FINANCIAL STATEMENTS

Report of Ernst & Young LLP
Independent Auditors

Board of Directors
Securities Investor Protection Corporation

We have audited the accompanying statement of financial position of
Securities Investor Protection Corporation as of December 31, 2001, and
the related statements of activities and cash flows for the year then ended.
These financial statements are the responsibility of the Corporation’s
management. Our responsibility is to express an opinion on these financial
statements based on our audit.

We conducted our audit in accordance with auditing standards
generally accepted in the United States. 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 Securities Investor
Protection Corporation as of December 31, 2001, and the changes in its
net assets and its cash flows for the year then ended, in conformity with
accounting principles generally accepted in the United States.

Gnct + MLLP

McLean, Virginia
March 28, 2002
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Securities Investor Protection Corporation

Statement of Financial Position
December 31, 2001

ASSETS
Cash $ 1,812,968
U.S. Government securities, at fair value and accrued interest receivable ($18,429,891);

(amortized cost $1,124,066,096) (Note 6) 1,182,344,047
Advances to trustees for customer protection proceedings in progress, less allowance for possible

losses ($249,606,785) (Note 4) 16,000,000
Other 312,246

$1,200,469,261
I ————
LIABILITIES AND NET ASSETS

Advances to trustees — in process (Note 4) $ 94,354
Accounts payable and accrued expenses (Note 8) 2,796,365
Estimated costs to complete customer protection proceedings in progress (Note 4) 62,800,000
Member assessments received in advance (Note 3) 80,000
65,770,719

Net assets 1,134,698,542
$1,200,469,261

Statement of Activities
for the year ended December 31, 2001

Revenues:
Interest on U.S. Government securities $ 71,315,136
Member assessments (Note 3) 1,083,173
72,398,309

Expenses:
Salaries and employee benefits (Note 8) 4,234,246
Legal and accounting fees (Note 4) 180,874
Credit agreement commitment fee (Note 5) 1,258,049
Rent (Note 5) 475,010
Other 1,176,386
7,324,565

Provision for estimated costs to complete

customer protection proceedings in progress (Note 4) 111,470,882
118,795,447
Total net expenses (46,397,138)
Realized and unrealized gain on U.S. Government securities (Note 6) 21,344,414
Decrease in net assets (25,052,724)
Net assets, beginning of year 1,159,751,266
Net assets, end of year $1,134,698,542

See notes to financial statements.
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Securities Investor Protection Corporation

Statement of Cash Flows
for the year ended December 31, 2001

Operating activities:
Interest received from U.S. Government securities
Member assessments received
Advances paid to trustees
Recoveries of advances
Salaries and other operating activities expenses paid

$ 75,238,341
1,017,174
(214,855,094)
92,148,161
(7,016,286)

Net cash used in operating activities

(53,467,704)

Investing activities:

Proceeds from sales of U.S. Government securities 276,818,802
Purchases of U.S. Government securities (222,074,619)
Purchases of furniture and equipment (81,055)
Net cash provided by investing activities 54,663,128
Increase in cash 1,195,424

Cash, beginning of year 617,544

Cash, end of year

$ 1,812,968

See notes to financial statements.

Notes to Financial Statements

1. Organization and general

The Securities Investor Protection Corporation (SIPC) was
created by the Securities Investor Protection Act of 1970 (SIPA),
which was enacted on December 30, 1970, primarily for the purpose
of providing protection to customers of its members. SIPC is a
nonprofit membership corporation and shall have succession until
dissolved by an Act of Congress. Its members include all persons
registered as brokers or dealers under Section 15(b) of the Securities
Exchange Act of 1934 except for those persons excluded under SIPA.

SIPC is exempt from income taxes under 15 U.S.C. § 78 kkk(e) of
SIPA. Accordingly, no provision for income taxes is required.

The preparation of financial statements in conformity with
accounting principles generally accepted in the United States requires
management to make estimates and assumptions that affect the
amounts reported in the financial statements and accompanying notes.
Actual results could differ from those estimates.

2. The “SIPC Fund” and SIPC’s resources

The “SIPC Fund,” as defined by SIPA, consists of cash and U.S.
Government securities aggregating $1,184,157,015.

In the event the SIPC Fund is or may reasonably appear to be
insufficient for the purposes of SIPA, the Securities and Exchange
Commission is authorized to make loans to SIPC and, in that
connection, the Commission is authorized to issue notes or other
obligations to the Secretary of the Treasury in an aggregate amount
not to exceed $1 billion. In addition, SIPC maintains a $1 billion
revolving line of credit with a consortium of banks.

i)
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3. Member assessments

For calendar year 2001 each member’s assessment is $150.
Assessments received in advance will be applied to future assessments,
or refunded to the member after it fulfills certain requirements.

4. Customer protection proceedings

Customer protection proceedings (proceedings) include
liquidations conducted by court appointed trustees and direct payment
proceedings conducted by SIPC. There are 41 proceedings in
progress at December 31, 2001. Customer claims have been satisfied
in 19 of these proceedings and in 22 proceedings customer claims and
distributions are being processed.

Advances to trustees represent net amounts disbursed and amounts
currently payable for proceedings in progress, less an allowance for
possible losses.

Estimated costs to complete proceedings are accrued based upon
the costs of completed cases of comparable size and complexity and
other costs that can be reasonably estimated. Recoveries are estimated
based upon the expected disposition of the debtors’ estates.

SIPC and Trustees appointed under SIPA are subject to legal
claims arising out of the proceedings and there are certain legal claims
pending seeking coverage under SIPA. These claims are considered in
determining estimated costs to complete proceedings and
management believes that any liabilities or settlements arising from
these claims will not have a material effect on SIPC’ net assets.

