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OATH OR AFFIRMATION

I, Wayne Rothbaum , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Evolution Capital , as

of March 26 ,20_p3 , aretrue 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 solely as that of a customer, except as follows:

’/:\IIIM AMaRl Pﬁv l/

Ve VIV VLTIV f
NOTARY PUBLIC, STATE OF NEW YORK I A ‘
~ No. 01MC6050779 o
QUALIFIED IN NEW YORK COUNTY v | signature
MY COMMISSION EXPIRES NOV. 13, 2006 '
NS g

Title

Notary Public”

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

(a) Facing Page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

(f) 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 15¢3-3.

(j) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(kx) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

(1) An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

(n) Areportdescribingany material inadequacies found to exist or found to have existed since the date of the previous audit.

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

PricewaterhouseCoopers LLP
1177 Avenue of the Americas
New York NY 10036
Telephone (646) 471 4000
Facsimile {813} 286 6000

Report of Independent Accountants

To the Directors and Stockholder of

Evolution Capital, Inc.

In our opinion, the accompanying statement of financial condition presents fairly, in all material
respects, the financial position of Evolution Capital, Inc. (the “Company”) at December 31, 2002, in
conformity with accounting principles generally accepted in the United States of America. 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 of this financial
statement in accordance with auditing standards generally accepted in the United States of America,
which 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, assessing the accounting
principles used and significant estimates made by management, and evaluating the overall financial

statement presentation. We believe that our audit provides a reasonable basis for our opinion.

March 31, 2003



Evolution Capital, Inc. 2
Statement of Financial Condition
December 31, 2002
Assets
Cash and cash equivalents $ 232,123
Warrants at fair value 239,041
Total assets S 471,164
Liabilities and stockholder's equity
Liabilities
Due to related parties $ 93,674
Current income taxes payable 175,309
Deferred tax liability 8,091
Accounts payable and accrued expenses 12,000
Total liabilities 289,074
Stockholder's equity
Common stock
(no par value, 200 shares authorized; 100 shares issued and outstanding) 25,000
Additional paid-in capital 64,823
Retained earnings 92,267
Total stockholder’s equity 182,090
Total liabilities and stockholder's equity § 471,164

The accompanying notes are an integral part of this financial statement.




Evolution Capital, Inc. 3
Notes to Statement of Financial Condition

1.

Organization

Evolution Capital, Inc. (the “Company™), is a wholly owned subsidiary of Thomson Financial Inc.
(the “Parent”). The Parent is a wholly owned subsidiary of The Thomson Corporation. 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 is engaged in investment banking
activities which include private placement and corporate finance advisory services.

Significant Accounting Policies

Cash and cash equivalents

The Company defines cash and cash equivalents as highly liquid investments with original maturities
of three months or less. At December 30, 2002, the Company’s cash was deposited mainly with one
large financial institution and the cash equivalents were held in a money market fund.

Use of estimates

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America 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. Actual results could differ from those estimates.

Revenue recognition

Investment banking fees are recognized at the time that the private placements are completed. In
certain transactions, the Company receives warrants as fees for services provided. Such warrants are
recorded at their fair market value (see Note 4).

Fair Value of Financial Instruments
The carrying value of the Company’s financial instruments, including cash equivalents and warrants,
approximates fair value.

Income taxes

The Company accounts for income taxes using the asset and liability method. Deferred tax assets
and liabilities are established for the expected future tax consequences of temporary differences
between the carrying amounts and tax basis of assets and liabilities using enacted tax rates.

The Parent files a consolidated federal return and makes payments on behalf of the Company.
Accordingly, the Parent charges the Company for its portion of related income taxes. The Company
files separate state and local tax returns.

Related Party Transactions

The payable to related parties relates to certain salaries, commissions and benefit, personnel and
administrative expenses incurred by the Parent on behalf of the Company. These expenses are
charged to the Company based upon an allocation as determined by a service agreement between the
Parent and the Company. The only expenses that are paid directly out of the Company are those
related professional fees.




Evolution Capital, Inc. 4
Notes to Statement of Financial Condition

Fair Value of Warrants

The Company uses its best judgment in estimating the fair value of its warrants. The fair value
estimates presented herein are not necessarily indicative of an amount which the Company could
realize in a current transaction. Because of the inherent uncertainty of valuation, these estimated fair
values do not necessarily represent amounts that might be ultimately realized, since such amounts
depend on future circumstances, and the differences could be material. At December 31, 2002, the
Company had two outstanding warrants, received as fees for investment banking transactions, with a
total estimated fair value of $239,041.

Income Taxes

The income tax provision is comprised of the following:

Current Deferred Total

Federal $102,837 $ 6,481 $109,318
State and local 28,013 1,610 29,623

Total $130,850 § 8,091 $138,941

At December 31, 2002, the Company has a deferred tax liability of $8,091 relating to the reporting of
unrealized gains on warrants in different periods for tax and reporting purposes. The effective rate
differs from the statutory federal income tax rate due to the effect of state and local taxes and
adjustments to prior year’s tax accruals.

Regulatory Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule
(Rule 15¢3-1), which requires the maintenance of minimum regulatory net capital and requires that
the ratio of aggregate indebtedness to regulatory net capital, both as defined, shall not exceed 15 to 1.
At December 31, 2002, the Company had regulatory net capital and minimum regulatory net capital
requirement of $38,720 and $19,273, respectively. Therefore, the Company was in excess of its
statutory requirement by $19,448. The Company’s ratio of aggregate indebtedness to net capital was
7.47to 1.

Subsequent Events

During February 2003, the Company’s sole revenue producer and principal officer notified the
Company that he will be leaving effective April 30, 2003. The Company has ceased broker-dealer
operations and expects to file a Form BD-W withdrawing its broker-dealer registration in full.




