T

il |

e 02033496
: ‘:: [ ﬂ&/@y//”‘u@ 7%4//5 MY %%’WJ&W [ _SeLtt & I

i A~E _
‘ NBURG THALMANN FINANCIAL SERVICES |
I‘ Annual Report 2001 %
- i
!
i




Financial Services Inc.

WHOLESALE TRADING
ACTIVITIES

Each of our subsidiaries buys, sells
and maintains an inventory of various
securities in order to make a market
in those securities. Qur trading
departments make a market in more
than 4,200 securities including corpo-
rate debt and equity, U.S. government
obligations, as well as those of federal
agencies, tax-exempt securities,
Eurobonds and options. When our
subsidiaries receive a buy or sell order
for a security in which they make a
market, they may act as a principal
and purchase from, or sell to, their
customers the security on a disclosed
basis at a price set in accordance with
applicable securities regulations.
Trading profits or losses depend
upon the skills of the employees
engaged in market making activities,
the capital allocated to positions
in securities and the general trends
of prices in the securities markets.
Trading as a principal requires the
commitment of capital and creates
an opportunity for profits and risk
of loss due to market fluctuations.
Our subsidiaries may take both long
{ownership) and short {borrowing
shares to effect sales of such shares)
positions in those securities in which

they make a market.

WEALTH MANAZEEMENT
STRATEGY

Our subsidiaries provide their cus-
tomers with a broad range of wealth

management services in order to help

them manage their financial resources.

Through our subsidiary, Financial
Partners Capital Management Inc.,

a registered investment adviser, we
are able to provide clients with discre-
tionary portfolioc management and
financial planning.

Financial Partners Capital
Management Inc. offers planning
services primarily to corporate execu-
tives and other high net-worth individ-
uals. The process includes a thorough
evaluation of the client’s current finan-
cial position, income tax planning,
estate and gift planning, comprehen-
sive retirement planning and cash
flow analysis among other services.

Our subsidiaries also provide
comprehensive investment manage-
ment services to high net-worth indi-
viduals, corporations and pension
fund clients. Through our subsidiary,
Ladenburg Thalmann Asset
Management Inc., a registered invest-
ment adviser, we are able to give our
clients the ability to invest with a vari-
ety of money managers and investment
funds. Ladenburg Thalmann Asset
Management’s review process entails
focusing on a client’s tolerance for
risk, capital growth expectations
and income requirements as well
as analyzing whether the client

may benefit from investing in tax-

advantaged products.

We have also established two pri-
vate investment funds, the Ladenburg
Thalmann Ukraine Fund and the
Ladenburg Focus Fund, L.P. The
Ukraine Fund is a closed end invest-
ment fund that seeks capital growth
by investing primarily in companies
in the Ukraine, the securities of which
appear to be attractive either in rela-
tionship to their underlying assets, or
from the standpoint of their potential
long-term profit growth. Our wholly
owned subsidiary, Ladenburg
Thalmann International Ltd.,
is the investment advisor to the
Ukraine Fund.

The Ladenburg Focus Fund is an
open ended private investment fund
that invests its capital in publicly
traded equity securities for the benefit
of a number of our clients. Qur
wholly owned subsidiary, Ladenburg
Capital Fund Management Inc., is the
general partner of this fund for which
it receives an annual management fee
based on the net assets of the fund
and an incentive fee based on the

performance of the fund each year.




RETAIL BUSINESS

Most of Ladenburg Thalmann
Financial Services Inc.’s revenues

in the last several years have been
generated from our subsidiaries’ retail
business (48.2% in 2001, 44.5%

in 2000 and 54.8% in 1999). Our
subsidiaries’ client services and insti-
tutional sales departments serve
approximately a total of 79,000
accounts worldwide. Each of our
subsidiaries charge commissions to
our individual and institutional clients
for executing buy and sell orders of
securities on national and regional
exchanges and in the over-the-

counter market.

INVESTMENT BANKING
ACTIVITIES

A significant portion of our revenues
is generated from our subsidiaries’
investment banking activities {12.5%
in 2001, 17.8% in 2000 and 10.8%
in 1999). Our investment banking
areas maintain relationships with
businesses and provide them with
research, advisory and investor rela-
tions support. Services include: merger
and acquisition consulting; manage-
ment of and participation in under-
writing of public and private equity
and debt financings; rendering
appraisals, financial evaluations and
fairness opinions; and providing gen-
eral banking and corporate finance
consulting services.

In the corporate finance area, our
subsidiaries have been active as under-

writers or selling group members in

numerous public equity transactions.

Participation as a managing under-
writer or in an underwriting syndicate
involves both economic and regulatory
risks. An underwriter may incur losses
if it is unable to resell the securities it
is committed to purchase. In addition,
under the federal securities laws, other
laws and court decisions with respect
to underwriters’ liabilities and limita-
tions on the indemnification of under-
writers by issuers, an underwriter is
subject to substantial potential liabil-
ity for misstatements or omissions of
material facts in prospectuses and.
other communications with respect to
such offerings. Acting as a managing
underwriter increases these risks.
Underwriting commitments constitute
a charge against net capital and our
subsidiaries’ ability to make under-
writing commitments may be limited
by the requirement that they must at
all times be in compliance with regu-

lations regarding their net capital.

INVESTMENT ACTIVITIES

Our subsidiaries also seek to realize
Investment gains by purchasing, sell-
ing and holding securities for their
own account on a daily basis. Each

of our subsidiaries engages for its own
account in the arbitrage of securities.
We are required to commit the capital
necessary for use in these investment
activities. The amount of capital com-
mitted at any particular time will vary
according to market, economic and
financial factors, including the other
aspects of our business. Additionally,
in connection with our investment

banking activities, our subsidiaries
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also receive warrants that entitle them
to purchase securities of the corporate
issuers for which they raise capital or

provide advisory services.

ReEsEARCH SERVICES

Our research departments focus on
Investigating investment opportunities
by utilizing fundamental, technical
and quantitative methods to conduct
in-depth analysis. Our research depart-
ments: review and analyze general
market conditions and other industry
groups; issue written reports on com-
panies, with recommendations on
specific actions to buy, sell or hold;
furnish information to retail and
institutional customers; and respond
to inquiries from customers and
financial consultants.

Additionally, our research ana-
lysts interface regularly with industry
leaders and portfolio managers in
order to produce actionable evalua-
tions and decisions. These recommen-
dations are communicated to clients
and the firm via company and

industry reports.
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LADENBURG THALMANN FINANCIAL SERVICES INC,

IS A MHOLDING COMPANY ENGAGED IN RETAIL AND
INSTITUTIDONAL SECURITIES BROKERAGE, INVESTMENT
BANKING AND RESEARCH SERVICES THROUGH OUR
PRINCIPAL OPERATING SUBSIDIARIES, LADENBURG
THALMANN & CO. INC. AND LADENBURG TCAPITAL
MANAGEMENT [INC. WE ARE COMMITTED TO ESTAB-
LISHING A SIGNIFICANT PRESENDE IN THE FINANCIAL
SERVICES INDUSTRY BY MEETING THE VARYING
INVESTMENT NEEDS OF OUR CORFPORATE, INSTITW-

TIONAL AND INDIVIDUAL CLIENTS.




To OUR VALUED SHAREHMOLDERS:

2001 represented a year of significant
accomplishments for Ladenburg
Thalmann Financial Services Inc. In a
challenging economic environment, the
Company was able to complete a sig-
nificant transaction, double its assets
and grow revenues. We were also able
to increase our breadth and depth of
services and expand our various busi-

nesses in a competitive marketplace.

In May 2001, we completed the com-
bination of GBI Capital Management
Corp. and Ladenburg Thalmann &
Co. Inc., a business transforming
transaction which gave us the critical
mass to reach more customers,
improve our distribution capabilities,
and fuel our top- and bottom-line
growth. We believe that the extensive
retail brokerage business conducted by
Ladenburg Capital Management Inc.
{formerly GBI Capital Partners Inc.)
complements Ladenburg Thalmann
& Co. Inc.’s strong corporate finance
and research capabilities and will
help build our leadership position as

a market maker.

As part of this transaction, New Valley
Corporation became the firm’s largest
shareholder and Ladenburg Thalmann
& Co. Inc. became our wholly owned
subsidiary. Additionally, as part of this
transaction, we changed our name to
Ladenburg Thalmann Financial Services
Inc. and changed our American Stock

Exchange symbol to “LTS.”

Importantly, this transaction helped us
double our assets and increase revenue
in one of the most challenging eco-
nomic environments in recent history.
Our assets doubled to almost $100
and revenues for the full year ended
December 31, 2001 were $94.0
million, compared to $89.6 million
for the 2000 period. The revenues
were primarily generated from our
subsidiaries” retail business and invest-

ment banking activities.

In December of 2001, New Valley
distributed its 53.6% majority interest
in our common stock to holders of
New Valley common shares through a
special dividend. As a result, New

Valley’s beneficial ownership of our

Ladenburg Thalmann Financial Services Inc.

common stock decreased to 8.6%

and the number of beneficial holders
of our stock increased from approxi-
mately 350 to approximately 13,800

beneficial holders.

We are committed to establishing a
significant presence in the financial
services industry by meeting the vary- 1 s
ing needs of our corporate, institutional
and individual clients, through a
coordinated effort among corporate
finance, research, capital markets,
investment management, brokerage
and trading professionals. We are
confident in Ladenburg Thalmann
Financial Services’ ability to build on
our 2001 results and deliver growing
value to shareholders in the future.

Thank you for your continued support.
Sincerely,

pueds,

HowaAaRD M. LORBER
Chairman

o

VIETOR M. RIVvAas

President and Chief Executive Officer
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Ladenburg Thalmann Financial
Services Inc. is a holding company
engaged in retail and institutional secu-
rities brokerage, investment banking
and research services through our prin-
cipal operating subsidiaries, Ladenburg
Thalmann & Co. Inc. and Ladenburg
Capital Management Inc. (formerly
known as GBI Capital Partners Inc.).
Ladenburg Thalmann & Co. Inc. is

a member of the New York Stock
Exchange (“NYSE”), the American
Stock Exchange (“AMEX?”), the
National Association of Securities
Dealers (“NASD”) and all other
principal exchanges as well as the
Securities Investor Protection
Corporation (“SIPC”). Ladenburg
Capital Management Inc. is a member

of the NASD and SIPC.

