilizes a clearing broker for trading purposes. In accordance with the
agreement between these parties, a $50,000 cash balance is maintained with this broker. At
December 31, 2001 and 2000, this amount is included in cash and cash equivalents in the
statements of financial condition.




CAMBRIDGE WAY, INC.

Operating Expenses

Years ended December 31, 2001 and 2000 .

Automobile and travel
Commissions
Depreciation
Dues and subscriptions
Legal and professional
Licenses, bonds, and fees
Management fee
Miscellaneous
Office supplies and expenses
Rent
Other taxes

Telephone

10

6,105
32,196
47,249
32,512

104,475
14,135
30,484
20,786
- 1,115
22.597

$_ 386264

000

$ 3,801
9,015
27,791
30,141
33,876
533,479
14,050
39,090
24,951
1,311
25,071

$__ 742,576




CAMBRIDGE WAY, INC.

“Computation of Net Capital Under Rule 15¢3-1

December 31, 2001 and 2000

Total stockholder’s equity

Less nonallowable assets and haircuts:
Due from affiliate
Prepaid expenses
Property and equipment, net
Deposits

Total nonallowable assets and haircuts
Net capital (less nonallowable assets)
Net capital required

Excess net capital

1

2001 2000

$ 179446 § 144,490
71,568 -
2,376 1,433
8,391 12,714
4,705 4,705
87.040 18.852
92,406 125,638
50,000 50,000

$ 42,406

$ 75,638




CAMBRIDGE WAY, INC.

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

December 31, 2001 and 2000

The Company is exempt from the requirements of Rule 15¢3-3 under Section K(2)(ii) of the Rule.
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CAMBRIDGE WAY, INC.

Information Relating to the Possession or Control
Requirements Under Rule 15¢3-3

December 31, 2001 and 2000

The Company is exempt from the requirements of Rule 15¢3-3 under Section K(2)(ii) of the rule.

17




CAMBRIDGE WAY, INC.

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

December 31, 2001 and 2000

The net capital computed on page 11 and the Company’s computation of net capital on its
December 31, 2001 and 2000 Focus Report - Part ITA agree. As a result, no reconciliation is
necessary. :

The Company is exempt from the requirements of Rule 15¢3-3 under Section K(2)(ii) of the Rule.

14




CAMBRIDGE WAY, INC.
Réconciliation Between the Audited and Unaudited
Statements of Financial Condition with Respect to

Methods of Consolidation

December 31, 2001 and 2000

Not Applicable

1R




CAMBRIDGE WAY, INC.

Material Inadequacies Found to Exist or Found to
Have Existed Since the Date of the Previous Audit

December 31, 2001 and 2000

None
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL

The Board of Directors
Cambridge Way, Inc.:

In planning and performing our audit of the financial statements and supplemental schedules of
Cambridge Way, Inc. 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 financial statements and not to
provide assurance on the internal control.

Also, as required by rule 17a-5(g)(1) of the Securities Exchange Commission (SEC), we have made
a study of the practices and procedures followed by Cambridge Way, Inc. including tests of such
practices and procedures 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. Because the
Company does not carry securities accounts for customers or perform custodial functions relating
to customer securities, we did not review the practices and procedures followed by the Company in
any of following:

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

2. 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.

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 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 conformity with
management’s authorization and recorded properly to permit the preparation of financial
statements in accordance with accounting principles generally accepted in the United States of
America. Rule 17a-5(g) lists additional objiectives of the practices and procedures listed in the
preceding paragraph.

Nashville. . » Knoxville
LBMC Financial Center = 5250 Virginia Way 301 Gallaher View Road, Suite 300
P.0O. Box 1869 » Brentwood, TN 37024-1862 Knoxville, TN 37919

615-377-4600 » Fax 615-309-2500 www.lbme.com 865-694-4008 » Fax 865-694-8231




Cambridge Way, Inc.
Page Two

Because of inherent limitations in any internal control or the practices and procedures referred to
above, error or fraud may occur and 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 the internal control would not necessarily disclose all matters in 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 the specific internal control components does not reduce to a relatively low level the
risk that 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 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 were adequate at December 31, 2001 to meet the SEC’s
objectives.

This report is intended solely for the use of the Board of Directors, management, the SEC, the New
York Stock Exchange and other regulatory agencies which 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.

Latimens. Black Mngan- & Can,P.C.

Brentwood, Tennessee
January 18, 2002
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