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OATH OR AFFIRMATION

L, WILLIAM MEYER swear (or affirm) that, to the
best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

. s:“:]:":E}E E e QM P AN Y. BROK ol . Wk o N\ 7a S as of

DECEMBER... 3.1 » 182002 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
& customer, except as follows:

PRESIDENT .
- Tk

oy Pl S$VP4y,  STACY R SCHAEFER

A Ngtgry'f’.; St Charles County
E,“:,}, Seal..-"§\§ My Commission Expires
This report** contains (check all applicable boxes): ZaAES June 2, 2006
() Facing page.
(b) Statement of Financial Condition.
(c) Statement of Income (Loss).
. (d) Statement of Changes in Financial Condition. .
(3] Stmam of Changes in Stockholders’ Equity or Partners’ orSolePropdetor'sCupml
(43 SmementofChmsesmLiabiBﬁaSubordiwedtoClumsofaeditors
® Comptmﬁon of Net Capital
() Oompumlon for Determination of Reserve Requirements Pursuant 1o Rule 15¢3.3.
() Information Relating to the Possession or control Requirements Under Rule 15¢3-3,
(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. .
(k) A Reconciliation between the andited and unaudited Statements of Financial Condition with respect to methods of con-
solidation.
() An Oath or Affirmation.
{m) A copy of the SIPC Supplemental Report.

(n) Areportdasulbmgmymﬁeﬁa&inadequadufoundtomstorfoundtohaveaduedﬂneethedueoﬂhepmlousmdit

o8 0 O000W0ORSSaER

$sFor conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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- RICHARD W. SCHMIDT CPA, P.C.-

=

 INDEPENDENT AUDITOR'S REPORT -

Board of Directors o
Cutter & Company Brokerage, Inc. .

I have audited the accompanying balance sheet of Cutter & Company Brokerage, Inc. as of
December 31, 2002, and the related statements of income (loss), stockholder's equity and cash
flows for the year then ended. These financial statements are the responsibility of the Company's
management. My responsibility is to express an opinion on these financial statements based on -
my audit. - B J , ‘

I conducted my audit in accordah&;e with generally accepted auditing standards. Those standards

_require that [ 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

' included assessing the accounting principles used and significant estimates made by management,

as well as evaluating the overall financial statement presentation. I believe that my audit provides
a reasonable basis for my opinion. . :

In my opinion, the financial statements referred to above present fairly, in all material respects, the

financial position of Cutter & Company Brokerage, Inc. as of December 31, 2002, and the results

of its operations and cash flows for the year then ended, in accordance with generally accepted
accounting principles. My audit was conducted for the purpose of forming an opinion on the basic
financial statements taken as a whole. The information contained in pages 10 through 14 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 of the Securities and -

- Exchange Commission. Such information has been subjected to the auditing procedures applied

in the audit 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.

| Ruckard W. Sehmidt OPA, P. 0.

February 12, 2003 : .
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- TOTAL ASSETS

Cutter & Company Bfokerége, Inc. .

BALANCE SHEET
December 31, 2002 '

S ASSETS :

- CURRENT ASSETS

. -Cash and Cash Equlvalents '
‘Marketable Securities
‘Accounts Receivable -

“Income Tax Refund Recelvable
-Prepald Expenses. :

PROPERTY AND EQUIPMENT atcost
“Furniture, Equipment and Fixtures - B
Less Accumulated Depreciation ‘

OTHER ASSETS -

Deposits

LIABILITIES AND STOCKHOLDER‘S EQUITYv :

- CURRENT LIABILITIES

Note payable
Accounts Payable -
- Accrued Expenses R -
Income Taxes Payable S S
o " Total Current Liabilities

~ STOCHOLDER'S EQUITY

Common Stock, $1 par-value, 30,000 shares authorlzed
5,000 shares issued and outstandmg
~ Additional Paid-i -in Capital -
Retained Earnings .

TOTAL LIABILITIES AND STOCKHOLER'S EQUITY

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

2

- Total Current Assets -

s

39,367
195,337
146,836
6,122
5,030

392692

" 353,739

» j 174,637

179,102

70,141

641,933

— 2

0
38,001
95,055
o .0 .
133,056

- 5,000
12,456
491421
508,877 . -

641933

2T T



S Cutter & Company‘B‘rokerAage, Inc.

