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AFFIRMATION

We, James W. Stuckert and Paul J. Moretti, affirm that, to the best of our knowledge and belief,
the accompanying financial statements and supplemental schedules pertaining to J.J.B. Hilliard,
W.L. Lyons, Inc. for the year ended December 31, 2002, are true and correct, and such financial
statements and supplemental schedules have been made available to all members and allied
members of the New York Stock Exchange, Inc. in our organization. We further affirm that
neither the Company nor any officer or director has any propritary interest in any account
classified solely as that of a customer, except as follows:

Security accounts of principal officers and directors that are classified as customer accounts
(credits $4,256,065).
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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Shareholder of
J.J.B. Hilliard, W.L. Lyons, Inc.

We have audited the accompanying statement of financial condition of J.J.B. Hilliard, W.L. Lyons, Inc. (the
“Company”) as of December 31, 2002, 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 statement of financial condition presents fairly, in all material respects, the financial
position of J.J.B. Hilliard, W.L. Lyons, Inc. at December 31, 2002, in conformity with accounting principles
generally accepted in the United States of America.

As discussed in Note 2 to the statement of financial condition, in 2002 the Company changed its method of

accounting for goodwill and other intangible assets to conform with Statement of Financial Accounting
Standards No. 142,
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J.J.B. Hilliard, W.L. Lyons, Inc.
Statement of Financial Condition

December 31, 2002

ASSETS

Cash

Securities owned, at market value

Receivables from brokers, dealers and clearing organizations
Receivables from customers

Notes receivable from employees

‘Furniture, equipment and leasehold improvements, at cost (net of

accumulated depreciation and amortization of $18,371,374)
Exchange memberships, at cost (market value of $2,370,500)
Goodwill
Other
TOTAL ASSETS

LIABILITIES

Short-term borrowings

Drafts payable

Securities sold, not yet purchased, at market value
Payables to brokers, dealers and clearing organizations
Payables to customers

Payables to affiliates

Accrued compensation and employee benefits

Other

TOTAL LIABILITIES

SUBORDINATED LIABILITY

SHAREHOLDER’S EQUITY

{Common stock, no par value

Authorized: 1,000 shares
Issued: 566 shares
Additional paid in capital
Accumulated deficit
Total shareholder’s equity
TOTAL LIABILITIES AND SHAREHOLDER’S EQUITY

See accompanying Notes to Statement of Financial Condition.

$ 22,108,264
13,612,143
21,974,521

279,646,526
13,143,557

8,538,951
2,317,000
114,082,839
43,874,201

$519,298,002

$ 54,000,000
46,867,334
7,791,758
15,941,536
80,246,243
2,753,194
35,714,416
27,350,539

270,665,020

235,000,000

3,686,486
12,001,000
(2,054,504)

13,632,982

$519,298,002




J.J.B. Hilliard, W.L. Lyons, Inc.
Notes to Statement of Financial Condition

December 31, 2002

1. Business

J.J.B. Hilliard, W.L. Lyons, Inc. (the “Company”) is a wholly owned subsidiary of PNC HL Holding Corp. (the
“Parent”), which is a wholly owned subsidiary of The PNC Financial Services Group, Inc. (“PNC”). The
Company is a registered broker/dealer under the Securities Exchange Act of 1934 and is a member of the New
York Stock Exchange, Inc., various other exchanges and the National Association of Securities Dealers, Inc.
(“NASD”). The Company is engaged in various securities related activities including retail brokerage, securities
trading, investment banking and asset management. The Company, headquartered in Louisville, Kentucky, serves
a diverse group of individual investors and domestic companies and is principally located in the eastern half of
the United States.

2. Accounting Policies
Basis of Financial Statement Presentation

The preparation of the Company’s statement of financial condition in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and assumptions that
affect the statement of financial condition and related disclosures. Management believes that the estimates utilized
in the preparation of the statement of financial condition are prudent and reasonable. Actual results could differ
materially from these estimates.