LADENBURGE THALMANN
& Co. ING.

Ladenburg Thalmann & Co. Inc. is

a full service broker-dealer that has
been a member of the NYSE since
1879. It provides its services principally
for middle market and emerging
growth companies and high net worth
individuals through a coordinated effort
among corporate finance, research,
capital markets, investment manage-
ment, brokerage and trading profes-
sionals. Ladenburg Thalmann & Co.
Inc. is subject to regulation by, among
others, the Securities and Exchange
Commission (“SEC”), the NYSE, the
NASD and the SIPC. Ladenburg
Thalmann & Co. Inc. currently has
approximately 100 registered repre-
sentatives and 100 other full time
employees. Its client services and insti-
tutional sales departments serve
approximately 22,000 accounts
worldwide and its asset management
area provides investment management

and financial planning services to

numerous individuals and institutions.

LADENBURG CAPITAL
MANAGEMENT [INC.

Ladenburg Capital Management Inc. is
a registered broker-dealer and a mem-
ber firm of the NASD and the SIPC.
Ladenburg Capital Management Inc.’s
business activities consist primarily of
retail sales and trading of exchange
listed and over-the-counter equity
securities, options and mutual funds,
as well as investment banking and
research services. It currently has
approximately 440 registered represen-
tatives and 260 other full time employ-
ees maintaining approximately 56,800

retail and institutional accounts.
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SELECTED FINANGCIAL DATA

The selected financial data set forth below is derived from our audited financial statements. This selected financial data
should be read in conjunction with the section under the caption “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” and the Consolidated Financial Statements included elsewhere in this Annual Reporrt.

Year Ended December 31,

(In thousands, except per share amounts) 2001 2000 1999 1998 1997
Operating Results(2):

Total revenues $ 93,953 $89,584 $77,171 $66,569 $ 56,196
Total costs and expenses 106,202 83,372 74,107 72,741 67,654
{Loss) income before income taxes (12,249) 6,212 3,064 (6,172} (11,458)
Net (loss) income (12,293) 5,090 4,006 (6,175) (10,272)

Per common and equivalent share(b):

Basic and diluted:
(Loss) income per common share $  (0.31) $ 0.15 $ 0.12 $ (0.18) $ (0.30)

Basic and diluted weighted average
common shares(b) 39,458,057 34,647,170 34,647,170 34,647,170 34,647,170

Balance Sheet Data:

Total assets $ 98,407 $50,354 $49,139 $55,671 $ 78,522 3
Total liabilities, excluding

subordinated liabilities 60,713 20,054 23,930 22,298 47,377
Subordinated debt 2,500 — — 18,500 10,000
Shareholders’ equity 35,194 30,300 25,209 14,874 21,145
Other Data:
Ratio of assets to shareholders’ equity 2.80 1.66 1.95 3.74 3.71
Return on average equity (38.0)% 18.3% 20.0% (34.3)% (39.7)%
Return on average equity

before income taxes (37.5)% 22.4% 153% (34.3)% (38.6)%
Book value per share(b) $ 0.84 $ 1.67 $ 1.39 $ 0.82 $ 116
Registered representatives 540 250 171 200 191

(a) The financial data prior to May 7, 2001 reflect Ladenburg Thalmann & Co.s financial results and the financial data afterwards reflect Ladenburg Thabmann
Financial Services’ financial results. .

(b) All per share data prior to May 7, 2001 have been retroactively adjusted to reflect the number of equivalent shares received by the former stockholders of
Ladenburg Thalmann & Co. in the form of conmmon stock, convertible notes and cash.
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MANAGCGEMENT’'S DISCUSSIDON AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS QOF QOPERATIONS

(Dollars in Thousands, Except Per Share Amounts)

Introduction

The condensed consolidated financial statements include
our accounts and the accounts of our wholly owned sub-
sidiaries. Our subsidiaries include Ladenburg Thalmann
& Co. Inc., Ladenburg Capital Management Inc., and
Ladenburg Fund Management Inc., formerly known as
GBI Fund Management Corp.

Prior to May 7, 2001, Ladenburg Capital Management and
Ladenburg Fund Management were our only subsidiaries.
On May 7, 2001, we acquired all of the outstanding com-
mon stock of Ladenburg Thalmann & Co., and our name
was changed from GBI Capital Management Corp. to
Ladenburg Thalmann Financial Services Inc. The acquisi-
tion of Ladenburg Thalmann & Co. has been accounted
for under the purchase method of accounting as a reverse
acquisition. For accounting purposes, Ladenburg Thalmann
& Co. has been treated as the acquirer of us as Ladenburg
Thalmann & Cos stockholders held a majority of our
common stock following the transaction. As a result of
the reverse acquisition treatment, the historical financial
statements prior to May 7, 2001 are those of Ladenburg
Thalmann & Co. and our financial results are included
beginning May 7, 2001. In connection with the acquisition,
all per share data have been restated to reflect retroactively
the number of shares of common stock, convertible notes
and cash to be received by the former stockholders of
Ladenburg Thalmann & Co. We have changed our fiscal
year-end from September 30 to December 31 to conform
to the fiscal year-end of Ladenburg Thalmann & Co.

Recent Developments

Ladenburg Thalmann & Co. Transaction. On May 7,
2001, we acquired all of the outstanding common stock
of Ladenburg Thalmann & Co. for 23,218,599 shares of
common stock, $10,000 cash and $10,000 principal amount
of senior convertible notes due December 31, 2005. The
notes bear interest at 7.5% per annum and are convertible
into 4,799,271 shares of our common stock. Upon closing,
New Valley, the previous 80.1% owner of Ladenburg
Thalmann & Co., acquired an additional 3,945,060 of
our shares from our former chairman for $1.00 per share.
Following completion of the transaction, the former stock-
holders of Ladenburg Thalmann & Co. owned 64.6% and
59.9% of our common stock on a basic and fully-diluted
basis, respectively. On December 21, 2001, New Valley
distributed its 22,543,158 shares of our common stock, a
53.6% interest, to holders of New Valley common shares
through a special dividend. Following completion of the

special dividend, New Valley continued to hold $8,010
principal amount of our senior convertible promissory
notes, convertible into 3,844,216 shares of our common
stock, and a warrant to purchase 100,000 shares of our
common stock at $1.00 per share. New Valley intends
within a 12-month period from November 30, 2001 to
distribute to its stockholders its remaining interests in
our common stock.

To provide the funds for the acquisition of the common
stock of Ladenburg Thalmann & Co., we borrowed
$10,000 from Frost-Nevada, Limited Partnership and
issued to Frost-Nevada $10,000 principal amount of
senior convertible notes due December 31, 2005. The
notes bear interest at 8.5% per annum and are convertible
into 6,497,475 shares of our common stock. These notes,
together with the notes issued to the stockholders of
Ladenburg Thalmann & Co., are secured by a pledge

of the Ladenburg Thalmann & Co. stock.

The actual number of shares of common stock may be
further increased and the conversion prices on the senior
convertible notes may be further decreased on or about
May 7, 2003, pending a final resolution of our pre-closing
litigation adjustments.

September 11, 2001 Events. On September 11, 2001 ter-
rorists attacked the World Trade Center complex in New
York, which subsequently collapsed and damaged sur-
rounding buildings, including one occupied by a branch
office of Ladenburg Capital Management. These events
resulted in the suspension of trading of U.S. equity securi-
ties for four business days and precipitated the relocation
of approximately 180 employees to Ladenburg Thalmann
& Co’s mid-town New York headquarters. Although some
of Ladenburg Capital Management’s businesses were tem-
porarily disrupted, all its businesses are now functioning
and serving clients. We are insured for loss caused by phys-
ical damage to property. This includes repair or replacement
of property and lost profits due to business interruption,
including costs related to lack of access to facilities. We
expect to recognize insurance recoveries in future periods.
Insurance recoveries recognized are based on cash expendi-
tures, which will vary from expense recognition under gen-
erally accepted accounting principles.

Critical Accounting Policies

Financial Reporting Release No. 60, which was recently
released by the SEC, requires all companies to include a
discussion of critical accounting policies or methods used
in the preparation of financial statements. Note 2 to our
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consolidated financial statements includes a summary of
the significant accounting policies and methods used in
the preparation of our consolidated financial statements.
The following is a brief discussion of the more significant
accounting policies and methods used by us.

General. The preparation of financial statements in con-
formity with generally accepted accounting principles
requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities,
disclosure of contingent assets and liabilities and the reported
amounts of revenues and expenses. Actual results could dif-
fer from those estimates.

Clearing Arrangements. Ladenburg Thalmann & Co. and
Ladenburg Capital Management do not carry accounts

for customers or perform custodial functions related to
customers’ securities. Ladenburg Thalmann & Co. and
Ladenburg Capital Management introduce all of their cus-
tomer transactions, which are not reflected in these finan-
cial statements, to their respective clearing brokers, which
maintain the customers’ accounts and clear such transac-
tions. Additionally, the clearing brokers provide the clear-
ing and depository operations for Ladenburg Thalmann

& Co’s and Ladenburg Capital Management’s proprietary
securities transactions. These activities may expose Ladenburg
Thalmann & Co. and Ladenburg Capital Management to
off-balance-sheet risk in the event that customers do not
fulfill their obligations with the clearing broker, as Ladenburg
Thalmann & Co. and Ladenburg Capital Management
have agreed to indemnify their respective clearing brokers
for any resulting losses.

Customer Claims. In the normal course of business, our
operating subsidiaries have been and continue to be the
subject of numerous civil actions and arbitrations arising
out of customer complaints relating to our activities as a
broker-dealer, as an employer and as a result of other busi-
ness activities. In general, the cases involve various allega-
tions that our employees had mishandled customer accounts.
Based on our historical experience and consultation with
counsel, we typically reserve an amount we believe will

be sufficient to cover any damages assessed against us.
However, we have in the past been assessed damages that
exceeded our reserves. If we misjudged the amount of
damages that may be assessed against us from pending

or threatened claims, or if we are unable to adequately
estimate the amount of damages that will be assessed
against us from claims that arise in the future and reserve
accordingly, our operating income would be reduced.

