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Independent Auditors’ Report

The Stockholder
Chartwell Capital, Ltd.:

We have audited the accompanying statements of financial condition of Chartwell Capital, Ltd.
(the Company) as of December 31, 2002 and 2001, and the related statements of income,
changes in stockholder’s equity, and cash flows for the years then ended. 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 audit.

We conducted our audit in accordance with generally accepted auditing standards. Those
standards require that we plan and perform the 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 audit provides 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 Chartwell Capital, Ltd. as of December 31, 2002 and 2001, and the
results of its operations and its cash flows for the year then ended, in conformity with generally
accepted accounting principles.

Oeceler—, Z Haalews ek Prec

Louisville, Kentucky
February 18, 2003

1510 PNC Plaza - 500 West Jefferson Street  Louisville, Kentucky 40202
502.568.6533 + Fax 502.568.6354



CHARTWELL CAPITAL, LTD.
Statements of Financial Condition

December 31, 2002 and 2001

Assets

Cash, including interest bearing deposit of $481,770
and $314,510, respectively
Accounts receivable
Mortgage note receivable
Marketable securities, at market value (note 2)
Not readily marketable securities (note 3)
Total assets

Liabilities and Stockholder’s Equity

Accounts payable
Due to shareholder
Total liabilities

Stockholder’s equity (note 4)

Common stock, no par value, $100 stated value
1,000 shares authorized; 100 shares issued
and outstanding

Additional paid-in capital

Retained earnings

Total stockholder’s equity

Total liabilities and stockholder’s equity

See accompanying notes to financial statements.
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2002 . 2001

$ 506,191 § 345,345

20,665 27,760
369,500 -
325,346 234,072

568.900 418,900
$_1.790.602 $§ _1,026,077

$ 802 § 10,777
382 -

1,184 10,777

10,000 10,000

130,538 130,538

1,648.880 874,762
1,789,418 1,015,300

$_1.790,602 § _1,026,077




CHARTWELL CAPITAL, LTD.
Statements of Income

Years ended December 31, 2002 and 2001

2002 2001
Revenues:
Advisory fees $ 131,745 117,078
Investment banking fees 1,043,494 -
Securities gains 51,446 49,963
Interest and dividends 8,119 11,175
Other 158 360
Total revenues 1,234,962 178,576
Expenses:
Employee compensation 162,511 23,314
Travel 11,074 17,322
Professional fees 17,660 21,000
Delivery and communications 5,570 8,742
Contributions - 2,000
Other 14,029 5,700
Total expenses 210,844 78.078
Net income $_1.024.118 $__ 100,498

See accompanying notes to financial statements.
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CHARTWELL CAPITAL, LTD.
Statements of Changes in Stockholder’s Equity

Years ended December 31, 2002 and 2001

Additional
Common Stock paid-in Retained
Shares Amount capital earnings Total

Balances at January 1, 2001 100§ 10,000 § 130,538 § 799,264 § 939,802

Net income - - - 100,498 100,498
Cash dividend paid - - - (25.000) (25.000)
Balances at December 31, 2001 100 10,000 130,538 874,762 1,015,300
Net income - - - 1,024,118 1,024,118
Cash dividend paid - - - (250,000) (250.000)

Balances at December 31,2002 100 $_10.000 §$ 130,538 $1,648,880 § _1,789.418

See accompanying notes to financial statements.
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CHARTWELL CAPITAL, LTD.

Statements of Cash Flows

Years ended December 31, 2002 and 2001

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash
provided by (used in) operating activities:
Securities gains
(Increase) decrease in accounts receivable
Increase (decrease) in accounts payable
Increase in due to shareholder
Net cash provided by operating activities

Cash flows from investing activities:
Proceeds from sales of investment securities
Purchase of mortgage note receivable
Purchases of marketable securities
Purchases of not readily marketable securities
Net cash used in investing activities

Cash flows from financing activities:
Dividends paid
Net cash used in financing activities
Net increase (decrease) in cash

Cash at beginning of year

Cash at end of year

See accompanying notes to financial statements.
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2002 2001
$1,024,118 § 100,498
(51,446) (49,963)
7,095 (27,260)
(9,975) 10,727
382 -
970.174 34,002
39,428 19,339
(369,500) -
(79,256) (52,522)
(150.000)  (100.000)
(559328)  (133.183)
(250,000) (25,000)
(250,000) (25,000)
160,346 (124,181)
345,345 469.526
$ 506,191 $_345345




CHARTWELL CAPITAL, LTD.
Notes to Financial Statements

December 31, 2002 and 2001

(1) Summary of Significant Accounting Policies

(a)

(b

(c)

(d)

General

Chartwell Capital, Ltd. (the Company) is a financial services firm providing
investment research, investment banking and financial advisory and management
consulting services to institutional clients. The Company is registered as a
broker-dealer with the National Association of Securities Dealers (NASD);
however, the Company invests only for its own account and does not maintain
customer accounts. '

The accounting and reporting policies of the Company conform to generally accepted
accounting principles. The Company is on the accrual basis of accounting.

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 certain assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the
reported amounts of related revenues and expenses during the reporting period.
Actual results could differ from those estimates.

Revenue Recognition

Revenue is recognized as services are billed. The Company also includes
reimbursable travel expenses as a component of revenue.

Cash and Cash Fquivalents

For purposes of the consolidated statement of cash flows, the Company considers all
highly liquid investments purchased with an original maturity of three months or
less to be cash equivalents.

Marketable Securities

Marketable securities are carried at market value.

