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(e) Goodwill
Goodwill arose as a result of the acquisitions of Fahnestock,
Fahnestock International Inc., First of Michigan Capital Corporation,
Josephthal Group, Inc., and Grand Charter Group, Incorporated.
Until December 31, 2001, goodwill is being amortized to operations
on a straight-line basis over twenty years. Negative goodwill arising
as a result of the acquisition of Hopper Soliday Corporation and
subsidiaries, Reich & Co., Inc. and Propp & Company Inc. is being
a m o rtized to operations on a straight-line basis over twenty years
until December 31, 2001.

(f) Fixed assets
Fixed assets and stock exchange seats are stated at cost. Depreciation
of furn i t u re and fixtures is provided on the straight-line basis
generally over three to seven years. Leasehold improvements are
amortized on a straight-line basis over the shorter of the life of the
asset or the life of the lease.

(g) Foreign currency translations
Canadian currency balances have been translated into U.S. dollars as
follows: monetary assets and liabilities at exchange rates prevailing at
year end; revenue and expenses at average rates for the year; and
non-monetary assets and share capital at historic rates. 

(h) Income taxes
F u t u re income tax assets and liabilities arise from “temporary
d i ff e rences” between the tax basis of an asset or liability and its
re p o rted amount in the consolidated financial statements.  Future
tax balances are determined by applying the enacted tax rates.

(i)Securities lending activities
Securities borrowed and securities loaned are carried at the amounts
of cash collateral advanced or received.
Securities borrowed transactions re q u i re the Company to deposit
cash, letters of credit, or other collateral with the lender. The
Company receives cash or collateral in an amount generally in excess
of the market value of securities loaned.
The Company monitors the market value of securities borrowed and
loaned on a daily basis and may re q u i re counterparties to deposit
additional collateral or return collateral pledged when appropriate.
Included in receivable from brokers and clearing organizations are
deposits paid for securities borrowed of $54,579,000 (2000 -
$115,864,000). Included in payable to brokers and clearing
o rganizations are deposits received for securities loaned of
$153,966,000 (2000 -$214,696,000).

(j) Repurchase agreements
Transactions involving purchases of securities under agreements to
resell (“reverse repurchase agreements”) or sales of securities under
agreements to repurchase (“repurchase agreements”) are treated as
collateralized financing transactions and re c o rded at their
contractual resale or repurchase amounts plus accrued interest.
The Company obtains possession of collateral with a market value
equal to or in excess of the principal amount loaned under reverse
repurchase agreements. Collateral is valued daily, and adjusted when
appropriate.

(k) Revenues
Investment banking fees are re c o rded on offering date, sales
concessions on settlement date and underwriting fees at the time the
transaction is substantially completed and income is re a s o n a b l y
d e t e rminable. Management and investment advisory fees are
recorded as earned.

G E N E R A L

Fahnestock Viner Holdings Inc. (the “Company”) is incorporated
under the laws of Ontario. The Company’s principal subsidiary,
Fahnestock & Co. Inc. (“Fahnestock”) is a member of the New York
Stock Exchange, the American Stock Exchange and several other
regional exchanges in the United States..

1. Summary of significant accounting policies
These consolidated financial statements have been pre p a red in
conformity with Canadian generally accepted accounting principles.
In all material respects, they conform with accounting principles
generally accepted in the United States of America, as discussed in
note 3. Disclosures reflected in these consolidated financial
statements comply in all material respects with those required under
accounting principles generally accepted in the United States of
America. 
The preparation of financial statements in conformity with generally
accepted accounting principles re q u i res management to make
estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosures of contingent assets and liabilities at
the dates of the financial statements and the re p o rted amounts of
revenues and expenses during the re p o rting periods. The most
significant estimates are related to income taxes and contingencies.
Actual results could be materially different from these estimates.
Since operations are predominantly based in the United States of
America, these consolidated financial statements are presented in
U.S. dollars.
The following is a summary of significant accounting policies
followed in the preparation of these consolidated financial
statements:

(a) Basis of consolidation
The consolidated financial statements include the accounts of the
Company and all subsidiaries. The major subsidiaries, wholly-owned
and operated in the United States of America, are as follows

Fahnestock & Co. Inc. - broker/dealer in securities
Freedom Investments, Inc. - discount broker in securities
Josephthal & Co. Inc. - broker/dealer in securities
Prime Charter Ltd. - broker/dealer in securities

Significant intercompany balances and transactions have been
eliminated in the preparation of the consolidated financial
statements.

(b) Brokerage operations
Transactions in pro p r i e t a ry securities and related revenues and
expenses are re c o rded on a trade date basis. Customers’ securities
and commodities transactions are re p o rted on a settlement date
basis, which is generally three business days after trade date. Related
commission income and expense are recorded on a trade date basis.
Securities owned and securities sold but not yet purchased are
re p o rted at market value generally based upon quoted prices.
Realized and unrealized changes in market value are recognized in
net trading revenues in the year in which the change occurs. Other
financial instruments are carried at fair value or amounts that
approximate fair value.

(c) Cash and cash equivalents
The Company defines cash equivalents as highly liquid investments
with original maturities of less than 90 days that are not held for sale
in the ordinary course of business.

(d) Drafts payable
Drafts payable represent amounts drawn by the Company against a
bank.