Ladenburg Thalmann Financial Services Inc.

Fair Value. “Trading securities owned” and “Securities
sold, not vet purchased” on our consolidated statements of
financial condition are carried at fair value or amounts that
approximate fair value, with related unrealized gains and
losses recognized in our results of operations. The determi-
nation of fair value is fundamental to our financial condi-
tion and results of operations and, in certain circumstances,
it requires management to make complex judgments.

Fair values are based on listed market prices, where possi-
ble. If listed market prices are not available or if the liqui-
dation of our positions would reasonably be expected to
impact market prices, fair value is determined based on
other relevant factors, including dealer price quotations.
Fair values for certain derivative contracts are derived from
pricing models that consider current market and contrac-
tual prices for the underlying financial instruments or com-
modities, as well as time value and yield curve or volatility
factors underlying the positions.

Pricing models and their underlying assumptions impact
the amount and timing of unrealized gains and losses rec- 5
ognized, and the use of different pricing models or assump-
tions could produce different financial results. Changes in
the fixed income and equity markets will impact our esti-
mates of fair value in the future, potentially affecting prin-
cipal trading revenues. The illiquid nature of certain securities
or debt instruments also requires a high degree of judgment
in determining fair value due to the lack of listed market
prices and the potential impact of the liquidation of our
position on market prices, among other factors.

Impairment of Goodwill and Valuation of Deferred Tax
Assets. At December 31, 2001, we had $18,762 of good-
will and other intangible assets, and $3,339 of net deferred
tax assets, accounting for approximately 22% of our total
assets. On January 1, 2002, we adopted Statement of Finan-
cial Accounting Standards No. 142, “Goodwill and Other
Intangible Assets,” and will be required to analyze our good-
will for impairment issues during 2002, and then on a peri-
odic basis thereafter. We are in the process of completing
our review and have not yet determined what effect, if any,
applying these tests will have on our financial position and
results of operations. The value of the Company’s goodwill
is exposed to future adverse changes if the Company expe-
riences declines in operating results or experiences significant
negative industry or economic trends or if future perform-
ance is below historical trends. The Company periodically
reviews intangible assets and goodwill for impairment using
the guidance of applicable accounting literature. We are
subject to financial statement risk to the extent that the
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF ODPERATIONS

(Continued)

goodwill and other intangible assets become impaired.
During the year ended December 31, 2001, we did not
record any impairment losses related to goodwill and

other intangible assets, It is expected that the adoption
of FAS 142 may result in a one-time, non-cash charge.

The carrying value of our net deferred tax assets assumes
that we will be able to generate sufficient future taxable
income, based on estimates and assumptions. If these esti-
mates and related assumptions change in the future, we
may be required to record additional valuation allowances
against our deferred tax assets resulting in additional
income tax expense in our consolidated statement of
operations. Management evaluates the realizability of the
deferred tax assets quarterly and assesses the need for addi-
tional valuation allowances quarterly. During the year
ended December 31, 2001, we recorded $4,565 of valua-
tion allowances related to our net deferred tax assets.

Results of Operations

Year ended December 31, 2001 compared

to year ended December 31, 2000

Our revenues for 2001 increased $4,369 from 2000 prima-
rily as a result of increases in commissions of $6,689 and

principal transactions of $2,387 offset by decreased invest-
ment banking fees of $4,239.

Our expenses for 2001 increased $22,830 primarily as a
result of increased employee compensation of $6,519 and
increased brokerage, communication and clearance fees

of $6,171.

Our revenues for 2001 consisted of commissions of $39,756,
principal transactions of $30,662, investment banking fees
of $11,698, syndicate and underwriting income of $652,
interest and dividends of $4,100, investment advisory

fees of $4,283 and other income of $2,802. Ladenburg
Thalmann & Cos revenues in 2000 consisted of commis-
sions of $33,067, principal transactions of $28,275, invest-
ment banking fees of $15,937, syndicate and underwriting
income of $417, interest and dividends of $5,241, invest-
ment advisory fees of $3,109 and other income of $3,538.
Our expenses for 2001 consisted of employee compensation
and benefits of $62,741 and other expenses of $43,461.
Expenses of Ladenburg Thalmann & Co. for 2000 con-
sisted of employee compensation and benefits of $56,222
and other expenses of $27,150.

The $6,689 (20.2%) increase in commissions was the result
of the impact of the Ladenburg Thalmann & Co. transac-
tion, which provided additional commission income of

$25,175 from our acquired operations, offset by the signifi-
cant decline in the market for equity securities during 2001.

The $2,387 (8.4%) increase in principal transactions was
primarily the result of the Ladenburg Thalmann & Co.
transaction, which added an additional $4,734 of principal
transactions from our acquired operations, offset by the con-
tinued significant decline in the marker for equity securities.

The $4,239 (26.6%) decrease in investment banking fees
was primarily the result of decreased revenue from private
placement and advisory assignments due to the decrease in
capital markets activity.

The increase in compensation expense of $6,519 (11.6%)
was primarily the result of an increase in compensation
expense associated with our acquired operations, offset
by a decrease in performance-based compensation.

Income tax expense for 2001 was $44 compared to $1,122
in 2000. The income tax rate for 2001 did not bear a cus-
tomary relationship to effective tax rates primarily as a
result of the establishment of a valuation allowance of
$4,565, state and local taxes and permanent differences.
The income tax rate for 2000 did not bear a customary
relationship to effective tax rates as a result of the utiliza-
tion of net operating loss carryforwards and state and local
tax expense.

The vear 2000 compared to 1999

Ladenburg Thalmann & Co.’s revenues for 2000 increased
$12,413 from 1999 primarily as a result of increased prin-
cipal transactions of $8,553, an increase in investment
banking fees of $7,597 offset by a decrease in commissions
of $5,746.

Ladenburg Thalmann & Co.s expenses for 2000 increased
$9,265 primarily as a result of increased employee compen-
sation of $7,304.

Ladenburg Thalmann & Co’s revenues for 2000 consisted
of commissions of $33,067, principal transactions of
$28,275, corporate finance fees of $15,937, syndicate

and underwriting income of $417 and other income of
$11,888. Ladenburg Thalmann & Co.s revenues for 1999
consisted of commissions of $38,813, principal transac-
tions of $19,722, corporate finance fees of $8,340, syndi-
cate and underwriting income of $1,912 and other income
of $8,384. Expenses of Ladenburg Thalmann & Co. for
2000 consisted of employee compensation and benefits of
$56,222 and other expenses of $27,150. Expenses of
Ladenburg for 1999 consisted of employee compensation
and benefits of $48,918 and other expenses of $25,189.
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The $8,553 (43.4%) increase in principal transaction was
primarily the result of expanding Ladenburg Thalmann &
Co’s trading and brokerage activities.

The $7,597 (91.1%) increase in corporate finance fees was
primarily the result of increased revenue from placement
and advisory activities.

The $5,746 (14.8%) decrease in commissions was the
result of a less active market for equity securities in the
fourth quarter of 2000 versus 1999.

The increase in compensation expense was the result of an
increase in performance-based compensation.

Income tax expense for 2000 was $1,122 compared to an
income tax benefit of $942 in 1999. The income tax rate
did not bear a customary relationship to effective tax rates
as a result of management’s evaluation and changes in the
Ladenburg Thalmann & Co.’s valuation allowance for
deferred taxes.

Liquidity and Capital Resources

Approximately 54.2% of our assets at December 31, 2001
are highly liquid, consisting primarily of cash and cash
equivalents, securities inventories, and receivables from
other broker-dealers, all of which fluctuate, depending
upon the levels of customer business and trading activity.
Receivables from broker-dealers, which are primarily from
our clearing brokers, turn over rapidly. As a securities dealer,
we may carry significant levels of securities inventories to
meet customer needs. Our inventory of market-making
securities is readily marketable; however, holding large
blocks of the same security may limit liquidity and prevent
realization of full market value for the securities. A relatively
small percentage of our total assets, excluding goodwill, are
fixed. The total assets or the individual components of total
assets may vary significantly from period to period because
of changes relating to customer demand, economic and
market conditions, and proprietary trading strategies.

Our brokerage subsidiaries, Ladenburg Thalmann & Co.
and Ladenburg Capital Management, are subject to the
net capital rules of the SEC. Therefore, they are subject to
certain restrictions on the use of capital and its related lig-
uidity. Ladenburg Thalmann & Co.’s net capital position,
as defined, of $2,741, exceeded minimum capital require-
ments of $1,000 by $1,741 at December 31, 2001. As of
December 31, 2001, Ladenburg Capital Management had
net capital, as defined, of $2,882, which exceeded mini-
mum capital requirements of $1,000 by $1,882.

Ladenburg Thalmann Financial Services Inc.

Cash used by operating activities for the year ended
December 31, 2001 was $2,696 as compared to $219 for
2000. The difference is primarily due to the net loss of
$12,293 in 2001 versus net income of $5,090 in 2000 and
the increase of $9,602 of receivables from clearing brokers
in the 2001 versus a decrease of $777 in 2000. The amount
was offset by a net decrease in our net trading securities of
$9,277 in 2001 versus a net increase of $6,696 in 2000, a
decrease in accrued compensation of $3,561 in 2001 versus
$138 in 2000 and net increased non-cash charges of $3,520
from 2000 to 2001.

Cash flows provided from investing activities for the year
ended December 31, 2001 were $2,416 compared to cash
flows used by investing activities of $764 for the 2000
period. The difference is primarily attributable to cash of
$5,151 acquired in the Ladenburg Thalmann & Co. trans-
action, offset by an increase of $2,735 in purchases of fur-
niture and equipment.

The capital expenditures of $2,735 in 2001 and $764 in
2000 related principally to the enhancements and improve-
ments to computer equipment and furniture and fixtures.
Capital expenditures in the 2001 period included the pur-
chase for $1,118 of computer equipment and furniture and
fixtures previously leased.