Fair Value of Financial Instruments

Substantially all of the Company’s financial instruments are carried at fair value or amounts that approximate fair
value. The estimated fair value amounts of financial instruments have been determined by the Company using
available market information and appropriate valuation methodologies. Assets including cash, securities
borrowed and other receivables are carried at cost, which approximates fair value due to their short-term
maturities. Customer receivables, primarily consisting of floating-rate loans collateralized by marginable
securities, are charged interest rates similar to other such loans made throughout the industry. Similarly, the
Company’s short-term liabilities such as drafts payable, bank loans, securities loaned and certain other payables
are recorded at contracted amounts approximating fair value.

Securities Transactions

Proprietary securities transactions are recorded on a trade date basis. Securities owned and securities sold, not yet
purchased, are recorded at market value based upon quoted market prices. Customers' securities transactions are
reported on a settlement date basis.

Securities Borrowed and Loaned

Securities borrowed and securities loaned are included in receivables from and payables to brokers, dealers and
clearing organizations. Securities borrowed and securities loaned result from transactions with other brokers and



dealers or financial institutions and are recorded at the amount of cash collateral advanced or received. Securities
borrowed transactions require the Company to deposit cash with the lender. Securities loaned transactions
require the borrower to deposit cash or other collateral with the Company. The amount of collateral deposited
for securities borrowed or collected for securities loaned is an amount generally in excess of the market value of
the applicable securities. The Company monitors the market value of securities borrowed and securities loaned
daily, with additional collateral obtained or excess collateral refunded as necessary.

Depreciation and Amortization

Furniture and equipment are depreciated over their estimated economic lives, generally one to seven years, using
the straight-line method. Leasehold improvements are amortized over the shorter of the term of the lease or
estimated useful lives using the straight-line method.

Goodwill

The Company adopted Statement of Financial Accounting Standards (“SFAS”) No. 142, “Goodwill and Other
Intangible Assets,” effective January 1, 2002. The amortization of goodwill, including goodwill recognized
relating to past business combinations, ceased upon adoption of the new standard. The Company is now required
to test goodwill for impairment periodically. During 2002, the Company performed all required impairment tests
and determined that no impairment existed.

Income Taxes

The Company is a participant in a master tax sharing agreement with PNC and its subsidiaries. Federal income

taxes represent an agreed upon allocation from PNC. Under this allocation methodology, PNC subsidiaries with

taxable income record taxes based on the relationship of the Company’s federal tax liability computed on a
separate company basis, to the federal tax liability of the consolidated group. The Company uses the asset and
liability method to account for deferred income taxes. Under this method, deferred tax assets and liabilities are
determined based on differences between the financial reporting and tax bases of assets and liabilities and are
measured using the current enacted tax rates.

3. Merger

Effective June 1, 2002, PNC Brokerage Corp. (“PNCBC”), a wholly owned subsidiary of PNC Bank, National
Association (“PNC Bank™), which in turn, is a wholly owned subsidiary of PNC, was merged with and into the
Company. Those individuals, along with certain other employees of the Company became PNC Investments
(“PNCI”), a division of the Company. As required by SFAS No. 141, “Business Combinations”, a merger among
entities under “common parent control” are to be accounted for at historical cost utilizing the pooling-of-interest
method. In connection with this merger, PNC Bank made an additional capital investment of $12 million in
PNCBC which was used to satisfy PNCBC’s $12 million subordinated liability to PNC Bank. This additional
capital investment is included in PNCBC’s additional paid in capital at the time of the merger. At January 1,
2002, PNCBC’s balance sheet had $25.1 million of total assets and $11.4 million of total liabilities.



4. Securities Owned and Securities Sold, Not Yet Purchased — at market value

Sold, Not
December 31, 2002 Owned Yet Purchased
U.S. Government and federal agency obligations $ 1,964,469 $2,934,550
State and municipal government obligations 5,306,478 158,355
Corporate obligations 71,650 2,892,853
Stocks 5,517,111 1,806,000
Other 752,435 -
$13,612,143 $7,791,758

U.S. Government obligations owned with a market value of approximately $1.2 million, which are included in the
table above, were pledged as collateral with a clearing organization at December 31, 2002. Other securities
owned represents an investment in a money market fund managed by an affiliate.