F a h n e s t o ck  Viner  Hold ings Inc.
N O T E S  T O  C ON S O L I DAT E D  F I N A N C I A L  S TAT E M E N T S
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3. Differences between Canadian and United States generally
accepted accounting principles
The consolidated financial statements of the Company are prepared
in accordance with Canadian generally accepted accounting
principles (“Cdn GAAP”). These principles conform in all material
respects with accounting principles generally accepted in the United
States of America (“US GAAP”).  US GAAP requires reference to the
following accounting standards:

(a) Stock-based compensation
United States Financial Accounting Standards Board Statement
No.123 “Accounting for Stock-Based Compensation” (“SFAS 123”)
was issued in 1995, and changed the method for accounting for stock
compensation plans similar to those of the Company. Adoption of
SFAS 123’s fair value recognition method is optional. The Company
has chosen to continue to apply Accounting Principles Board
Opinion No. 25, Accounting for Stock Issued to Employees, and
related interpretations in accounting for its stock compensation
plans. New CICA standards with respect to accounting for stock-
based compensation and other stock-based payments have been
harmonized with United States standards as disclosed in notes 2 and
10.

(b) Impact of Recently Issued Accounting Standards - US GAAP
In June 2001, the Financial Accounting Standards Board issued
Statements of Financial Accounting Standards (SFAS) No. 141,
“Business Combinations”, and No. 142, “Goodwill and Other
Intangible Assets”. SFAS 141 mandates the purchase method of
accounting be used for all business combinations initiated after June
30, 2001 and establishes specific criteria for the recognition of
intangible assets separately from goodwill. SFAS 142 addresses the
accounting for goodwill and other intangible assets subsequent to
their acquisition. Under the new rules, goodwill and other intangible
assets deemed to have indefinite lives will no longer be amort i z e d
but, instead, will be tested at least annually for impairment. All other
intangible assets will continue to be amortized over their estimated
useful lives. The Company has adopted SFAS 141 fully and intends to
adopt SFAS 142 commencing January 1, 2002.  New CICA standards
with respect to accounting for intangibles have been harm o n i z e d
with United States standards as disclosed in note 2.
New accounting standards issued but not effective would not have a
material impact on the Company’s financial statements.

4. Restricted deposits
Deposits of $2,393,000 (2000 - $2,712,000) were held at year-end in a
special reserve bank account for the exclusive benefit of customers in
a c c o rdance with re g u l a t o ry re q u i rements. To the extent perm i t t e d ,
these deposits are invested in interest bearing accounts collateralized
by qualified securities.

5. Securities owned and Securities sold, but not yet purchased (at
market value)

2001 2000
(Expressed in thousands of U.S. dollars)

Securities owned consist of:
Corporate equities $ 19,268 $20,256
Corporate debt 12,931 14,444
U.S. government and agency

and state and municipal 
government obligations 15,833 12,383

Options 3 28
Money market funds 2,540 4,432

$ 50,575 $51,543

(l) Interest paid
Included in interest paid is interest on short - t e rm bank loans,
subordinated debt, payments in lieu of interest on securities loaned
and interest paid with respect to repurchase agreements.

(m) Stock-based compensation plans
The Company has a stock-based compensation plan, which is
described in note 7. No compensation expense is recognized for this
plan when stock options are issued to employees. Any consideration
paid by employees on the exercise of stock options or purchase of
stock is credited to share capital.

2. Changes in Accounting Policy

(a) Earnings per share
The Company adopted the new Canadian Institute of Chart e re d
Accountants (CICA) accounting standard on Earnings Per Share .
This new section harmonizes Canadian standards with the United
States standards for the calculation of diluted earnings per share .
Diluted earnings per share for the years ended December 31, 2000
and 1999 have been re t roactively restated. The net impact of the
change is an increase in diluted earnings per share of $0.22 and
$0.07 in 2000 and 1999, respectively. 

(b) Goodwill and other intangible assets
The CICA issued a new accounting standard for goodwill and other
intangible assets which is effective for fiscal year 2003 with earlier
adoption permitted. This new section harmonizes Canadian
s t a n d a rds with the United States standards for the treatment of
goodwill and other intangibles (note 3). Under this new standard ,
goodwill will no longer be amortized but will be subject to a revised
annual impairment test to identify any potential goodwill
impairment. A goodwill impairment loss will be recognized if the fair
value of the goodwill of a re p o rting unit is less than its carry i n g
amount. The standard also re q u i res that intangible assets with
indefinite useful lives no longer be amortized, but be subject to an
annual impairment test comparing fair values to carrying amounts.

The Company will adopt this new standard effective January 1, 2002
without restatement of prior periods. In connection with the
adoption of the new standard, the Company’s re c o rded amount of
goodwill of $9,284,000 will no longer be subject to amortization but
will instead be periodically measured for impairment. The expected
impact on the fiscal 2002 results of operations is the discontinuation
of re c o rding approximately $774,000 of amortization expense
associated with goodwill, resulting in an after tax effect of $449,000
on net income ($0.04 per share).

(c) Stock-based compensation and other stock-based payments
The CICA has issued a new accounting standard for stock-based
compensation and other stock-based payments, which is effective for
fiscal year 2003, with earlier adoption permitted. This new section
harmonizes Canadian standards with the United States standards for
d i s c l o s u res relating to stock-based compensation and other stock-
based payments. The new standard re q u i res the use of a fair- v a l u e -
based method to account for certain stock-based compensation
arrangements. Options granted to the Company’s employees are not
required under the standard to be accounted for using a fair-value-
based method. Accordingly there will be no change to the Company’s
existing accounting policies for these options. Pro - f o rma fair- v a l u e
based income and earnings per share disclosures will be re q u i re d
under the new standard. The Company has adopted the standard and
has provided the proforma disclosures in notes 3 and 10.
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2001 2000
(Expressed in thousands of U.S. dollars)

Securites sold, but not yet
purchased consist of:
Corporate equities $ 4,057 $ 3,912
Corporate debt 4,683 3,988
U.S. government and agency

and state and municipal
government obligations
and other 181 253

$ 8,921 $ 8,153

Securities owned and Securities sold, but not yet purchased, consist
of trading and investment securities at market values. At December
31, 2001, the Company has pledged securities owned of
a p p roximately $176,000 ($532,000 in 2000) as collateral to
c o u n t e r p a rties for stock loan transactions which can be sold or
repledged. 