SIPC has advanced $266.2 million for proceedings in progress
(including direct payment proceedings of $.6 million) to carry out its
statutory obligation to satisfy customer claims and to pay
administration expenses. Of this amount, $250.2 million is not
expected to be recovered.

2001 annual report



The following table summarizes transactions during the year that results from these proceedings:

Customer Protection Proceedings

Advances to trustees, Estimated
less allowance for costs to
possible losses complete
Balance, beginning of year $ 1,600,000 $ 58,900,000
Add:
Provision for current year recoveries 90,500,000
Provision for estimated future recoveries 16,000,000
Provision for estimated costs
to complete proceedings 217,700,000
Less:
Recoveries 92,100,000
Advances to trustees 213,800,000
Balance, at year end $16,000,000 $ 62,800,000

Customer payments and related expenses of direct payment
proceedings are recorded as expenses as they are incurred.

Legal and accounting fees include fees and expenses of litigation
related to proceedings.

These financial statements do not include accountability for assets
and liabilities of members being liquidated by SIPC as Trustee. Such
accountability is reflected in reports required to be filed with the
courts having jurisdiction.

5. Commitments

Future minimum annual rentals for office space under a ten-year
lease effective September 1, 1995, at the rate of $410,136 for the first
five years and $437,628 thereafter, total $1,604,636. Additional rental
based on increases in operating expenses, including real estate taxes,
and in the Consumer Price Index, is required by the lease.

On March 31, 1999, SIPC entered into a $1 billion credit agree-
ment with a consortium of banks, consisting of (i) a $250 million
364-day revolving credit facility with a commitment fee of .09% per
year, and (ii) a $750 million 5-year revolving credit facility at .11%
per year. Effective March 31, 2000, this agreement was amended to
extend the $1 billion facilities forward one year with the same com-
mitment fee rates.

On March 29, 2001, SIPC entered into a new $250 million 364-
day revolving credit facility with a consortium of banks that requires
SIPC to pay a commitment fee of 0.09% per year. This facility was
renewed on March 28, 2002 with the same commitment fee rate.

6. Fair value of securities

Fair value of U.S. Government securities is based on the Federal
Reserve Bank of New York bid quote as of December 31, 2001.
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U.S. Government securities as of December 31, 2001, included
gross unrealized gains of $59,670,712 and gross unrealized losses of
$1,392,760.

7. Reconciliation of decrease in net assets with net
cash used in operating activities:

Decrease in net assets $(25,052,724)

Realized and unrealized gain on

U.S. Government securities (21,344,414)

Net increase in estimated recoveries of

advances to trustees (14,400,000)

Net increase in estimated cost to complete

customer protection proceedings 3,900,000
Decrease in accrued interest receivable on

U.S. Government securities 1,673,491
Decrease in amortized discount on

U.S. Government securities 2,249,701
Decrease in payables (595,247)
Other reconciling items 101,489

Net cash used in operating activities $(53,467,704)
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8. Pensions and Other Postretirement Benefits

SIPC has a noncontributory defined benefit plan and a
contributory defined contribution plan which cover all employees.
SIPC also has two defined benefit postretirement plans that cover all
employees. One plan provides medical and dental insurance benefits
and the other provides life insurance benefits. The postretirement
health care plan is contributory, with retiree contributions adjusted

annually to reflect changes in gross premiums; the life insurance plan
is noncontributory.

Information regarding these plans is provided in accordance
with the Financial Accounting Standards Board Statement No.
132, Employers’ Disclosure about Pensions and Other Postretirement
Benefits.

Other
Pension Postretirement
Benefits Benefits

CHANGE IN BENEFIT OBLIGATION
Benefit obligation at beginning of year $11,953,582 $3,314,596
Service cost 426,960 152,508
Interest cost 765,088 213,525
Actuarial gain (858,625) (90,937)
Benefits paid (374,286) (56,198)
Benefit obligation at end of year $11,912,719 $3,533,494

CHANGE IN PLAN ASSETS

Fair value of plan assets at beginning of year $9,006,070 -
Actual return on plan assets (359,710) -
SIPC contributions 400,000 -
Benefits paid (374,286) -
Fair value of plan assets at end of year $8,672,074 -

Funded status

$(3,240,645) $(3,533,494)

Unrecognized actuarial loss 3,344,783 840,151

Unrecognized prior service credit (38,170) -
Unrecognized prior service cost 228,864 -
Prepaid (accrued) benefit cost $ 294,832 $(2,693,343)

WEIGHTED-AVERAGE ASSUMPTIONS AS OF DECEMBER 31, 2001

Discount rate
Expected return on assets
Rate of compensation increase

6.50% 6.50%
9.00% -
5.00% -

For measurement purposes, a 10% annual rate of increase in the per capita cost of covered health care benefits was assumed for 2002.
This rate was assumed to decrease gradually to 5% for 2007 and remain at that level thereafter.

COMPONENTS OF NET PERIODIC BENEFIT COST

Service cost $426,960 $152,508
Interest cost 765,088 213,525
Amortization of unrecognized actuarial loss 188,148 54,512
Amortization of prior service credit (7,634) -
Expected return on assets (807,576) -
Benefit cost $564,986 $420,545

DEFINED CONTRIBUTION PLAN

SIPC contributions (60% of employee
contributions, up to 3.6% of salary)

$94,226

The assumed health care cost trend rate has a significant effect on the amounts reported.
A one-percentage-point change in the assumed health care cost trend rate would have the following effects:

Effect on total of service and interest
cost components in 2001

Effect on postretirement benefit obligation
as of December 31, 2001

)
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1-Percentage
Point Increase

1-Percentage
Point Decrease

$ 93,000 $ (75,000)

$770,000 $(640,000)
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