'STATEMENT OF INCOME (LOSS)

For the Year Ended December 31,2002

INCOME -
Comrmssmn and Fee Income

OPERATING EXPENSES
Advertising '
Brokerage Fees:
~ Commissions
- Contributions
Depreciation and Amortlzatlon g
Dues and Subscnptlons
Insurance :
Office Expense
o Professmnal Fees
- Rent '
Repairs and Mamtenance
- Salariés
Taxes and Licenses
Telecommumcatlons - e
Training and Proféssional Development ‘
Travel and Entertamment :

LOSS FROM OPERATIONS’

OTHER INCOME (EXPENSE)
. Dividend and Interest Income
* Interest Expense - '
Miscellaneous Income.
Profit-Sharing Contribution
- Gain (Loss) on Sale of Marketable Secuntles
Unreahzed Gain (Loss) on Marketable Securities

. 'Loss BEFORE TAXES

Prov131on For (Refundable) Income Taxes

NET INCOME (LOSS)

The accompanying notes are an integral part of thlS statement. )
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0§ 3433612

35,082

460,084

1,815,753 -
475
29,124
17,614
69,570
45,270
39,091

135,146

24376
842 467
86,143
29,912
2,152

32,083 3,664,344

(230,732) -

©190,467
(1,245)

37359
(3,791)
(3,208) .

(6.292) 21 1,2'90'
(19,442)
2,605

s __(2047)



Cutter & Company Brokerage Inc

STATEMENT OF CHANGES IN STOCKHOLDER'S EQUTTY

For the Year Ended December 31 2002

: v Adetlonal .
- Common " Paid-in _ Retained ‘
“Stock . - Capital Earnings. Total -
. Balance at January 1,2002 $5000 - $12456 $513,468 © $530,924
Netincome (loss) ~ . o - D T X ) (22,047)
‘Balanice at December 31,2002 U $5000. . $12,456 $491421  _ $508,877

The accompanying notes are an integral part of this statement.

4 -
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‘Cﬁhtter & Cor_nPany Erokefage; Inc ’ o
" STATEMENT OF CASH FLOWS

- _For the year ended Deceriber 3 1,2002"- -

.Cash flows from 'operating activifies: »

Net income (loss)-
Adjustments to reconcﬂe net income (loss)
" to net cash provided by (usedin)
© operating activities:- .
~ Depreciation .
~ {(Gain) loss on sale of marketable securities -
- Unrealized (gain) loss on marketable securities.
(Increase) decrease in accounts receivable:
. (Increase) decrease in income tax refund receivable
' (Increase) decrease in prepaid expenses
(Increase) decrease in deposits - -
Increase (decrease) in accounts payable
and accrued expenses
' Increase (decrease) in income taxes payable

r

Net cash prov1ded by (used 1n) operating actlvmes -

Cash flows from mvestmg activities: o
Proceeds from sale of marketable securltles BT
Capital expenditures o .
Investments in marl\etable securltles

Net cash provided by (used in) investing activities

Cash ﬂows from ﬁnancmg activities -
" Net borrowmgs (repayments) on line of credlt

" Net cash prov1ded by (used 1n) ﬁnancing‘ activities

NET DECREASE IN: CASH AND CASH EQUIVALENTS
- 'Cash and cash equlvalents at begmmng of year .

V ,Cash and cash equlvalents at end of year

The accompanying notes are an'integrai part of this statement. B
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s (2.047)

29,124 -
3208
6,292
53,325
149
(1,385).

L (166,621) .
(6,485)

(104,440)
1,169,596

(14.226) |
(1,171.031)

C(15.661)

0

0
- (1‘20,101)"'
g i59,468'-

39.367

3 ,
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" Cutter & Company Brokerage, Te.
NOTES TO FINANCIAL STATEMENTS

~ December 31,2002

NOTE1 - SUM]V[ARY OF OPERATIONS AND SIGNIFICANT ACCOUNTING POLICIES

A summary of the Company s operat1ons and 51gmﬁcant accountmg pohcles applled in the
‘preparatlon of the accompanymg financial statements follows:

AL Nature of Orgamzatron'

Cutter & Company Brokerage Inc is a-broker\dealer reg1stered with the Securmes and Exchange
Commission (SEC) and is a member of various exchanges and the National Association of
Securities Dealers (NASD). The Company was formed for the purpose of trading in and dealing

-with-stocks, bonds and all other types of securities. The Company does not hold funds or
" securities fof, or Owe money or securities to, customers and does not otherwise carry customer.

accounts. Accordmgly, the Company 18 exempt from SEC Rule 15¢3-3 under the K(Z)(n)

. exemption,

B. Use of Estimates in the Pr@aratio‘n of Financial Statements'

The preparatlon of ﬁnanaal statements in conformlty w1th 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. durmg the reported

' perlod Actual results could differ from those estimates. . -

C. Marketable Securities o

At December 31, 2002, current marketable equ1ty securities are each stated at therr lower of
aggregate cost or market. Market value and cost at December 31, 2002 was $ 195,337 and
$361,303, respectlvely ‘ :