6. Bank call loans

Bank call loans, primarily payable on demand, bear interest at
various rates but not exceeding the broker call rate, which was 3.5%
at December 31, 2001. These loans, collateralized by firm and
customer securities with market values of appro x i m a t e l y
$33,189,000 and $100,814,000, re s p e c t i v e l y, at December 31, 2001
are primarily with two U.S. money center banks. Details of the bank
call loans are as follows:

December 31, 2001 2000 1999
(Expressed in thousands of U.S. dollars)

Year-end balance $13,134 $25,899 $66,322
Weighted interest rate 
(at end of year) 2.07% 7.09% 4.82%
Maximum balance 
(at any month end) $37,666 $170,406 $66,322
Average amount outstanding 
(during the year)  (1) $12,836 $77,579 $39,505

Weighted average interest rate 
(during the year) (2) 4.80% 7.86% 6.41%

(1) The average amount outstanding during the year was computed
by adding amounts outstanding at the end of each month and
dividing by twelve.

(2) The weighted average interest rate during the year was computed
by dividing the actual interest expense by the average bank call loans
outstanding at the end of each month.

Aggregate interest paid by the Company on a cash basis during the
years ended December 31, 2001, 2000, and 1999 was $9,709,000,
$33,061,000 and $19,378,000, respectively.

7. Share capital
The Company’s authorized share capital, all of which is without par
value, consists of (a) an unlimited number of first preference shares
issuable in series; (b) an unlimited number of Class A non-voting
shares; and (c) 99,680 Class B voting shares.

The Class A non-voting and the Class B voting shares are equal in all
respects except that the Class A non-voting shares are non-voting.

The Company’s issued and outstanding share capital is as follows (no
first preference shares have been issued):

2 0 0 1 2 0 0 0 1 9 9 9
( E x p ressed in thousands of U.S. dollars)

12,337,085 (11,990,969 in 2000
and 12,147,569 in 1999)
Class A non-voting shares $34,460 $29,886 $32,854
99,680 Class B voting shares 133 133 133

$34,593 $30,019 $32,987

Under the Company’s 1996 Equity Incentive Plan as amended
F e b ru a ry 29, 2000 (“EIP”), the compensation and stock option
committee of the board of directors of the Company may grant
options to purchase Class A non-voting shares to officers and
employees of the Company and its subsidiaries. Grants of options are
made to the Company’s independent directors on a formula basis.
Options are generally granted for a five-year term and generally vest at
the rate of 25% of the amount granted for each year held. The
aggregate number of Class A non-voting shares that underlie options
which have been granted and are available for future options under
the EIP is 3,230,000.

2001 2000
Weighted Weighted
average average

Number exercise Number exercise
of shares price of shares price

Options outstanding, 
beginning of year 1,640,024 $15.46 1,557,669 $15.18
Options granted 663,160 $24.05 229,950 $16.28
Options exercised (352,216) $13.41 (88,000) $10.86
Options forfeited (43,465) $18.21 (59,595) $15.68
Options outstanding, 
end of year 1,907,503 $17.36 1,640,024 $15.46
Options vested, 
end of year 304,896 $12.93 318,045 $13.95

The following table summarizes stock options outstanding and
exercisable as at December 31, 2001. 

We i g h t e d We i g h t e d
We i g h t e d a v e r a g e a v e r a g e
a v e r a g e e x e rc i s e e x e rc i s e

Range of re m a i n i n g price on N u m b e r price on
e x e rc i s e N u m b e r c o n t r a c t u a l o u t s t a n d i n g e x e rc i s a b l e v e s t e d
p r i c e s o u t s t a n d i n g l i f e o p t i o n s ( v e s t e d ) o p t i o n s

$ 1 4 . 5 0 - $ 1 8 . 0 0 1 , 2 0 1 , 1 9 3 2.0 years $ 1 5 . 6 7 2 9 4 , 8 9 6 $ 1 5 . 8 7
$ 1 9 . 8 7 5 - $ 2 8 . 3 0 7 0 6 , 3 1 0 3.8 years $ 2 3 . 8 9 1 0 , 0 0 0 $ 2 1 . 1 9

$ 1 4 . 5 0 - $ 2 8 . 3 0 1 , 9 0 7 , 5 0 3 2.8 years $ 1 8 . 7 2 3 0 4 , 8 9 6 $ 1 6 . 0 4

The Company has not issued any Class A non-voting shares fro m
Tre a s u ry to the Company’s 401(k) plan during the last three fiscal
years ended December 31, 2001.
In 2001, the Company paid cash dividends to holders of Class A non-
voting and Class B shares as follows ($0.31 in 2000):

Dividend 
per share Record Date Payment Date
$0.09 February 9, 2001 February 23, 2001
$0.09 May 4, 2001 May 18, 2001
$0.09 August 3, 2001 August 17, 2001
$0.09 November 2, 2001 November 16, 2001

The Company may purchase up to 614,000 Class A non-voting shares
by way of a Normal Course Issuer Bid through the facilities of The
Toronto Stock Exchange and/or the New York Stock Exchange.
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During the year ended December 31, 2001, the Company purchased
6,100 Class A non-voting shares for a total consideration of $149,000
under a Normal Course Issuer Bid which expired on July 4, 2001
(244,600 shares for $3,916,000 in 2000 and 562,700 shares for
$8,038,000 in 1999). Unless terminated earlier by the Company, it
may continue to purchase shares up to July 4, 2002.
8. Contributed capital
Contributed capital re p resents the tax benefit on the diff e re n c e
between market price and exercise price on employee stock options
exercised.