Cash flows provided from financing activities for the year
ended December 31, 2001 were $4,488 compared to $0
for 2000. The difference is primarily attributable to the
issuance of $10,000 of senior convertible notes payable to
Frost-Nevada, $2,000 of notes payable to New Valley and
Frost-Nevada in August 2001 and Ladenburg Thalmann &
Cos borrowings of $2,500 under its junior subordinated
revolving credit agreement. The amounts are offset by
$10,000 of cash paid to Ladenburg Thalmann & Co.s
former stockholders in connection with the acquisition of
Ladenburg Thalmann & Co.

Our brokerage subsidiaries, as guarantors of their customer
accounts to their clearing brokers, are exposed to off-balance-
sheet risks in the event that their customers do not fulfill
their obligations with the respective clearing broker. In addi-
tion, to the extent our subsidiaries maintain a short position
in certain securities, they are exposed to a future off-balance-
sheet market risk, since their ultimate obligation may exceed
the amount recognized in the financial statements.

In conjunction with the Ladenburg Thalmann & Co. trans-
action, we issued a total of $20,000 principal amount of
senior convertible notes due December 31, 2005. The
$10,000 principal amount of notes issued to the former
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stockholders of Ladenburg Thalmann & Co. bears interest
at 7.5% per annum, and the $10,000 principal amount of
notes issued to Frost-Nevada bears interest at 8.5% per
annum. The notes are currently convertible into a total of
11,296,746 shares of our common stock and are secured
by a pledge of the stock of Ladenburg Thalmann & Co.

Qur overall capital and funding needs are continually
reviewed to ensure that its capital base can support the esti-
mated needs of its business units. These reviews take into
account business needs as well as regulatory capital require-
ments of the subsidiary. Based upon these reviews, manage-
ment believes that our capital structure is adequate for
current operations and reasonably foreseeable future needs.

On August 31, 2001, we borrowed $1,000 from each of
New Valley and Frost-Nevada. The loans, which bore
interest at 1% above the prime rate, were repaid in January
2002. On March 27, 2002, we borrowed $2,500 from
New Valley. The loan, which bears interest at 1% above
the prime rate, is due on the earlier of June 30, 2002 or
the completion of one or more equity financings where
we receive at least $5,000 in total proceeds. We may from
time to time borrow additional funds on a short-term basis
from New Valley or other of our shareholders in order to
supplement the liquidity of our broker-dealer operations.

Ladenburg Thalmann & Co. has a $2,500 junior subordi-
nated revolving credit agreement that extends through
October 31, 2002 with its clearing broker under which out-
standing borrowings incur interest at LIBOR plus 2%. As of
December 31, 2001, borrowings of $2,500 were outstanding.

We are obligated under noncancelable lease agreements,
which provide for minimum lease payments, net of lease
abatement and inclusive of escalation charges, of $5,672
in 2002 and approximately $5,500 per year until 2015.

Market Risk

Market risk generally represents the risk of loss that may
result from the potential change in the value of a financial
instrument as a result of fluctuations in interest and currency
exchange rates, equity and commodity prices, changes in the
implied volatility of interest rates, foreign exchange rates,
equity and commodity prices and also changes in the credit
ratings of either the issuer or its related country of origin.
Market risk is inherent to both derivative and non-derivative
financial instruments, and accordingly, the scope of our mar-
ket risk management procedures extends beyond derivatives
to include all market risk sensitive financial instruments.

Current and proposed underwriting, corporate finance,
merchant banking and other commitments are subject to
due diligence reviews by our senior management, as well
as professionals in the appropriate business and support
units involved. Credit risk related to various financing
activities is reduced by the industry practice of obtaining
and maintaining collateral. We monitor our exposure to
counterparty risk through the use of credit exposure infor-
mation, the monitoring of collateral values and the estab-
lishment of credit limits.

We maintain inventories of trading securities at December 31,
2001 with fair market values of $17,324 in long positions
and $12,404 in short positions. We performed an entity-
wide analysis of our financial instruments and assessed the
related risk. Based on this analysis, in the opinion of man-
agement, the market risk associated with our financial
instruments at December 31, 2001 will not have a material
adverse effect on our consolidated financial position or results
of operations.

Special Note Regarding Forward-Loocking Statements

We and our representatives may from time to time make
oral or written “forward-looking statements” within the
meaning of the Private Securities Reform Act of 1995,
including any statements that may be contained in the fore-
going discussion in “Management’s Discussion and Analysis
of Financial Condition and Results of Operations,” in this
report and in other filings with the Securities and Exchange
Commission and in our reports to shareholders, which reflect
our expectations or beliefs with respect to future events and
financial performance. These forward-looking statements
are subject to certain risks and uncertainties and, in con-
nection with the “safe-harbor” provisions of the Private
Securities Reform Act, we have identified under “Risk
Factors” contained in our Annual Report on Form 10-K
and in other of our filings with the SEC, important factors
that could cause actual results to differ materially from
those contained in any forward-looking statement made by
or on behalf of us.

Results actually achieved may differ materially from
expected results included in these forward-looking state-

ments as a result of these or other factors. Due to such
uncertainties and risks, readers are cautioned not to place
undue reliance on such forward-looking statements, which
speak only as of the date on which such statements are
made. We do not undertake to update any forward-
looking statement that may be made from time to time

by or on behalf of us.
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REPORT OF

To the Board of Directors and Shareholders of
Ladenburg Thalmann Financial Services Inc.

In our opinion, the accompanying consolidated statement
of financial condition and the related consolidated state-
ments of operations, changes in shareholders’ equity and
cash flows present fairly, in all material respects, the finan-
cial position of Ladenburg Thalmann Financial Services
Inc. and its subsidiaries (the “Company”) at December 31,
2001 and December 31, 2000, and the results of their
operations and their cash flows for each of the three years
in the period ended December 31, 2001 in conformity with
accounting principles generally accepted in the United States
of America. These financial statements are the responsibil-
ity of the Company’s management; our responsibility is to
express an opinion on these financial statements based on

our audits. We conducted our audits of these statements in
accordance with auditing standards generally accepted in
the United States of America, which require that we plan

Ladenburg Thalmann Financial Services Inc.

INDEPENDENT ACCOUNTANTS

and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material mis-
statement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used
and significant estimates made by management, and evaluat-
ing the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

i T e EE2

PricewaterhouseCoopers LLP
New York, New York
March 22, 2002
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CONSDLIDATED STATEMENTS OF FINANCIAL CONDITION

December 31,

(Dollars in thousands, except per share amounts) 2001 2000
Assets
Cash and cash equivalents $ 8,136 $ 3,928
Trading securities owned 17,324 18,348
Due from affiliates 262 347
Receivables from clearing brokers 27,920 10,126
Exchange memberships owned, at historical cost 1,505 1,505
Furniture and equipment, net of accumulated depreciation 9,959 6,544
Restricted assets 2,610 2,598
Income taxes receivable 499 —
Deferred tax assets 3,339 2,050
Goodwill, net of accumulated amortization 18,762 176
Other assets 8,091 4,732
Total assets $ 98,407 $50,354
Liabilities and Shareholders’ Equity
Securities sold, not yet purchased $ 12,404 $ 3,570
Accrued compensation 11,078 7,142
Accounts payable and accrued liabilities 7,608 3,484
Deferred rent credit 7,189 5,724
Due to former parent, net 434 134
Notes payable 2,000 —
Senior convertible notes payable 20,000 —
Subordinated note payable 2,500 —
Total liabilities 63,213 20,054
Commitments and contingencies — —
Shareholders’ equity:
Preferred stock, $.0001 par value; 2,000,000 shares authorized; none issued — —
Common stock, $.0001 par value; 100,000,000 shares authorized;

42,025,211 and 18,806,612 shares issued and outstanding 4 2
Additional paid-in capital 56,168 38,983
Accumulated deficit (20,978) (8,685)

Total shareholders’ equity 35,194 30,300
Total liabilities and shareholders’ equity $ 98,407 $50,354

See accompanying notes to consolidated financial statements
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Ladenburg Thalmann Financial Sevvices Inc.

CONSOLIDATED STATEMENTS OF DPERATIONS

For the Year Ended December 31,

{Dollars in thousands, except per share amounts) 2001 2000 1999
Revenues:
Commissions $ 39,756 $33,067 $38,813
Investment banking fees 11,698 15,937 8,340
Principal transactions, net 30,662 28,275 19,722
Dividends and interest 4,100 5,241 3,546
Syndications and underwritings 652 417 1,912
Investment advisory fees 4,283 3,109 2,826
Other income 2,802 3,538 2,012
Total revenues 93,953 89,584 77,171
Expenses:
Compensation and benefits 62,741 56,222 48,918
Brokerage, communication and clearance fees 16,082 9,911 9,271
Rent and occupancy 6,658 5,596 5,356
Depreciation and amortization 2,538 1,078 1,035
Interest 1,666 223 914
Other 16,517 10,342 8,613
Total expenses 106,202 83,372 74,107
(Loss) income before income taxes (12,249) 6,212 3,064
Income tax expense 44 1,122 (942)
Net (loss) income $(12,293) $ 5,090 $ 4,006
{Loss) income per common share (basic and diluted):
Net (loss) income per common share $ (0.31) $ 0.15 $ 0.12
Number of shares used in computation 39,458,057 34,647,170 34,647,170

See accompanying notes to consolidated financial statements
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CONSOLIDATED STATEMENT DF CHANGES

IN SHAREHOLDERS EQUITY

2001

Common Paid-In Accumulated

(Dollars in thousands, except per share amounts) Stock Capital Deficit Total
Balance, January 1, 1999 $2 $32,654 $(17,781) $ 14,875
Capital contribution — 7,500 — 7,500
Offset of receivable from former

parent and affiliate — {1,171) — (1,171)
Net income — —_ 4,006 4,006
Balance, December 31, 1999 2 38,983 (13,775) 25,210
Net income — — 5,090 5,090
Balance, December 31, 2000 2 38,983 (8,685) 30,300
Net loss — —_ (12,293) (12,293)
Issuance of warrants to note holders — 154 — 154
Effect of LTS Acquisition 2 17,031 — 17,033
Balance, December 31, 2001 $ 4 $56,168 $(20,978) $ 35,194

See accompanying notes to consolidated financial statements




2001 Ladenburg Thalmann Financial Services Inc.

CONSOLIDATED STATEMENTS OF TASH FLOWS

For the Year Ended December 31,
(Dollars in thousands, except per share amounts) 2001 2000 1999