C Accounts Recelvable’ '

The Company has: elected the reserve method in accountmg for bad debts. Under thls method all s

uncollectible accounts are charged to the allowance account and the bad debt expense is
determined by adjusting the balancé in the allowance account to a reserve considered reasonable

by management. No allowance for doubtﬁﬂ accounts was considered necessary at December 31,
2002 *
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" Cutter & Company Brokerage,alnc}
- ’, NOTES TO. 'FINAN_C“IAL STATEMENTS - Continued

December 31,2002 -

B 'NOTE 1- SUWARY OF OPERATIONS AND SIGNIFICANT ACCOUNTING POLICIES -

Contmued

D. Pronertl_and Equipment .

: -Proper,ty and equipment are carried at cost. Major ren’eWals and betterments are capitalized and.

maintenance and repairs which do not improve or extend the life of the respective assets are
charged against earnings in the current year. Depreciation is provided for in the financial
statemients using straight-line and accelerated methods over the estimated useful lives. :
Deprec1atron expense charged to’ operatrons for the year ended December 31, 2002 was $ 29,124,

E Statement,of Cash Flows‘

For purposes of repomng cash ﬂows the Company cons1ders all hrghly liquid debt instrumients
purchased with a maturrty of three months or, less to be cash equrvalents

F Income Taxes

“Income tax expense includes the federal and state income taxes currently payabie (refundable)

At December 31, 2002 the Company has $8, 182 of capital loss carryovers to reduce future capital.
gains and explre at various trmes through 2017. : ’

NOTE 2 - CONCENTRATIONS OF CREDIT RISK

~ The Company-is engaged infyarious trading and brokerage activities in which counterparties

primarily include banks and other financial institutions. In the event counterparties do not fulfill
their obligations, the Company may be exposed to risk. The risk of default depends on the '
credrtworthrness of the counterparty or issuer’ “of the instrument. It is the Company’s pohty to
revrew as necessary, the’ credrt standing.of each counterparty. - :



'_ Cutter-& .Co_'_mp_any/ B’mkerag’e’, Inc._" o
NOTES TO FINANCIAL STATEMENTS - Continued

" December 31, 2002

| NOTE3- NOTES PAYABLE.

“At Decemb'ér_ ‘3'1', 2002 , the Company was 'ihde'btedA.‘With respect ,’toithe follo{i/ing note payable:

U.S. Bank; $ 2,500 line of cfedit; unsecured; - g
interest payable monthly at 14% per annum;- < “ o »
dueondemand' o T e S S (S

'NOTE 4 - NET CAPITAL REQUIREMENTS

The Company is subj ect to thé Urfi}‘orfn fNet‘-C_apital Rule of the Securities and Exchange
Commission. Under the Rule, the Company's aggregate indebtedness to all other persons cannot

 exceed 1500 percent of net capital, . the Rule also requires that equity-capital may not be -
_ withdrawn or cash dividends paid if the Company's net capital would fail to equal 120 percent of

the minimum dollar amount required: At December 31, 2002, the Company had allowable net -

- capital of $ 275,494 which was $ 175,494 in excess of the minimum required and the percentage
. of aggregate indebtedness to net capital was 145 percent. ' : ~

~ NOTES - PROFIT:SHARING PLAN -

In 1999 the Conipany' adopted 2 401(k) Erripldyée Pension Plan for all employees meeting
eligibility and electing to participate. The contribution charged to operations in 2002 was $5,791.
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‘Ret expense charged to operatioris in 2002 was $ 135,146, ‘

‘ ‘Cutter &.Cdmp'a_ﬁy Brokérage, Inc. .
' NOTES TO FINANCIAL STATEMENTS - Continued *

December 31,2002

" NOTE 6 - COMMITMENTS AND CONTINGENCIES

. The Compahy leases it office facility. and a’»veﬁicle under Varipus-leaSes ekpiring June 2004. At

- December 31, 2002 minimum rental commitments under the non cahcelable lease expire as

follows: ‘ : .
: Year - - © Amount
~ 2003 . 136,033
2004 - 66,588
SR $202621

In the normal course of business, the-Company is party. to litig‘ati'onvland arbitration actions
involving their broker activities. It is management’s opinion that sufficient reserves have been
provided for in the financial statements and that errors and omission insurance coverage is
adequate to provide for any signiﬁcént judgements resulting from said litigation or arbitration.