9. Income taxes
The income tax provision shown in the consolidated statement of
operations is reconciled to amounts of tax that would have been
payable (recoverable) from the application of combined federal, state,
provincial and local tax rates to pre-tax profit as follows:

2001 2000 1999
(Expressed in thousands of U.S. dollars)

Profit before income tax $31,612 $71,712 $50,466

U.S. federal tax at 35% $11,092 $25,110 $17,663
Canadian tax at 44% — — —
Combined state and local tax,

net of federal tax benefit 1,977 5,846 4,444

Income taxes before 
under-noted 13,069 30,956 22,107

Tax effect of non-taxable
interest and dividends (143) (258) (177)

Tax effect of differences
between accounting and
taxable income (464) 113 1,146

Income taxes $12,462 $30,811 $23,076

Profit before income tax provision
Canadian operations $ (78) $ (32) $ —
U.S. operations $31,690 $71,744 $50,466

The U.S. income tax provision in 2001 is $12,462,000  ($30,811,000 in
2000 and $23,076,000 in 1999).  The Canadian income tax provision
in 2001 is nil  (nil in 2000 and 1999).
Income taxes included in the consolidated statements of income
represent the following:

2001 2000 1999
(Expressed in thousands of U.S. dollars)

U.S. federal tax $ 9,420 $21,817 $16,239
State and local tax 3,042 8,994 6,837

$12,462 $30,811 $23,076

A g g regate future income tax assets, which relate primarily to fixed
assets and non-deductible expenses, are included in other assets and
amounted to approximately $4,142,000 ($4,287,000 in 2000).
On a cash basis, the Company paid income taxes for the years ended
December 31, 2001, 2000 and 1999 in the amounts of $14,918,000,
$46,163,000 and $4,700,000, respectively.

10. Earnings per share
Basic earnings per share was computed by dividing net profit by the
weighted average number of Class A non-voting and Class B share s
outstanding. Diluted earnings per share includes the weighted
average Class A non-voting and Class B shares outstanding and the

effects of Class A non-voting share options using the treasury stock
method.
Earnings per share has been calculated as follows:

2001 2000 1999
Basic weighted 
average number of 
shares outstanding 12,348,051 12,108,798 12,479,550
Stock options 421,783 308,053 114,902
Diluted common shares 12,769,834 12,416,851 12,594,452
Net profit $19,150,000 $40,901,000 $27,390,000
Basic profit per share $1.55 $3.38 $2.19
Diluted profit per share $1.50 $3.29 $2.17

Stock-based compensation
In accordance with new CICA standards described in note 2 the
following presents proforma income and earnings per share impact,
using a fair-value-based calculation, of the Company’s stock-based
compensation. Amounts are expressed in thousands of U.S. dollars
except per share amounts.

December 31, 2001 December 31, 2000 December 31, 1999
A s A s A s

R e p o rted    Pro f o rm a R e p o rted    Pro f o rm a R e p o rted    Pro f o rm a
Net pro f i t $19,150 $17,267 $40,901 $39,518 $27,390 $26,215
Basic profit 

per share $1.55 $1.40 $3.38 $3.26 $2.19 $2.10
Diluted profit 

per share $1.50 $1.35 $3.29 $3.18 $2.17 $2.08
For purposes of the proforma presentation, the Company determined
fair value using an option pricing model with the following weighted
average assumptions for grants in fiscal 2001, 2000 and 1999,
respectively: risk-free interest rates ranging from 3.76% to 5.07%,
5.11% to 6.80% and 4.78% to 6.34%; expected dividend yield of
1.4%, 1.5% and 1.8%; expected life of 5 years and expected volatility
ranging from 27% to 29%, 21% to 29% and 24% to 48%. The
weighted average fair value of options granted during fiscal 2001,
2000 and 1999, respectively was $3,741,000, $952,000 and
$3,889,000. The fair value is being amortized over five years on an
a f t e r-tax basis, where  applicable for purposes of pro f o rm a
presentation. Stock options generally expire five years after the date
of grant or three months after the date of retirement, if earlier. Stock
options generally vest over a five year period with 0% in year one,
25% of the shares becoming exercisable on each of the next thre e
anniversaries of the grant date and the balance vesting in the last six
months of the option life. The vesting period is at the discretion of
the Compensation and Stock Option Committee and is determined at
the time of grant.
The calculation of fair value in this pro f o rma presentation is not
indicative of future amounts because it does not take into
consideration future grants or any diff e rence between actual and
assumed forfeitures.

11. Commitments and contingencies
(a) The Company and its subsidiaries are obligated under lease
agreements and capitalized leases expiring at various dates through
2013 to pay the following future minimum rentals:

2002 $14,508,000
2003 12,583,000
2004 10,243,000
2005 8,259,000
2006 and thereafter 42,150,000
Total $87,743,000