Cash flows from operating activities:
Net (loss) income $(12,293) $ 5,090 $ 4,006
Adjustments to reconcile net {loss) income to net cash
{used in) provided by operating activities:

Depreciation and amortization 2,538 1,078 1,035
Amortization of deferred rent credit 450 491 494
Deferred taxes 1,397 (550) (1,000)
Issuance of warrants to note holders 154 — —
(Increase) decrease in operating assets:
Securities owned 3,843 (2,641) (3,490)
Due from clearing brokers (9,602) 777 11,659
Advances to former parent and affiliates _— (178) (762)
Other assets 1,512 (746) 546
Increase (decrease) in operating liabilities:
Securities sold, but not yet purchased 5,434 (4,055) 2,989
Accrued compensation 3,561 138 (2,749)
Accrued expenses and other liabilities (75) (542) 857
Payable to former parent and affiliate 385 919 41
Net cash (used in) provided by operating activities (2,696) (219) 13,626
Cash flows from investing activities: 13
Purchases of furniture, equipment and leasehold improvements (2,735) (764) {583)
Cash received in LTS acquisition 5,151 — —
Advances to affiliates — — (335)
Net cash provided by (used in) investing activities 2,416 (764) (918)
Cash flows from financing activities:
Payments to Ladenburg stockholders (10,000) — —
Issuance of subordinated notes payable 2,500 — —
Issuance of promissory notes payable 2,000 — —
Convertible note proceeds 10,000 — —_
Change in restricted assets (12) — —
Payment of subordinated liabilities — — (10,000)
Net cash provided by {used in) financing activities 4,488 — (10,000)
Net increase (decrease) in cash and cash and cash equivalents 4,208 (983) 2,708
Cash equivalents, beginning of year 3,928 4,911 2,203
Cash and cash equivalents, end of year § 8,136 $ 3,928 $ 4,911
Supplemental cash flow information:
Interest paid $ 246 $ 223 $ 928
Taxes paid 337 99 36

Supplemental disclosure of non-cash activity:
Detail of acquisition:

Assets acquired, including cash $ 26,619 $ — $ —
Goodwill 19,385 — —
Liabilities assumed, including minority interest (23,820) — —
Increase to paid in capital (17,033) — —
Cash paid — — —
Net cash received in acquisition $ 5,152 $ — $ —

See accompanying notes to consolidated financial statements
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NOTES TO CONSOLIDATED FINANGIAL STATEMENTS

(Dollars in thousands, except per share amounts)

1. Principles of Reporting

The consolidated financial statements include the accounts
of Ladenburg Thalmann Financial Services Inc. (“LTS” or
the “Company”), formerly known as GBI Capital Manage-
ment Corp., and its wholly owned subsidiaries. The sub-
sidiaries of LTS include Ladenburg Thalmann & Co. Inc.
(“Ladenburg”), Ladenburg Capital Management Inc., for-
merly known as GBI Capital Partners Inc. (“Ladenburg
Capital”), and Ladenburg Capital Fund Management

Inc., formerly known as GBI Fund Management Corp.
(“Ladenburg Fund Management”).

Ladenburg and its subsidiaries are registered broker-dealers
in securities that clear their customers’ transactions through
correspondent clearing brokers on a fully disclosed basis.
Ladenburg and its subsidiaries engage in various businesses
of a broker-dealer including principal and agency trading
and investment banking and underwriting activities.

Prior to May 7, 2001, Ladenburg Capital and Ladenburg
Fund Management were the only subsidiaries of the Com-
pany. On May 7, 2001, LTS acquired all of the outstanding
common stock of Ladenburg, and its name was changed
from GBI Capital Management Corp. to Ladenburg
Thalmann Financial Services Inc. For accounting purposes,
the acquisition has been accounted for as a reverse acquisi-
tion with Ladenburg treated as the acquirer of LTS. The
historical financial statements prior to May 7, 2001 are
those of Ladenburg, and LTS has changed its fiscal year-
end from September 30 to December 31. Pro forma infor-
mation giving effect to the acquisition as if it took place
on January 1, 2000 is included in Note 3 to these consoli-
dated financial statements.

Ladenburg was an indirect wholly owned subsidiary of New
Valley Corporation (“New Valley”) until December 23,
1999, when a minority stake in the Company was sold
leaving its former parent with an indirect 80.1% ownership
interest. On December 21, 2001, New Valley distributed its
shares of LTS common stock to holders of New Valley com-
mon shares as a special dividend. See Note 3.

The accompanying consolidated financial statements include
the accounts of the Company and its subsidiaries, all of
which are wholly owned. All significant intercompany bal-
ances and transactions have been eliminated. The Company’s
subsidiaries primarily provide asset management services.

Organization
Ladenburg is a full service broker-dealer that has been a
member of the New York Stock Exchange since 1879. It

provides its services principally for middle market and
emerging growth companies and high net worth individuals
through a coordinated effort among corporate finance,
research, capital markets, investment management, bro-
kerage and trading professionals. Ladenburg is subject to
regulation by the Securities and Exchange Commission
(“SEC”), the New York Stock Exchange and National
Association of Securities Dealers, Inc., (“INASD”).

Ladenburg Capital is a broker-dealer subject to regulation
by the SEC and the NASD. Ladenburg Capital acts as an
mtroducing broker, market maker, underwriter and trader
for its own account.

Ladenburg and Ladenburg Capital do not carry accounts
for customers or perform custodial functions related to
customers’ securities. Ladenburg and Ladenburg Capital
introduce all of their customer transactions, which are not
reflected in these financial statements, to their respective
clearing brokers, which maintain the customers’ accounts
and clear such transactions. Additionally, the clearing bro-
kers provide the clearing and depository operations for
Ladenburg’s and Ladenburg Capital’s proprietary securities
transactions. These activities may expose Ladenburg and
Ladenburg Capital to off-balance-sheet risk in the event that
customers do not fulfill their obligations with the clearing
broker, as Ladenburg and Ladenburg Capital have agreed
to indemnify their respective clearing brokers for any
resulting losses.

At December 31, 2001, all of the securities owned and
securities sold, not yet purchased, and the amount receiv-
able from the clearing brokers reflected on the consolidated
statements of financial condition are security positions with
and amounts due from these clearing brokers.

The Company and its subsidiaries maintain cash in bank
deposit accounts, which, at times, may exceed federally
insured limits. The Company has not experienced any
losses in such accounts and believes it is not exposed to
any significant credit risk on cash.

Securities transactions, commission revenue and commis-
sion expenses are recorded on a trade-date basis. Gains and
losses (both realized and unrealized) on securities transac-
tions are included in principal transactions in the consoli-
dated statements of operations.

Use of Estimates

The preparation of financial statements in conformity with
generally accepted accounting principles requires manage-
ment to make estimates and assumptions that affect the
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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 during the reporting period. Actual results could
differ from those estimates.

New Accounting Pronouncements

In June 2001, the Financial Accounting Standards Board
issued Statements of Financial Accounting Standards No.
141, “Business Combinations,” and No. 142, “Goodwill
and Other Intangible Assets.” SFAS No. 141 requires that
the purchase method of accounting be used for all business
combinations initiated after June 30, 2001, establishes spe-
cific criteria for the recognition of intangible assets separately
from goodwill, and requires unallocated negative goodwill
to be written off. SFAS No. 142 primarily addresses the
accounting for goodwill and intangible assets subsequent
to their acquisition. SFAS No. 142 is effective for fiscal
years beginning after December 15, 2001. Under the adop-
tion of SFAS No. 142, effective January 1, 2002, amortiza-
tion of goodwill will be subjected to periodic assessments
of impairment. Amortization expense related to goodwill
was $623 for the year ended December 31, 2001.

In August 2001, the Financial Accounting Standards Board
issued Statement of Financial Accounting Standards No. 144,
“Accounting for the Impairment or Disposal of Long-Lived
Assets.” SFAS No. 144 supersedes Financial Accounting
Standards No. 121, “Accounting for the Impairment of
Long-Lived Assets and for Long-Lived Assets to be Disposed
of,” and requires (i) the recognition and measurement of
the impairment of long-lived assets to be held and used and
(i1} the measurement of long-lived assets to be disposed of
by sale. SFAS No. 144 is effective for fiscal years beginning
after December 15, 2001, The Company is currently assess-
ing the impact, if any, of the adoption of this statement.

2. Summary of Significant Accounting Policies

The preparation of these financial statements in conformity
with generally accepted accounting principles requires man-
agement 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 during the reporting period. Actual results could
differ from those estimates.

The Company considers all highly liquid financial instru-
ments with an original maturity of less than three months
to be cash equivalents.

Ladenburg Thalmann Financial Sevvices Inc.

Securities owned and securities sold, but not yet purchased,
which are traded on a national securities exchange or listed
on Nasdaq® are valued at the last reported sales prices of the
year. Futures contracts are also valued at their last reported
sales price. Securities owned, which have exercise or hold-
ing period restrictions, are valued at fair value as deter-
mined by the Company’s management. Unrealized gains
and losses resulting from changes in valuation are reflected
in net gain on principal transactions. The carrying values of
all other financial instruments approximate their fair values
due to the relatively short-term nature of these instruments.

Principal transactions, agency commissions and related
clearing expenses are recorded on a trade-date basis.

Investment banking and investment advisory fees are
recorded when the earnings process is complete.

Dividends are recorded on an ex-dividend date basis and
interest is recorded on an accrual basis.

Ladenburg and its former subsidiaries were included in the
consolidated federal income tax return filed by New Valley 15
prior to May 7, 2001 and are included in the consolidated
federal income tax return filed by LTS commencing May 8,
2001. According to the tax sharing agreement formerly in
effect with New Valley, federal income taxes were calcu-
lated as if the companies filed on a separate return basis
and the amount of current tax or benefit calculated was
either remitted to or received from the former parent. The
amount of current and deferred taxes payable or refund-
able is recognized as of the date of the financial statements,
utilizing currently enacted tax laws and rates. Deferred tax
expenses or benefits are recognized in the financial state-
ments for the changes in deferred tax liabilities or assets
between years. Valuation allowances are established when
necessary to reduce deferred tax assets to the amount
expected to be realized. As of December 31, 2001 and
December 31, 2000, the valuation allowance was $4,565
and $0, respectively.