NOTE 7- SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION -

-Caéh paid during the year.for: o R - o ?
- Interest | - R o "$‘_ 1,245
‘Income taxes: ., A o o '$ 0
9



~ SUPPLEMENTAL INFORMATION -

- * . . . . .
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Cutter & Company Brokerage Tnc.
COl\/[PUTATION OF NET CAPITAL

December 31 2002 -

Net Caprtal Computatron
Stockholder's Equrty ,
‘Deductions and/or charges *
Non allowable assets:
: Property and Equipment
© Other assets
Accounts Receivable .
* Prepaid expenses
Haircut on securities

~ Net Capital- L

11 .-

-$ 508,877

179,102
40,874
3,058
-5,030 -

5319

—— e

©$:275494



Cutter & Company Brokerage Inc
COMPUTATION OF NET CAPITAL REQUIREMENT

Deeember 3 1, 2002

. 'Minimum Net Capital Requne‘d (6 -2/3% of Aggregate Indebtednes_s) § 8870

SCHEDULE OF AGGREGATE INDEBTEDNESS

_ Accounts Payable S B - _ ' C_ $ 38,001 |

- Accrued Expenses ~ * a _ 95056
IR - ' | © §$13305T -

RECONCILIATION WITH COMPANY S COIV[PUTATION

" Net caprtal as reported in Company s Part II (Unaud1ted)

FOCUS report v ' $277,562 -

~ Net audit adjustments depr taxes ete. R (2.068)
 $275.494

12

' *'Mmlmum Dollar Net Cap1ta1 Requrrement - ' ‘, . | $100,000
: Net Cap1ta1 Requrrement (Greater of the Above) | S E $1 (IO 000 A'
'Excess Net Caprtal - '. ,- o c S $175 424"
. Percentage of 'Aggregate-Indebtednes:s to Net Capital : - : 145% .
‘ Pe;rcentageof»Deot‘to Debt-Equlty o #



RICHARD W. SCHMIDT CPA, P.C.

' REPORT ON INTERNAL ACCOUNTING CONTROL

Board of Directors
Cutter & Company Brokerage Inc

~ In planning and perforrrung my audit of the ﬁnanc1al statements of Cutter & Company Brokerage,

Inc. for the year ended December 31, 2002, I considered its internal control including activities

- for safeguarding securities, in order to determine my auditing procedures for the purpose of
- expressing my opinion on the financial statements and not to provrde assurance on the mtemal

control structure.

A]so, as required by rule 17af5(g)(l) of the Securities and Exc}range Commission (SEC) I made a

study of the practices and procedures followed by the Company including tests of such practices
‘and. procedures that I considered relevant to the objectives stated in rule 17a-5(g) in making

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, 1did not review the practrces and procedures followed by the Company in_

.any of the: followmg

1. Making quarterly securities exarrrjnations, counts, verifications and comparisons.
2. Recordation of differences required by rule 17(a)-13.

3. Complyfng with the requirements for prompt payment »for'securitie's under section 8 of
Regulation T of the Board of Governors of the Federal Reserve System. :

The management of the'Company is responsible for establishing and maintaining an 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

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

13
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) unauthorlzed use or disposition and that transactrons are executed in accordance wrth

management's authorization and recorded properly to permit the preparation of financial
statements in accordance with generally accepted accounting principles. Rule 17a-5(g) hsts
addltronal ob_]ectrves of the practrces and.procedures listed in the precedrng paragraph

. Because of inherent 1imitations in any internal control structure- of the practices and procedures

referred to abave, errors or irregularities 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 condrttons or that the effectrveness of therr desrgn and operatron may
deterlorate :

My cons1deratron of mternal control would not necessarrly drsclose all matters in the 1nternal

control structure that might be material weaknesses under standards established by the American
Institute of Certified Public Accountants. A material weakness is a condmon in which the design
or operation of the specific-internal control components does not reduce to a relatively low level

- the risk that errors, or irregularities in amounts that would be materlal in relation to the financial

statements being audited may oceur and not be detected wrthm a timely period by employees in -
the normal course of performing their assigned functions. However I noted no matters involving -
internal control, including procedures for safeguardmg securities, that I consider to be matenal
weaknesses as defined above : S

I understand that practrces and procedures that accomphsh the objectrves 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 regulatrons and that practices and

_procedures that do not accomplish su_ch objectives in all material respects indicate a material

inadequacy for siuch purposes. Based onthis understanding and on'my study, I believe that the

‘Company's practrces and procedures were adequate at December 31, 2002 to meet the SEC $

objectlves

This report is 1ntended solely for the use of the Board of Dtrectors the SEC, NASD and other -
regulatory agencies which rely on Rule 17a-5(g) under the Securttles Exchange Act of 1934 in
their regulation of registered brokers-and dealers, and i is not 1ntended to be and should not be used

A by anyone other than those specrﬁed parties.

 Ruhond W, Sekwits 0P, P.00

| February 12 2003 ‘
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