5. Receivables from and Payables to Brokers, Dealers and Clearing Organizations

December 31, 2002 Receivable Payable
Securities failed-to-deliver / receive $ 729,550 $ 1,989,730
Securities borrowed / loaned 13,050,200 4,251,138
Amounts due from/ to brokers and dealers through
clearing organizations 5,029,209 6,012,273
Other 3,165,562 3,688,395
$21,974,521 $15,941,536

Receivables related to securities failed-to-deliver or securities borrowed are collateralized by the underlying
securities. The market value of such securities at December 31, 2002 approximates the amount of the receivables.

At December 31, 2002, the Company obtained securities with a fair value of $12.7 million under securities
borrowed arrangements, all of which have been either pledged or otherwise transferred to others to satisfy its
commitments under proprietary and customer short sales. Receivables for securities borrowed include $11.7

‘million due from an affiliate.

6. Short-Term Borrowings

The Company has short-term borrowings from two banks that are due on demand and bear interest at variable
rates, generally based upon the federal funds rate (1.69% to 1.73% at December 31, 2002). Borrowings of $54.0
million, including $35.0 million from an affiliate, are secured by $117.5 million of customers’ securities. At
December 31, 2002, the Company had aggregate unused lines with various institutions totaling $696.0 million,
including $615.0 million from affiliates, of which $370.0 million, including $350.0 million from an affiliate, is
available on an unsecured basis.



7. Subordinated Liability

On October 2, 2000, the Company obtained a fixed rate subordinated loan in the amount of $235.0 million from
the Parent, which is included as regulatory capital for purposes of computing net capital under the Securities and
Exchange Commission’s Uniform Net Capital Rule (“SEC Rule 15¢3-17). The fixed rate subordinated loan is
unsecured, bears interest at 9%, and is scheduled to mature in October 2007. In addition, at the same time, the
Company obtained a variable rate revolving subordinated credit facility in the amount of $100.0 million from the
Parent, which to the extent drawn on, is included as additional regulatory capital for purposes of computing net
capital under SEC Rule 15¢3-1. No amount was drawn on the variable rate revolving subordinated credit facility
at December 31, 2002.

8. Financial Instruments with Off-Balance Sheet Risk

The Company enters into various transactions involving financial instruments with off-balance sheet risk,
including securities sold short and securities purchased and sold on a when-issued basis. These financial
instruments are used to meet the needs of customers, conduct trading activities, and manage market risks and are,
therefore, subject to varying degrees of market and credit risk.

The obligation for securities sold short represents a commitment to deliver specified securities. The Company will
acquire the required securities at prevailing future market prices to satisfy this obligation. Accordingly, the
Company’s ultimate obligation may exceed the amount recognized in the statement of financial condition.
Exposure to market risk is managed by the Company through position limits and other controls.

In the normal course of business, the Company’s customer activities involve the execution, settlement, and

financing of various customer securities transactions. These transactions may expose the Company to off-balance
sheet risk in the event the customer or other broker is unable to fulfill its contracted obligations and the Company
has to purchase or sell the financial instrument underlying the contract at a loss.

The Company’s customer securities activities are transacted on either a cash or margin basis. In margin
transactions, the Company extends credit to its customers, subject to various regulatory and internal margin
requirements, collateralized by cash and securities in the customers’ accounts. In connection with these activities,
the Company executes and clears customer transactions involving the sale of securities not yet purchased,
substantially all of which 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 risks 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.

The Company’s customer financing and securities settlement activities require the Company to pledge customer
securities as collateral in support of various secured financing sources such as bank loans or other borrowings. In
the event the counter-party is unable to meet its contractual obligation to return customer securities pledged as
collateral, the Company may be exposed to the risk of acquiring the securities at prevailing market prices in order
to satisfy its customer obligations. The Company controls this risk by monitoring the market value of securities



pledged on a daily basis and by requiring adjustments of collateral levels in the event of excess market exposure.
In addition, the Company establishes credit limits for such activities and monitors compliance on a daily basis.