Depreciation of furniture and equipment is provided by the
straight-line method over the estimated useful lives of the
related assets. Leasehold improvements are amortized on a
straight-line basis over the lease term.

3. Ladenburg Transaction

On May 7, 2001, LTS acquired all of the outstanding com-
mon stock of Ladenburg for 23,218,599 shares of common
stock, $10,000 cash and $10,000 principal amount of sen-
ior convertible notes due December 31, 2005. The notes
bear interest at 7.5% per annum and are convertible into
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(Continued)

4,799,271 shares of common stock. Upon closing, New
Valley, the previous 80.1% owner of Ladenburg, acquired
an additional 3,945,060 shares of LTS from the former
chairman of LTS for $1.00 per share. Following completion
of the transaction, the former stockholders of Ladenburg
owned 64.6% and 59.9% of the common stock of LTS on a
basic and fully-diluted basis, respectively. On December 21,
2001, New Valley distributed its 22,543,158 shares of LTS
common stock, a 5§3.6% interest, to holders of New Valley
common shares through a special dividend. Following com-
pletion of the special dividend, New Valley continued to hold
$8,010 principal amount of LTS’s senior convertible prom-
issory notes, convertible into 3,844,216 shares of LTS com-
mon stock, and a warrant to purchase 100,000 shares of
LTS common stock at $1.00 per share. New Valley intends
within a 12-month period from November 30, 2001 to dis-
tribute to its stockholders its remaining interests in LTS’s
common stock.

To provide the funds for the acquisition of the common
stock of Ladenburg, LTS borrowed $10,000 from Frost-
Nevada, Limited Partnership (“Frost-Nevada”) and issued
to Frost-Nevada $10,000 principal amount of senior con-
vertible notes due December 31, 2005. The notes bear inter-
est at 8.5% per annum and are convertible into 6,497,475
shares of common stock. These notes, together with the
notes issued to the Ladenburg stockholders, are collateral-
ized by a pledge of the Ladenburg stock.

The actual number of shares of common stock may be
further increased and the conversion prices of the senior
convertible notes payable may be further decreased on

or about May 7, 2003, pending a final resolution of LTS’s
pre-closing litigation adjustments.

The primary reason for the acquisition was both LTS
and Ladenburg concluded that each company needed to
enlarge the size of its business and the scope of services
provided to maintain viability as a participant in today’s
financial markets.

The transaction has been accounted for under the purchase
method of accounting as a reverse acquisition. For account-
ing purposes, Ladenburg has been treated as the acquirer
of LTS as Ladenburg’s stockholders held a majority of the
LTS common stock following the closing of the transaction.
As a result of the reverse acquisition treatment, the histori-
cal financial statements prior to May 7, 2001 are those of
Ladenburg and the financial results of LTS are included
beginning May 7, 2001. LTS has changed its fiscal year-end
from September 30 to December 31 to conform to the fiscal
year-end of Ladenburg. In connection with the acquisition,

all per share data have been restated to reflect retroactively
the number of shares of common stock, convertible notes and
cash to be received by the former stockholders of Ladenburg.

Under the purchase method of accounting, the assets acquired
and liabilities assumed were recorded at estimated fair val-
ues as determined by management based on information
currently available. Goodwill of $19,385 has been recog-
nized for the amount of the excess of the purchase price
paid over the fair market value of the net assets acquired
and was amortized during 2001 on the straight-line basis
over 20 years. The purchase price has been allocated to the
individual assets acquired and liabilities assumed based upon
preliminary estimates of fair value. The actual allocation
may be different from preliminary allocation due to refine-
ments in the estimate of the fair values of assets acquired and
accrued liabilities assumed; however, such differences are
not expected to be material.

The preliminary allocation of the purchase price has been
summarized in the following tables:

Calculation of Purchase Price:

Common stock $32,912
Stock options 1,422
Transaction costs 407
Total purchase price $ 34,741
Preliminary Allocation of Purchase Price:
Assets:
LTS’s assets $ 26,619
Goodwill 19,385
Liabilities:
LTS’ liabilities (11,263)
Total purchase price $ 34,741

The following adjustments, which increased shareholders’
equity by $17,033, were made to shareholders’ equity to
record the acquisition of LTS:

¢ an increase in paid-in capital of $32,912 relating to the
deemed issuance of 18,806,612 shares of LTS common
stock at $1.75 per share to existing LTS stockholders;

© an increase in shareholders’ equity of $1,422 to recog-
nize the value of 1,875,979 stock options outstanding at
May 7, 2001 to LTS employees, based on a weighted aver-
age fair value of $0.76 per option. The fair value of the
options was determined using the Black-Scholes option-

pricing model and was based on the following weighted
average assumptions: expected volatility of 85.93%;
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expected life of three years; a risk-free interest rate of
4.42%; and no expected dividend yield or forfeiture;

© an increase of $2,700 in shareholders’ equity principally
relating to net operating losses acquired from New Valley
in connection with Ladenburg’s deconsolidation from
New Valley’s consolidated federal income tax group; and

o a decrease of $20,000 in shareholders’ equity relating
to the issuance of $10,000 of convertible notes and the
payment of $10,000 of cash to the former stockholders
of Ladenburg.

Pro forma information giving effect to the acquisition as
if it took place on January 1 of each respective vear is
presented below:

Year Ended December 31,

2001 2000
Revenues $112,855 $201,623
Net (loss) income $(16,873) $ 7,889

(0.40) $ 019

Net (loss) income §

4. Securities Owned and Securities Sold,
But Not Yet Purchased

The components of securities owned and securities sold,
but not yet purchased as of December 31 are as follows:

Securities
Securities  Sold, But Not
Owned Yet Purchased

2001
Common stock $ 15,735 $ 12,208
Equity and index options 10 —
Municipal obligations 2 —
Corporate bonds 1,577 196
$ 17,324 $ 12,404
2000
Common stock $ 14,670 $ 3,170
Equity and index options 768 149
Government and
government agency bonds 299 —
Municipal obligations 67 —
Corporate bonds 2,544 251
$ 18,348 $ 3,570

Ladenburg Thalmann Financial Sevvices Inc.

As of December 31, 2001 and 2000 approximately
$17,324 and $15,451, respectively, of the securities owned
are deposited with the Company’s clearing brokers and
pursuant to the agreements, the securities may be sold or
re-hypothecated by the clearing brokers.

5. Net Capital Requirements

As registered broker-dealers, Ladenburg and Ladenburg
Capital are subject to the SEC’s Uniform Net Capital Rule
15¢3-1, which requires the maintenance of minimum net
capital. Both Ladenburg and Ladenburg Capital have elected
to compute their net capital under the alternative method
allowed by these rules. At December 31, 2001, Ladenburg
had net capital, as defined, of $2,741, which exceeded its
minimum capital requirement of $1,000 by $1,741. At
December 31, 2001, Ladenburg Capital had net capital, as
defined, of $2,882, which exceeded its minimum capital
requirement of $1,000 by $1,882.

Both Ladenburg and Ladenburg Capital claim an exemption

from the provisions of the SEC’s Rule 15¢3-3 pursuant to 17
paragraph (k)(2)(ii) as they clear their customer transac-

tions through their correspondent brokers on a fully dis-

closed basis.

6. Financial Instruments

In the normal course of its business, the Company enters
into transactions in financial instruments with off-balance
sheet risk. These financial instruments consist of financial
futures contracts, written equity index option contracts and
securities sold, but not yet purchased.

Financial futures contracts provide for the delayed delivery
of a financial instrument with the seller agreeing to make
delivery at a specified future date, at a specified price. These
futures contracts involve elements of market risk that may
exceed the amounts recognized in the consolidated statement
of financial condition. Risk arises from changes in the values
of the underlying financial instruments or indices. Equity
index options give the holder the right to buy or sell a spec-
ified number of units of a stock market index, at a speci-
fied price, within a specified time and are settled in cash.
The Company generally enters into these option contracts
in order to reduce its exposure to market risk on securities
owned. Credit and market risk arises from the potential
inability of the counterparties to perform under the terms
of the contracts and from changes in the value of a stock
market index. The Company believes it mitigates the mar-
ket risk of its option positions used for trading purposes
because they are generally hedged transactions. As a writer
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of options, the Company receives a premium in exchange
for bearing the risk of unfavorable changes in the price of
the securities underlying the option.

The table below discloses the fair value at December 31,
2001 of these commitments.

Long Short

As of December 31, 2001:
Equity and index options $ 10 s —
Financial futures contracts 477 508

As of December 31, 2000:
Equity and index options $768 $149
Financial futures contracts — 133

For the years ended December 31, 2001, 2000 and 1999,
the net gain arising from options and futures contracts with-
out regard to the benefit derived from market risk reduction
was $366, $1,186 and $1,421, respectively. The measure-
ment of market risk is meaningful only when all related and
offsetting transactions are taken into consideration.

The Company has sold securities that it does not currently
own and will therefore be obligated to purchase such secu-
rities at a future date. The Company has recorded these
obligations in the financial statements at December 31,
2001 and 2000 at market values of the related securities
and will incur a loss if the market value of the securities
increases subsequent to December 31, 2001.

7. Furniture, Equipment and
Leasehold Improvements

Components of furniture, equipment and leasehold
improvements included in the consolidated statements of
financial condition were as follows:

As of December 31,

2001 2000
Cost

Leasehold improvements $ 8,685 $ 6,564
Computer equipment 5,129 3,090
Furniture and fixtures 1,854 627
Other 2,788 101
18,456 10,382

Less, accumulated depreciation
and amortization (8,497) (3,838)
$ 9,959 $ 6,544

8. Commitments and Contingencies

Operating Leases

The Company is obligated under a noncancelable lease
agreement for its headquarters’ office space, expiring in
December 2015. This lease and leases for certain of its
other branch offices have provisions for escalation based
on specified increases in costs incurred by the landlord.
The Company is subleasing a portion of its office space
for approximately $797 per year with annual increases.
The sublease expires on August 31, 2009.