Certain of the leases contain provisions for rent escalation based on
increases in costs incurred by the lessor. At December 31, 2001, the
p resent value of future minimum rentals under capitalized lease
agreements was $987,000.
(b) The Company’s rent expense for the years ended December 31,
2001, 2000 and 1999 was $10,909,000, $8,233,000 and $8,182,000,
respectively.
(c) The Company, through its subsidiaries, maintains a defined
contribution plan covering substantially all full-time U.S. employees.
The Fahnestock plan provides that the Company may make
d i s c re t i o n a ry contributions. For certain employees who were
f o rmerly employed by First of Michigan Corporation (“FOM”),
contributions are made in accordance with the terms of the plan
document.
The Company made contributions to the plans of $1,525,000,
$2,503,000 and $2,692,000 in 2001, 2000 and 1999, respectively.
FOM sponsors an unfunded Supplemental Executive Retire m e n t
P rogram (“SERP”), which is a non-qualified plan that pro v i d e s
c e rtain former officers additional re t i rement benefits. Benefits
payable under the SERP were approximately $1,716,000 at December
31, 2001.
(d) On November 30, 2000 the Company established an Executive
D e f e rred Compensation Plan (“EDCP”) in order to offer to cert a i n
qualified high-performing financial consultants, a bonus based upon
a formula reflecting years of service, gross commissions and a
valuation of their clients’ assets. The bonus amounts calculated with
respect to fiscal 2001 total approximately $1,270,000 ($900,000 in
2000) and will normally vest five years from the end of the related
fiscal year. The liability is being recognized on a straight-line basis
over the vesting period. The amount expensed in 2001 was $182,000.
(e) At December 31, 2001, the Company has collateralized and
uncollateralized letters of credit for $39,500,000. Collateral for these
letters of credit include marketable securities of appro x i m a t e l y
$25,835,000, pledged to two financial institutions.
(f) The Company is involved in certain litigation arising in the
o rd i n a ry course of business. Management believes, based upon
discussions with legal counsel, that the outcome of this litigation
will not have a material effect on the Company’s financial position.
The materiality of legal matters to the Company’s future operating
results depends on the level of future results of operations as well as
the timing and ultimate outcome of such legal matters.
(g) The Company’s principal subsidiary, Fahnestock, is subject to the
u n i f o rm net capital re q u i rements of the Securities and Exchange
Commission (“SEC”) under Rule 15c3-1 (the “Rule”). Fahnestock
computes its net capital requirements under the alternative method
p rovided for in the Rule which re q u i res that Fahnestock maintain
net capital equal to two percent of aggregate customer related debit
items, as defined in SEC Rule 15c3-3. At December 31, 2001,
Fahnestock had net capital of $167,843,000, which was $157,658,000
in excess of the $10,185,000 required to be maintained at that date. 
(h) In accordance with the Securities and Exchange Commission’s
No Action Letter dated November 3, 1998, the Company has
computed a re s e rve re q u i rement for the pro p r i e t a ry accounts of
i n t roducing firms as of December 31, 2001. The Company had no
deposit requirements as of December 31, 2001. 

12. Financial instruments with off-balance sheet risk and concen-
tration of credit risk
In the normal course of business, the Company’s securities activities
involve execution, settlement and financing of various securities
transactions for customers. These activities may expose the
Company to risk in the event customers, other brokers and dealers,

banks, depositories or clearing organizations are unable to fulfill
their contractual obligations.
The Company is exposed to off-balance sheet risk of loss on unsettled
transactions in the event customers and other counterparties are
unable to fulfill their contractual obligations. It is the Company’s
policy to periodically review, as necessary, the credit standing of each
counterparty with which it conducts business.
Securities sold, but not yet purchased re p resent obligations of the
Company to deliver the specified security at the contracted price and
thereby create a liability to repurchase the security in the market at
p revailing prices. Accord i n g l y, these transactions result in off -
balance-sheet risk, as the Company’s ultimate obligation to satisfy
the sale of securities sold, but not yet purchased may exceed the
amount recognized on the balance sheet. Securities positions are
monitored on a daily basis.
The Company’s customer financing and securities lending activities
require the Company to pledge customer securities as collateral for
various financing sources such as bank loans and securities lending.
At December 31, 2001, the Company had appro x i m a t e l y
$643,000,000 of customer securities under customer margin loans
that are available to be pledged of which the Company has repledged
a p p roximately $104,916,000 under securities loan agreements. In
addition, the Company has received collateral of appro x i m a t e l y
$51,712,000 under securities borrow agreements of which the
Company has repledged approximately $35,551,000 as collateral
under securities loans agreements. Included in receivable fro m
brokers and clearing organizations are receivables from three major
U.S. broker-dealers totalling $32,997,000.
The Company monitors the market value of collateral held and the
market value of securities receivable from others. It is the Company’s
policy to request and obtain additional collateral when exposure to
loss exists. In the event the counterparty is unable to meet its
contractual obligation to return the securities, the Company may be
exposed to off-balance sheet risk of acquiring securities at prevailing
market prices.
As part of its trading strategy, the Company uses derivative financial
i n s t ruments. Net revenues from principal transactions, including
derivatives, for the year ended December 31, 2001 included net
revenues from trading equities of $35,485,000 ($71,830,000 in 2000
and $57,078,000 in 1999) and net revenues from trading fixed
income securities of $20,889,000 ($12,590,000 in 2000 and
$13,936,000 in 1999). Net gains from derivatives for the year ended
December 31, 2001 were approximately $2,302,000.
F u t u res contracts, comprised mainly of stock index future s ,
represent commitments to purchase or sell securities at a future date
and at a specified price. Credit risk and market risk exist with respect
to these instruments. Credit risk associated with the contracts is
limited to amounts re c o rded in the balance sheet. Notional or
contractual amounts are used to express the volume of these
transactions, and do not represent the amounts potentially subject to
market risk. At December 31, 2001, the Company had open contracts
to sell stock index futures contracts with notional values of
a p p roximately $5,746,000 ($10,012,000 in 2000). The fair value of
these derivative financial instruments included in brokers and
clearing organizations at December 31, 2001 was appro x i m a t e l y
$366,000 ($461,000 in 2000), and the monthly average fair values of
the instruments during the year were assets of $70,000 and liabilities
of $203,000 (assets of $333,000 and liabilities of $466,000 in 2000). 
Cash is deposited to satisfy initial margin re q u i rements for open
f u t u res contracts and is included in receivable from brokers and
clearing organizations with any gain or loss from the unsettled
futures transactions.
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At December 31, 2001 the Company had outstanding commitments
to buy and sell of $2,393,000 and $1,368,000, re s p e c t i v e l y, of
m o rtgage-backed securit ies on a when issued basis. These
commitments have off-balance sheet risks similar to those described
above.