(Continued)



CHARTWELL CAPITAL, LTD.
Notes to Financial Statements

December 31, 2002 and 2001

(1) Summary of Significant Accounting Policies (Continued)

(e) Not Readily Marketable Securities

Not readily marketable securities are stated at fair value as determined by the
stockholder.

(f) Income Taxes
The stockholder of Chartwell Capital, Ltd. has elected to be treated as a small
business corporation for income tax purposes. Accordingly, no provision for

income taxes has been recorded on the Company’s financial statements.

(2) Mortgage Note Receivable

The note receivable is a mortgage note receivable from an individual. The balance as of
December 31, 2002 and 2001 was $369,500 and $-0-. There is no stated interest rate.
The full amount of the note is considered collectible, and is secured by a first mortgage
on the real estate.

(Continued)



CHARTWELL CAPITAL, LTD.
Notes to Financial Statements

December 31, 2002 and 2001

(3) Marketable Securities

Marketable securities consist of the following common stocks:

December 31, 2002 December 31, 2001
Market Market
Value Cost Shares Value Cost Shares
Investment securities:
Mid America Bancorp $ - - - § 57362 24,139 1,733
National City Corp. 54,640 25,325 2,000 58,480 25,325 2,000
Office Depot, Inc. 14,760 11,270 1,000 18,540 11,270 1,000
Republic Bancshares, Inc. 137,200 100,410 7,000 91,000 100,410 7,000
Humboldt Bancorp 13,688 10,333 1,320 8,690 10,333 1,100
Korn/Ferry International 7,480 9,212 1,000 - - -
BB & T Corp. 46,053 24,139 1,245 - - -
Providian Financial Corp. 12,980 10,650 2,000 - - -
PNC Financial Service 20,950 18,810 500 - - -
Citigrouplnc. 17.595 16,445 500 - - -
$ 325,346 $ 226,594 $ 234,072 $ 171,477

(4) Not Readily Marketable Securities

Not readily marketable securities include investment securities (¢) for which there is no
market on a securities exchange or no independent publicly quoted market, (b) that
cannot be publicly offered or sold unless registration has been effected under the
Securities Act of 1933, or (¢) that cannot be offered or sold because of other
arrangements, restrictions, or conditions applicable to the securities or to the Company.

At December 31, 2002 and 2001, these securities at estimated fair values were $568,900 and
$418,900 respectively.

(Continued)



CHARTWELL CAPITAL, LTD.
Notes to Financial Statements

December 31, 2002 and 2001

(5) Net Capital Rule

As a registered broker-dealer, the Company is subject to the uniform net capital rule of the
Securities and Exchange Commission and the NASD, which requires that the Company
maintain minimum net capital, as defined, of $100,000 and that aggregate indebtedness,
as defined by the NASD, shall not exceed fifteen times net capital. The Company may
declare dividends or acquire certain non-liquid assets only to the extent of net capital in
excess of such requirements.

A computation as of December 31, 2002 and 2001 of the Company’s aggregate
indebtedness, as defined, and net capital under the uniform net capital rule is as follows:

2002 2001
Aggregate indebtedness $ 1,184 §_ 10977
Net capital:
Credit items:
Common stock $ 10,000 $ 10,000
Additional paid-in capital 130,538 130,538
Retained earnings 1,648,880 874,762
1,789,418 1,015,300
Less:
Not readily marketable security (568,900) (418,900)
Other nonliquid assets (390.165) (27.760)

830,353 568,640

Haircuts on securities:

Common stocks (48,802) (35,111)
Municipal securities (31,974) (22,016)
Undue concentrations (8.119) (5,438)
(88.895) (62.565)
Net capital §_741458 $_506.075
Ratio of aggregate indebtedness
to net capital 0016 .0213
(Continued)
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(8)
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CHARTWELL CAPITAL, LTD.
Notes to Financial Statements

December 31, 2002 and 2001

FOCUS Report Reconciliation

There were no material differences between the accompanying financial statements and the
financial statements filed by the Company on Securities and Exchange Commission
Form X-17a-5 (FOCUS report) as of December 31, 2002.

Related Party Transactions

The stockholder furnishes the Company with office facilities and certain furniture and
equipment at no cost.

At December 31, 2002 accounts payable to the shareholder was $382.

Concentrations of Credit Risk

The Company maintains its cash balances in three financial institutions. The balances are
insured by the Federal Deposit Insurance Corporation up to $100,000 per institution. The
Securities Investor Protection Corporation (SIPC) provides additional insurance coverage
of $500,000 for deposits maintained at brokerage firms. At times, balances at these
institutions may exceed the insurance level.

Schedules
No supporting schedules are included herewith, since the information required therein under

Rule 17a-5 of the Securities and Exchange Commission is included in the notes to
financial statements or is not applicable.
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Independent Auditors' Report on Internal
Accounting Control Required by SEC Rule 17a-5

The Stockholder
Chartwell Capital, Ltd.:

In planning and performing our audit of the financial statements of Chartwell Capital, Ltd. (the
Company) for the year ended December 31, 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
internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we
have made a study of the practices and procedures followed by the Company 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 the following:

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

2. Recordation of differences required by Rule 17a-13

8]

Complying with the requirements for prompt payment for securities of 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 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

11
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The Stockholder
Chartwell Capital, Ltd.
Page 2

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

Because of inherent limitations in 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 the design and operation may deteriorate.

Our consideration of 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 procedures 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 and 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 SEC's objectives.

This report is intended solely for the information and use of the management of Chartwell
Capital, Ltd. and the Securities and Exchange Commission 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. ‘

/W Z Wradkes ¢ Dk PeLC

Louisville, Kentucky
February 18, 2003

12