The leases provide for minimum lease payments, net
of lease abatement and inclusive of escalation charges,

as follows:
2002 $ 5,672
2003 5,323
2004 5,367
2005 5,632
2006 5,522
Thereafter 40,102
867,618

Deferred rent credit of $7,189 represents the difference
between rent payable calculated over the life of the leases
on a straight-line basis (net of lease incentives) and rent
payable on a cash basis.

At December 31, 2001, Ladenburg has utilized a letter of
credit in the amount of $2,500 that is collateralized by
$1,050 of Ladenburg’s marketable securities and $1,560
of cash. Both amounts are used as collateral for leases

of office space and are shown as restricted assets in the
Company’s consolidated statement of financial condition.

Litigation

The Company is a defendant in litigation and may be sub-
ject to unasserted claims primarily in connection with its
activities as a securities broker-dealer and participation in
public underwritings. Such litigation and claims involve
substantial or indeterminate amounts and are in varying
stages of legal proceedings. In the opinion of management,

after consultation with counsel, the ultimate resolution of
these matters will not have a material adverse effect on the
Company’s consolidated financial position, results of oper-
ations or liquidity.
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9. Income Taxes The effective tax rate differs from the provision calculated
at the federal statutory rate primarily because of the utiliza-
tion of the Company’s net operating loss carryforwards, the
reversal of the valuation allowance from 1999 and 2000,
the effects of state and local taxes, and certain expenses not
deductible for tax purposes. The provision for income taxes
on continuing operations differs from the amount of income
tax determined by applying the applicable U.S. statutory
federal income tax rate (34%) to pretax income from con-

Prior to May 7, 2001, Ladenburg was included in the con-
solidated federal income tax return of New Valley, and deter-
mined its income tax provision on a separate company basis.
As a result of the decrease in New Valley’s ownership of
Ladenburg following the LTS acquisition, Ladenburg is no
longer permitted to be included in the filing of New Valley’s
consolidated federal income tax return.

The income tax expense (benefit) consists of the following: tinuing operations as a result of the following differences:
State and 2001 2000 1999
Federal Local Total (Loss) income from
2001: continuing operations  ${12,249) $6,212 § 3,064
Current $(1,854) $ 501 $(1,353)

(Benefit) provision under
Deferred 512 885 1,397 statutory U.S. tax rates  (4,165) 2,112 1,042

$(1,342) $1,386 § 44 Increase in taxes
resulting from:

2000: .
Nontaxabl 380 223 239
Current $ 1,507 $ 165 $1,672 ontaxable items
Deferred 467 83 550 State taxes, net of
ki 467 (83) (550) Federal benefit 915 54 38 19
$ 1,040 S 82 §$1,122 Other, net (63) _ -
1999: Utilizatio'n of net
Current L — $ S8 § 58 operating clioss, net — — 1,117
Deferred (1,000) —  (1,000) Unrecognized net
operating losses (1,588) — —

$(1,000) $ 58 § (942) Increase (decrease)

in valuation
reserve, net 4,565 (1,267)  (3,378)

Income tax
provision (benefit) $ 44 $1,122 $ (942)
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The Company accounts for taxes in accordance with SFAS
No. 109, “Accounting for Income Taxes,” which requires
the recognition of tax benefits or expense on the temporary
differences between the tax basis and book basis of its
assets and liabilities. Deferred tax assets and liabilities are
measured using enacted tax rates expected to apply to tax-
able income in the years in which those temporary differ-
ences are expected to be recovered or settled. Deferred tax
amounts are comprised of the following at December 31:

2001 2000

Deferred tax assets:
Net operating loss carryforward ~ § 4,554 $ —
Accrued expenses 2,050 968
Compensation and benefits 404 333
Depreciation and amortization 315 251
Unrealized losses 97 84
Other, net 484 414
7,904 2,050
Valuation allowance (4,565) —_
Net deferred taxes $ 3,339 $2,050

At December 31, 2001, a valuation allowance of approxi-
mately $4,565 had been established for the gross deferred
tax asset of approximately $7,904. Management estab-
lished a valuation allowance at December 31, 2001 against
the deferred assets, principally related to the net operating
losses, because it concluded that it is more likely than not
that the benefit will not be realized. Such net operating loss
carryforwards, which are subject to restrictions on utiliza-
tion, expire at various dates from 2011 through 2021.

10. Benefit Plans

Ladenburg and Ladenburg Capital have a 401(k) retire-
ment plan (the “Plan™), which allows eligible employees to
invest a percentage of their pretax compensation, limited to
the statutory maximum ($10,500 for 2001, 2000 and
1999). The Plan also allows the Company to make match-
ing and/or discretionary contributions. Ladenburg elected
to make matching contributions for the year 2000 in the
amount of $258,682, Neither Ladenburg nor Ladenburg
Capital made matching contributions for 2001, and
Ladenburg did not make matching contributions for 1999.

11. Off-Balance-Sheet Risk and Concentrations
of Credit Risk

The Company clears its transactions through other brokers
and dealers in securities and the Company is exposed to

off-balance-sheet risk in the event that customers or other
parties fail to satisfy their obligations. Should a customer
fail to deliver cash or securities as agreed, the Company
may be required to purchase or sell securities at unfavor-
able market prices.

The clearing operations for the Company’s securities trans-
actions are provided by several clearing brokers. At
December 31, 2001 and 2000, substantially all of the secu-
rities owned and the amounts due from brokers reflected in
the consolidated statement of financial condition are posi-
tions held at and amounts due from one clearing broker, a
large financial institution. The Company is subject to credit
risk should this broker be unable to fulfil! its obligations.

12. Notes Payable

The components of notes payable at December 31, 2001
are as follows:

Senior convertible notes payable $20,000
Notes payable 2,000
Subordinated note payable 2,500

$24,500

In conjunction with the acquisition of Ladenburg, LTS
issued a total of $20,000 principal amount of senior con-
vertible notes due December 31, 2005, secured by a pledge
of the stock of Ladenburg. The $10,000 principal amount
of notes issued to the former Ladenburg stockholders bears
interest at 7.5% per annum, and the $10,000 principal
amount of notes issued to Frost-Nevada bears interest at
8.5% per annum. The notes held by the former Ladenburg
stockholders are convertible into a total of 4,799,271
shares of common stock, and the Frost-Nevada notes are
convertible into a total of 6,497,475 shares of common
stock and the conversion price of the notes is subject to
adjustment on or about May 7, 2003 pending a final reso-
lution of LTS’s pre-closing litigation adjustments. If, during
any period of 20 consecutive trading days, the closing sale
price of LTS’s common stock is at least $8.00, the principal
and all accrued interest on the notes will be automatically
converted into shares of common stock. The notes also
provide that if a change of control occurs, as defined in the
notes, LTS must offer to purchase all of the outstanding
notes at a purchase price equal to the unpaid principal
amount of the notes and the accrued interest.

On August 31, 2001, LTS borrowed $1,000 from each of
New Valley and Frost-Nevada. The loans, which bore inter-
est at 1% above the prime rate, were repaid in January
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2002. As consideration for the loans, LTS issued to each
of New Valley and Frost-Nevada a five-year, immediately
exercisable, warrant to purchase 100,000 shares of LTS’s
common stock at an exercise price of $1.00 per share. The
Company recorded an expense of $154 associated with the
issuance of such warrants based on the value determined
by using the Black-Scholes option-pricing model.

Ladenburg has a $2,500 junior subordinated revolving credit
agreement with its clearing broker that extends through
October 31, 2002 under which outstanding borrowings
incur interest at LIBOR plus 2%.

13. Shareholders’ Equity

Weighted Average Shares Outstanding
In connection with the LTS acquisition, all per share data
have been retroactively restated to reflect the number of

Ladenburg Thalmann Financial Services Inc.

employees, officers and directors and certain other persons
performing services for the Company, as designated by the
board of directors. Pursuant to the Plan, an aggregate of
5,500,000 shares of common stock have been reserved for
issuance. In connection with the LTS acquisition, share-
holders” equity was increased $1,422 to recognize the value
of 1,875,979 stock options outstanding at May 7, 2001 to
LTS employees, based on a weighted average fair value of
$0.76 per option. The fair value of the options was deter-
mined using the Black-Scholes option-pricing model and
was based on the following weighted average assumptions:
expected volatility of 85.93%; expected life of three years;
a risk-free interest rate of 4.42%; and no expected dividend
yield or forfeiture.

A summary of the status of the Plan at December 31, 2001,
and changes during the period ended December 31, 2001,
is presented below:

equivalent shares received by the former stockholders of Weighted
Ladenburg in the form of common stock, convertible notes Average
and cash. Options and warrants to purchase common stock Exercise
of 3,112,104 common shares and common stock issued upon Shares Price 2
the conversion of notes payable of 11,296,746 common - -
. . . . Options outstanding,
shares were not included in the computation of diluted loss Mav 7. 2001 1.875.979 $3.21
per share in 2001 as the effect would have been anti-dilutive. ay /s SO0 :
Granted 1,200,000 3.08
Stock Option Plan Forfeited 163,875 3.00
In 1999, the Company adopted the 1999 Performance Options outstanding,
Equity Plan (the “Plan”) which provides for the grant of December 31, 2001 2,912,104 3.16
stock options and stock purchase rights to certain designated i ] e
Options exercisable,
December 31, 2001 1,130,419 3.16

The following table summarizes information about stock options outstanding at December 31, 2001:

Options Outstanding

Options Exercisable

Weighted
Number Average Weighted Number Weighted
Range of Outstanding at Remaining Average Exercisable at Average
Exercise December 31, Contractual Exercise December 31, Exercise
Prices 2001 Life (Years) Price 2001 Price
$4.47 200,000 2.67 $4.47 89,508 $4.47
4.06 300,000 7.67 4.06 147,690 4.06
3.05 1,200,000 9.33 3.05 100,000 3.05
3.00 896,624 7.96 3.00 611,100 3.00
2.75 36,364 8.00 2.75 12,121 2.75
2.52 110,000 9.10 2.52 110,000 2.52
2.13 169,116 9.00 2.13 60,000 2.13
2,912,104 8.52 3.16 1,130,419 3.16
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In connection with the LTS acquisition, Ladenburg entered
into a new employment agreement with Victor M. Rivas,
which provided for Mr. Rivas to become President and Chief
Executive Officer of LTS upon closing of the transaction.
As part of Mr. Rivas’ compensation under the employment
agreement, LTS granted him on May 7, 2001 a ten-year non-
qualified option under the Plan to purchase 1,000,000 shares
of LTS common stock at $3.03, the closing market price as
reflected by the American Stock Exchange on the date of
grant. The options have a ten-year term and become exer-
cisable as to one-third of the shares on each of the first
three anniversaries of the date of grant.