13. Acquisitions
(a) On September 17, 2001 a subsidiary of the Company acquire d
a p p roximately 91.6% of the outstanding common stock of
Josephthal Group, Inc. On October 15, 2001, the Company acquired
substantially all of the remaining outstanding common shares. The
Company paid $1 for the stock and assumed liabilities of
$23,885,000. The results of Josephthal’s operations since September
17, 2001 have been included in the Company’s consolidated financial
statements. Josephthal indirectly owns 100% of Josephthal & Co.,
Inc., a private New York based, full service broker-dealer founded in
1910 with approximately 265 financial consultants in 25 off i c e s
a c ross the United States at the time of closing. The acquisition
f u rthers the Company’s growth and expansion and significantly
extends its private client network, as well as providing additional
managerial expertise. The acquisition was accounted for by the
purchase method as follows:

Cash $3,139,000
Securities owned, at market 277,000
Receivable from brokers and dealers 6,425,000
Furniture, equipment and leasehold improvements, net 2,864,000
Deposits and other assets 6,238,000

18,943,000
Deduct:
Securities sold but not yet purchased, at market (220,000)
Accounts payable and accrued liabilities (23,665,000)
Excess of cost over fair value of assets acquired 

allocated to goodwill $4,942,000

(b) On November 9, 2001 a subsidiary of the Company acquire d
100% of the outstanding common shares of Grand Charter Group,
Incorporated (“Grand Charter”) for cash consideration of
$2,892,000. The results of Grand Charter’s operations since that date
have been included in the Company’s consolidated financial
statements. Grand Charter owns 100% of Prime Charter Ltd., a
t w e l v e - y e a r-old full service securities firm with approximately 110
financial consultants operating from offices in New York City and
Boca Raton, Florida. The acquisition furthers the Company’s growth
and expansion in its private client business and provides additional
managerial expertise. The acquisition was accounted for by the
purchase method as follows:

Cash and cash equivalents $1,103,000
Securities owned, at market 279,000
Receivable from clearing organizations 1,075,000
Furniture, equipment and leasehold improvements, net 417,000
Deposits and other assets 3,028,000

5,902,000
Deduct:
Short-term bank loans (500,000)
Securities sold but not yet purchased, at market (50,000)
Accounts payable and accrued liabilities (3,086,000)
Fair value of assets acquired 2,266,000
Purchase price paid 2,892,000
Excess of cost over fair value of assets acquired 

allocated to goodwill $626,000

The acquisitions of Josephthal and Grand Charter bring a total of
375 financial consultants and 27 additional offices, and represent a
significant increase to the Company’s private client business.
Economic conditions led to financial difficulty at both Josephthal
and Grand Charter.

P resented below are unaudited pro f o rma consolidated results of
operations. Amounts presented for 2001 and 2000 give effect to the
acquisitions of Josephthal Group, Inc. and Grand Charter Gro u p ,
Incorporated as if the transactions were consummated at the
beginning of each of the  periods presented. The pro f o rm a
information is for comparative purposes only and is not necessarily
indicative either of the actual results that would have occurred if the
acquisition had been consummated at the beginning of the period
presented, or of future operations of the combined companies. The
Company anticipates certain cost savings as a result of the
consolidation of the operations of the acquired businesses with the
Company’s business.

Year ended December 31,
2001 2000

(Expressed in thousands of U.S. dollars) 

Revenue $344,198,000 $522,738,000
Profit before tax $21,171,000 $73,947,000
Net profit $14,816,000 $42,078,000
Basic earnings per share $1.20 $3.47
Diluted earnings per share $1.16 $3.39

14. Related Party Transactions
The Company has notes and accounts receivable for employees, net,
of approximately $12,490,000 at December 31, 2001. These amounts
will be forgiven over a three-year period from the initial date of the
loan and are contingent on their continued employment with the
C o m p a n y. The unamortized potion of the notes become due on
demand in the event the employee departs during the thre e - y e a r
period.

15. Segment Information
The Company has determined its reportable segments based on the
C o m p a n y ’s method of internal re p o rting, which disaggregates its
retail business by branch and its pro p r i e t a ry and investment
banking businesses by product. The Company’s segments are :
Private Client includes all business generated by the Company’s 92
branches, including commission and fee income earned on client
transactions; Capital Markets includes market-making activities in
over-the-counter equities, institutional trading in both fixed income
and equities, structured assets transactions, bond trading, trading in
m o rtgage-backed securities, corporate underwriting activities,
public finance activities, and syndicate participation; Interest is
derived from client margin accounts, stock loan activities and
financing activities;  and Asset Management includes fees fro m
money market funds and the investment management services of
F a h n e s t o c k ’s asset management divisions employing various
programs to professionally manage client assets either in individual
accounts or in funds.  The Company evaluates the performance of its
segments and allocates resources to them based upon profitability.

The Company’s business is predominantly in the U.S.  Asset
i n f o rmation by re p o rtable segment is not re p o rted, since the
Company does not produce such information for internal use. 
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The table below presents information about the reported revenue and
operating income (profit before income taxes) of the Company for
the years ended December 31, 2001, 2000 and 1999. 