9. Regulatory Matters

As aregistered broker/dealer, the Company is subject to SEC Rule 15¢3-1. The Company calculates its net capital
using the alternative method, which requires the Company to maintain minimum net capital equal to the greater
of 2% of aggregate debit items, as defined, or $1.0 million. In addition, SEC Rule 15¢3-1 also requires that the
ratio of net capital to aggregate debits, both as defined, not be less than 2 to 1. A reduction in business is required
and cash dividends and other payments would be precluded if the ratio falls below 5 to 1. At December 31, 2002,
the Company’s ratio of net capital to aggregate debits was 26.69 to 1. Net capital was $75.5 million, which
exceeded the minimum required amount by $69.9 million.

The Company operates in a highly regulated industry. Applicable laws and regulations, among other things,

restrict permissible activities and investments and require compliance with various financial and customer-related

protections. The consequences of noncompliance can include substantial monetary and non-monetary sanctions.
In addition, the Company is subject to comprehensive examination and supervision by various governmental and
self-regulatory agencies. These regulatory agencies generally have broad discretion to impose restrictions and
limitations on the operations of a regulated entity where the agencies determine, among other things, that such
operations are unsafe or unsound, fail to comply with applicable law or are otherwise inconsistent with the laws
and regulations or with the supervisory policies of these agencies.

10. Commitments

The Company adopted Financial Accounting Standards Board Interpretation No. 45 “Guarantor’s Accounting
and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others” effective
December 31, 2002. The Company provides indemnification in connection with securities offering transactions
in which it is involved. When the Company is an underwriter or placement agent, it provides a limited
indemnification to the issuer related to its actions in connection with the offering and, if there are other
underwriters, indemnification to the other underwriters intended to result in an appropriate sharing of the risk of
participating in the offering. It is not possible to quantify the aggregate exposure to the Company resulting from
these types of indemnification provisions.

In the normal course of business, the Company enters into underwriting and when-issued commitments. The
Company had no contractual commitments relating to underwriting agreements or purchases of securities on a
when-issued basis at December 31, 2002.

The Company also provides guarantees to securities clearing houses and exchanges under their standard
membership agreement, which requires members to guarantee the performance of other members. Under the
agreement, if another member becomes unable to satisfy its obligations to the clearing house, other members
would be required to meet shortfalls. The Company’s liability under these agreements is not quantifiable and
may exceed the cash and securities it has posted as collateral. However, the potential requirement for the
Company to make payments under these arrangements is remote. Accordingly, no liability has been recognized
for these transactions.



In connection with margin deposit requirements of The Options Clearing Corporation, the Company had pledged
cash and customer-owned securities valued at $16.8 million. At December 31, 2002, the amounts on deposit
satisfied the minimum margin deposit requirement of $12.8 million.

In accordance with industry practice, the Company generally settles transactions executed on behalf of its
customers within three business days after the trade date. The risk of loss on unsettled transactions relates to the
customers’ or brokers’ inability to meet the terms of their contracts. Settlement of these transactions did not have
a material effect on the Company’s statement of financial condition.

The Company leases certain of its branch sales offices and telephone and computer equipment under non-
cancelable leases expiring between 2003 and 2010. Certain of these leases contain renewal options and include a
provision for escalation of rentals based upon inflationary factors. Minimum annual rental payments under these
leases are as follows:

2003 $ 5,220,000
2004 3,925,000
2005 2,492,000
2006 1,499,000
2007 837,000
Thereafter 1,208,000
Total $15,181,000
11. Litigation

‘On January 14, 2003, an arbitration panel of the NASD issued an award against the Company and certain of its
employees, in favor of a claim filed by First of Michigan Corporation (now Fahnestock & Co., Inc.) arising out of
the Company’s hiring of brokers and support staff from First of Michigan Corporation (“FOM?) in late 1997 and
early 1998. The panel awarded FOM actual damages of $16.0 million. The panel also awarded prejudgment

interest of $5.9 million, for a total award of $21.9 million. Fahnestock & Co., Inc. agreed to accept $21.7 million

in full satisfaction of the award, which was paid by the Company on January 22, 2003. This matter (net of taxes)
is included in other liabilities on the statement of financial condition at December 31, 2002.

In the normal course of business, the Company is subject to various other pending or threatened lawsuits,
including arbitration. Some of the legal actions may include claims for substantial compensatory and/or punitive
damages or claims for indeterminate amounts of damages. Management does not anticipate that the ultimate
aggregate liability, if any, arising out of such matters will have a material adverse effect on the Company’s
financial position. '

12. Employee Benefits

The Company sponsors a contributory profit sharing plan, which covers substantially all employees (excluding
persons within the PNCI division). Company contributions to the plan include matching of employee
contributions and discretionary amounts determined by the Company’s Executive Compensation Committee. An
affiliate manages certain assets of the profit sharing plan on the Company’s behalf at no cost.



Persons within the PNCI division participate in PNC’s Incentive Savings Plan (“ISP”). Under the ISP, employee
contributions of up to 6% of biweekly compensation, as defined in the ISP, and subject to Internal Revenue Code
limitations, are matched by PNC.

PNC has a noncontributory, qualified defined benefit pension plan (“pension plan”) that covers substantially all
persons within the PNCI division. Contributions to the pension plan are actuarially determined with assets
transferred to a trust to fund benefits payable to plan participants. Separate financial data for PNCI is not available
with respect to such plan. At December 31, 2002, the projected benefit obligation did not exceed the fair value of
plan assets.

PNC provides certain health care and life insurance benefits for retired employees within the PNCI division (“The
Post Retirement Benefits”) through various plans. At December 31, 2002, allocated Post Retirement Benefits of
$1.5 million are included in accrued compensation and benefits on the statement of financial condition. No
separate financial obligation data for PNCI is available with respect to such plan. PNCI currently does not have
any retired employees and as such did not make any benefit payments for retirees in 2002.

13, Other Related Party Transactions

Cash includes cash on deposit with an affiliate of $14.4 million. The deposit with affiliate is available for use
against drafts payable of $45.9 million due to cross-collateral provisions.

The Company receives investment advisory fees for managing certain affiliated mutual funds, performs
shareholder accounting services for certain affiliated mutual funds and also provides operational and marketing
support. At December 31, 2002 included in other receivables is $486,000, $254,000 and $351,000 for investment
advisory fees, shareholder accounting services and operational and marketing support, respectively.

During the period, the Company participated in the placement of several new issues of mutual funds managed by
an affiliate and also distributes affiliate products.

14. Income Taxes

A deferred tax asset of $8.8 million is included in other assets and a deferred tax liability of $2.4 million is
included in other liabilities on the statement of financial condition. Temporary differences, which give rise to the
deferred taxes, are deferred sales bonuses, other reserves and accelerated depreciation. Management has
determined that a valuation allowance for the deferred tax asset was not necessary primarily due to the
Company’s taxable income position in the prior carryback years.
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Deloitte & Touche LLP
Suite 2100

220 West Main Street
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February 14, 2003

J.J.B. Hilliard, W.L. Lyons, Inc.
Hilliard Lyons Center
Louisville, KY 40202

In planning and performing our audit of the financial statements of J.J.B. Hilliard, W.L. Lyons, Inc. (the
“Company”) for the year ended December 31, 2002 (on which we issued our report dated February 14, 2003),
we considered its internal control, including control activities for safeguarding securities, in order to
determine our auditing procedures for the purpose of expressing an 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 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): (1) in making the periodic
computations of aggregate debits and net capital under Rule 17a-3(a)(11) and the reserve required by Rule
15¢3-3(e); (2) in making the quarterly securities examinations, counts, verifications, and comparisons, and the
recordation of differences required by Rule 17a-13; (3) 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; and (4) in 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
Jjudgments 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.

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
misstatements caused by error or fraud in amounts that would be material in relation to the financial
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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, 2002, 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 New York Stock Exchange, 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,

Uil F Trche cor