Year ended December 31,
2001 2000 1999
(Expressed in thousands of U.S. dollars) 

Revenue:
Private Client $140,028 $154,698 $148,584
Capital Markets 73,752 82,700 74,027
Asset Management 15,266 13,347 12,177
Interest 31,560 60,817 39,753
Other 655 4,937 4,570

Total $261,261 $316,499 $279,111

Operating Income:
Private Client* $(5,912) $5,065 $5,220
Capital Markets 12,835 26,537 16,307
Asset Management 10,512 8,168 7,760
Interest 15,836 25,657 18,382
Other (1,659) 6,285 2,797

Total $31,612 $71,712 $50,466

*Losses in fiscal 2001 in the Private Client segment are the result of

operating losses and acquisition costs relating to Josephthal and
Prime Charter, as well as business disruption after September 11th.

16. Subsequent events
(a) On January 24, 2002, a cash dividend of U.S.$0.09 per share
(totalling $1,129,000) was declared payable on February 22, 2002 to
holders of Class A non-voting and Class B shares of re c o rd on
February 8, 2002.
(b) On January 28, 2002, the Company announced that its wholly-
owned subsidiary Freedom Investments, Inc. agreed to acquire the
business operated by BUYandH0LD Securities Corporation and
affiliates for cash consideration of $2,000,000 plus the market value
of securities owned by BUYandHold at the date of closing. The
acquisition closed on March 12, 2002.
B U YandHOLD is a privately held retail online brokerage firm
h e a d q u a rt e red in Edison, New Jersey, which launched the first
d o l l a r-based equity-investing platform in 1999 and currently has a
client base of over 125,000 accounts.

17. Quarterly Information (unaudited)
(Expressed in thousands of dollars, except per share amounts)

(a) Quarterly Information 
Year ended December 31, 2001 Year ended December 31, 2000

Fiscal Quarters Fourth Third Second First Total Fourth Third Second First Total

Revenue $77,142 $53,748 $56,876 $73,495 $261,261 $74,218 $69,465 $69,424 $103,392 $316,499
Profit before income taxes $3,484 $5,657 $6,851 $15,620 $31,612 $11,118 $11,864 $14,405 $34,325 $71,712
Net profit $2,780 $3,334 $3,919 $9,117 $19,150 $7,654 $6,375 $8,292 $18,580 $40,901
Earnings per share:

Basic $0.22 $0.27 $0.32 $0.74 $1.55 $0.66 $0.53 $0.68 $1.52 $3.38
Diluted $0.22 $0.26 $0.30 $0.71 $1.50 $0.61 $0.51 $0.67 $1.50 $3.29

Dividends per share $0.09 $0.09 $0.09 $0.09 $0.36 $0.08 $0.08 $0.08 $0.07 $0.31
Market price of 
Class A Shares:

High $28.35 $28.40 $29.25 $27.60 $29.25 $24.10 $23.00 $18.875 $17.125 $24.10
Low $23.15 $24.30 $24.75 $22.00 $22.00 $19.875 $18.4375 $16.50 $14.5625 $14.562

The price quotations above were supplied by the New York Stock Exchange.

(b) Comparative Quarterly Consolidated Statements of Retained earnings
The following quarterly comparative information is presented to address the requirements of CICA Handbook Section 1751.10(c) and in the future,
such information will be included in the interim reports to shareholders.

Year ended December 31, 2001 Year ended December 31, 2000
Fiscal Quarters Fourth Third Second First Fourth Third Second First
Balance at beginning  of period $ 2 0 1 , 3 2 5 $ 1 9 9 , 1 0 7 $ 1 9 6 , 3 0 0 $ 1 8 8 , 2 8 2 $ 1 8 1 , 5 9 6 $ 1 7 6 , 1 8 6 $ 1 6 8 , 8 6 4 $ 1 5 1 , 1 3 9
Net profit for period 2 , 7 8 0 3 , 3 3 4 3 , 9 1 9 9 , 1 1 7 7 , 6 5 4 6 , 3 7 5 8 , 2 9 2 1 8 , 5 8 0
Dividends paid ( 1 , 1 1 6 ) ( 1 , 1 1 5 ) ( 1 , 1 1 3 ) ( 1 , 0 9 9 ) ( 9 6 8 ) ( 9 6 6 ) ( 9 6 9 ) ( 8 5 5 )

Balance at end of period $ 2 0 2 , 9 8 9 $ 2 0 1 , 3 2 5 $ 1 9 9 , 1 0 7 $ 1 9 6 , 3 0 0 $ 1 8 8 , 2 8 2 $ 1 8 1 , 5 9 6 $ 1 7 6 , 1 8 6 $ 1 6 8 , 8 6 4
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(c )  Comparative Quarterly Consolidated Statements of Cash Flows
The following quarterly comparative information is presented to address the re q u i rements of CICA Handbook Section 1751.16(d) and in the
future, such information will be included in the interim reports to shareholders.

Year ended December 31, 2001 Year ended December 31, 2000
Fiscal Quarters Fourth Third Second First Fourth Third Second First
Cash flows from operating activities:
Net profit for year $ 2 , 7 8 0 $ 3 , 3 3 4 $ 3 , 9 1 9 $ 9 , 1 1 7 $7,654 $6,375 $8,292 $18,580
Adjustments to reconcile net profit 
to net cash provided by (used in) 
operating activities:

Non-cash items included in net pro f i t :
D e p reciation and amort i z a t i o n 1 , 4 1 4 9 6 4 7 9 0 8 0 6 931 1,006 672 863
Loss on disposal of fixed assets 4 4 3 – – – – – – –

D e c rease (increase) in operating assets, 
net of the effect of acquisitions:

Restricted deposits ( 1 6 9 ) 1 4 1 4 4 2 ( 9 5 ) (345) 263 51 (289)
Securities purchased under 

a g reement to re s e l l 2 , 0 0 0 – ( 6 9 9 ) 2 2 , 1 9 9 3,080 2,773 21,681 23,526
Deposits with clearing 

o rg a n i z a t i o n s ( 2 , 8 8 1 ) 1 1 , 3 1 9 ( 1 0 , 7 0 8 ) 5 0 1 (1,082) 624 5,616 (5,120)
Receivable from brokers 

and clearing org a n i z a t i o n s 8 8 , 9 8 2 ( 7 5 , 5 3 5 ) 4 8 3 , 9 9 0 ( 4 5 9 , 9 7 4 ) 36,501 (17,228) 13,763 (26,926)
Receivable from customers ( 1 4 4 , 2 6 4 ) 1 9 , 5 3 9 3 , 9 2 1 8 5 , 4 0 0 82,591 (9,473) 58,755 (124,135)
Securities owned ( 8 , 1 4 3 ) 5 , 1 8 1 ( 2 , 4 3 1 ) 6 , 9 1 7 (3,205) 7,894 3,312 3,700
Other assets ( 1 , 8 7 4 ) ( 2 , 6 0 5 ) ( 4 0 ) ( 1 , 5 9 7 ) (5,124) (2,502) 4,687 (305)

I n c rease (decrease) in operating 
liabilities, net of the effect of acquisitions:

Drafts payable 9 , 4 4 8 ( 4 , 0 1 8 ) 1 , 1 5 3 ( 1 2 , 4 2 5 ) (7,044) 12,182 (6,525) 3,086
Securities sold under 

a g reement to re p u rc h a s e ( 2 , 0 0 0 ) - ( 4 5 3 , 1 5 5 ) 4 3 1 , 6 5 5 (12) (488) (20,031) (25,000)
Payable to brokers and 

clearing org a n i z a t i o n s ( 2 3 , 1 7 7 ) 5 8 , 6 7 6 ( 4 7 1 ) ( 7 7 , 9 6 6 ) (103,153) 93,130 2,807 20,215
Payable to customers 9 8 , 8 2 0 ( 7 , 4 8 0 ) ( 5 , 1 4 1 ) ( 2 2 , 3 4 6 ) 17,635 (39,571) (12,791) 34,054
Securities sold, but not yet purc h a s e d 4 7 6 ( 4 , 5 6 2 ) 1 0 6 4 , 4 7 8 (4,533) (1,082) (6,407) 1,514
Accounts payable and other liabilities ( 1 0 , 9 2 6 ) 8 , 9 2 2 ( 2 , 1 8 3 ) ( 5 , 7 5 4 ) (4,512) 497 (191) (1,298)
Tax benefit from employee options 

e x e rc i s e d 9 4 5 1 1 7 3 2 9 6 237 – – –
Income taxes payable ( 2 , 7 6 1 ) 1 , 3 9 6 ( 4 , 9 3 7 ) 2 , 8 1 5 (8,517) (81) (698) (7,310)

Cash  provided by (used in) 
operating activities 8 , 2 6 2 1 5 , 3 2 3 1 4 , 7 2 9 ( 1 5 , 9 7 3 ) 11,102 54,319 72,993 (84,845)

Cash flows from investing activities:
P u rchase of Josephthal Group, Inc., 

net of cash acquire d – 3 , 1 3 9 – – – – – –
P u rchase of Grand Charter Group, 

Incorporated net of cash acquire d ( 1 , 7 8 9 ) – – – – – – –
Purchase of Propp & Company Inc., 

net of cash acquired – – – – 115 (143) (740) –
P u rchase of fixed assets ( 4 2 2 ) ( 1 8 5 ) ( 2 5 2 ) ( 1 5 0 ) (328) (818) (431) (244)

Cash used in investing activities ( 2 , 2 1 1 ) 2 , 9 5 4 ( 2 5 2 ) ( 1 5 0 ) (213) (961) (1,171) (244)
Cash flows from financing activities:

Cash dividends paid on Class A 
non-voting and Class B share s ( 1 , 1 1 6 ) ( 1 , 1 1 5 ) ( 1 , 1 1 3 ) ( 1 , 0 9 9 ) (968) (966) (969) (855)

Issuance of Class A non-voting share s 5 0 2 2 9 3 5 8 1 3 , 3 4 7 93 562 279 14
R e p u rchase of Class A non-voting 

s h a res for cancellation ( 1 9 ) ( 1 3 0 ) – – – – (1,708) (2,208)
I n c rease (decrease) 

in bank call loans 7 , 2 5 1 ( 1 9 , 0 8 3 ) ( 1 3 , 2 0 0 ) 1 1 , 7 6 7 (7,384) (51,482) (70,516) 88,959
Cash provided by (used in) financing 

a c t i v i t i e s 6 , 6 1 8 ( 2 0 , 0 3 5 ) ( 1 3 , 7 3 2 ) 1 4 , 0 1 5 (8,259) (51,886) (72,914) 85,910
Net increase (decrease) in cash and 

s h o rt - t e rm deposits 1 2 , 6 6 9 ( 1 , 7 5 8 ) 7 4 5 ( 2 , 1 0 8 ) 2,630 1,472 (1,092) 821
Cash and short - t e rm deposits, 

beginning of period 1 1 , 5 4 8 1 3 , 3 0 6 1 2 , 5 6 1 1 4 , 6 6 9 12,039 10,567 11,659 10,838
Cash and short - t e rm deposits, 

end of period $ 2 4 , 2 1 7 $ 1 1 , 5 4 8 $ 1 3 , 3 0 6 $ 1 2 , 5 6 1 $14,669 $12,039 $10,567 $11,659
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