On May 7, 2001, the Company granted to each of the

five new non-employee directors of the Company ten-year

options to purchase 20,000 shares of common stock at $3.05
per share. Each option will become exercisable on the first
anniversary of the date of grant.

The Company applies APB Opinion No. 25 and related
interpretations in accounting for its plans. Accordingly, no
compensation cost has been recognized for the stock option
plans. Had compensation cost been determined based on
the fair value at the grant dates for those awards consistent
with the method of FASB Statement No. 123, the Company’s
net income and net income per share for the year ended
December 31, 2001, would have been increased to the pro
forma amounts indicated below:

Net loss:
As reported $(12,293)
Pro forma (13,291)
Net loss per common share:
As reported-—Basic and diluted $ (0.31)
Pro forma—Basic and diluted (0.32)

The estimated grant date present value reflected in the above
table is determined using the Black-Scholes model on option
grants on or after May 7, 2001. The material factors incot-
porated in the Black-Scholes model in estimating the value
of the options reflected in the above table include the fol-
lowing: (i} the fair market value of the underlying stock on
the dates of grant, (ii) an option term of 10 years, (iii) a risk-
free rate of 4.884% that represents the interest rate on a U.S.
Treasury security with a maturity date corresponding to that
of the option term, (iv) volatility of 83.58% and (v) no annu-
alized dividends paid with respect to a share of common
stock at the date of grant. The ultimate values of the options
will depend on the future price of the Company’s common
stock, which cannot be forecast with reasonable accuracy.

14. Related Party Transactions

Following the May 2001 acquisition of Ladenburg by LTS,
certain officers and directors of New Valley became affili-
ated with the Company. Various directors of New Valley
serve as directors of the Company, including Victor M. Rivas,
LTS’s President and Chief Executive Officer. An executive
officer of New Valley has served as Chief Financial Officer
of LTS since June 2001 and amounts for his services, which
were deemed immaterial, were not allocated from New Valley
to LTS in 2001. In addition, the sole shareholder of the
general partner of Frost-Nevada is a director of LTS. See
Note 13 regarding options granted to the non-employee
directors of LTS and to Mr. Rivas in May 2001.

In connection with the acquisition of Ladenburg, New
Valley and Frost-Nevada acquired LTS’s senior convertible
notes. In August 2001, New Valley and Frost-Nevada each
loaned the Company $1,000, which loans were repaid in
January 2002. See Note 12.

New Valley has maintained office space at Ladenburg’s
principal offices. In connection with the consummation
of the LTS acquisition, New Valley entered into a license
agreement with Ladenburg under which New Valley will
continue to occupy this space at no cost to New Valley.
The license agreement is for one year and is automatically
renewed for successive one-year periods unless terminated
by New Valley.

During 2001, New Valley paid a fee of $750 to the President
of Ladenburg, who serves as President and Chief Executive
Officer of LTS. The fee was paid for his services in connec-
tion with the closing of the acquisition of Ladenburg by
LTS. One-half of the fee was reimbursed by Ladenburg to
the former parent.

Several members of the immediate families of LTS’s execu-
tive officers and directors are employed as registered repre-
sentatives of Ladenburg Capital Management. As such,
they receive a percentage of commissions generated from
customer accounts for which they are designated account
representatives and are eligible to receive bonuses in the
discretion of management. Oscar Sonkin and Richard
Sonkin, the father-in-law and brother-in-law, respectively,
of Richard J. Rosenstock, received $104 and $150,
respectively, in compensation during the fiscal year ended
December 31, 2001. Steven Zeitchick, the brother of Mark
Zeitchick, received $136 in compensation during the fiscal
year ended December 31, 2001.
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QUARTERLY FINANGIAL DATA (UNAUDITED)}

Quarters

(Dollars in thousands, except per share amounts) 1st 2nd 3rd 4th
2001(a):

Revenues $18,910 $21,168 $18,079 $35,796

Expenses 19,274 24,856 26,492 35,580

(Loss) income before income taxes (364) (3,688) (8,413) 216

Net loss $ (272) $(2,594) $(5,685) $(3,742)
Basic and diluted:

Loss per common share $ (0.01) $ (0.07) $ (0.14) $ (0.09)
Basic and diluted weighted average

common shares(b! 34,647,170 39,025,348 42,025,211 42,025,211
2000(a):

Revenues $31,287 $20,031 $18,556 $19,710

Expenses 26,404 19,868 18,476 18,624

Income before income taxes 4,883 163 80 1,086

Net income $ 3,547 $ 859 $ 27 $ 657
Basic and diluted:

Income (loss) per common share $ 0.10 $ 0.02 $ 0.00 $ 002 23
Basic and diluted weighted average

common shares(b) 34,647,170 34,647,170 34,647,170 34,647,170

(a} The financial data prior to May 7, 2001 reflect Ladenburg Thalmann & Co.’s financial results and the financial data afterwards reflect Ladenburg
Thalmann Financial Services’ financial results.
(b) All per share data prior to May 7, 2001 have been retroactively adjusted to reflect the number of equivalent shares received by the former stockholders
of Ladenburg in the form of common stock, convertible notes and cash.




24

Ladenburg Thalmann Financial Services Inc.

2001

MARKET FOR COMMDON EQUITY AND
RELATED STOCKHOLDER MATTERS

Our common stock became eligible for quotation on the
NASD OTC Bulletin Board in October 1997 under the
symbol “FHAN.” On August 24, 1999, we changed our
name to GBI Capital Management Corp. and on August 25,
1999, our common stock began quotation on the NASD
OTC Bulletin Board under the symbol “GBIC.” On April 14,
2000, our common stock began trading on the American
Stock Exchange under the symbol “GBC.” On May 7, 2001,
we changed our name to Ladenburg Thalmann Financial
Services Inc. and on the same date our common stock began
quotation on the American Stock Exchange under the sym-
bol “LTS.” The following table sets forth the high and low
prices, in the case of the American Stock Exchange, and last
sale prices, in the case of the NASD OTC Bulletin Board,
of the common stock for the periods specified.

High ($) Low (%)

2001
Fourth Quarter 1.860 0.700
Third Quarter 2.080 0.700
Second Quarter 3.200 1.960
First Quarter 3.150 1.850

2000
Fourth Quarter 2.750 2.000
Third Quarter 3.000 2.625
Second Quarter 3.500 2.500
First Quarter 3.375 2,625

Holders

On March 235, 2002, there were approximately 13,800
holders of record of our common stock.

Dividends

To date, we have not paid or declared any dividends on our
common stock. The payment of future dividends, if any, will
be at the discretion of our board of directors after taking
into account various factors, including our financial condi-
tion, operating results, current anticipated cash needs as
well as any other factors that the board of directors may
deem relevant, Our ability to pay dividends in the future
also may be restricted by our operating subsidiaries’ obliga-
tions to comply with the net capital requirements imposed
on broker-dealers by the SEC, the NASD and the NYSE.
We do not intend to declare any dividends in the foreseeable
future, but instead intend on retaining all earnings for use
in our business.
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THE REGISTRANT

The following table sets forth the names, ages and posi-
tions of our current directors and executive officers as of
March 25, 2002. Our directors are elected annually and
serve until the next annual meeting of shareholders and
until their successors are elected and appointed. Our exec-
utive officers serve until the election and qualification of
his successor or until his death, resignation or removal by
our board of directors.

Name Age Position
Howard M. Lorber 53 Chairman of the Board
Victor M. Rivas 58 President and Chief

Executive Officer

Vice Chairman of the
Board and Chief
Operating Officer
Executive Vice President
and Director

Richard J. Rosenstock 50

Vincent A. Mangone 36

Mark Zeitchick 36 Executive Vice President
and Director

Henry C. Beinstein 59 Director

Robert J. Eide 49 Director

Phillip Frost, M.D. 65 Director

Richard J. Lampen 48 Director

Bennett S. LeBow 64 Director

J. Bryant Kirkland Il 36 Chief Financial Officer
Howard M. Lorber has been chairman of our board of
directors since May 2001. Since November 1994, he has
been president, chief operating officer and a member of
the board of directors of New Valley. From January 1994
to January 2001, Mr. Lorber was a consultant to Vector
Group Ltd., a New York Stock Exchange-listed holding
company, and since January 2001 has served as its presi-
dent, chief operating officer and a member of its board
of directors. Mr. Lorber has been a stockholder and a
registered representative of Aegis Capital Corp., a broker-
dealer and a member firm of the NASD since 1984. Since
1987, Mr. Lorber has been chairman of the board of direc-
tors of Nathan’s Famous, Inc., a chain of fast food restau-
rants, and has been its chief executive officer since 1993.
Since 1991, he has been a director and member of the
audit committee of United Capital Corp., a real estate
investment and diversified manufacturing company. Since
May 1994, he has been a director and member of the
audit committee of Prime Hospitality Corp., a company
doing business in the lodging industry.

Victor M. Rivas has been our president and chief executive
officer and a member of our board of directors since May
2001. Mr. Rivas has been affiliated with Ladenburg
Thalmann & Co. since September 1997 and has been its
chairman and chief executive officer since July 1999. He
has also been co-chairman of the board of directors of
Ladenburg Capital Management since November 2001,
Since October 1999, he has been a member of the board
of directors of New Valley. Prior to joining Ladenburg
Thalmann & Co., Mr. Rivas served as an officer of the
brokerage firms of Rickel & Associates, Inc. from March
1997 to September 1997 and Janssen-Meyers Associates,
L.P. from January 1996 to March 1997. Mr. Rivas had
previously served as chairman of the board and chief exec-
utive officer of Conquest Industries Inc. and its subsidiary,
Congquest Airlines Corp.

Richard J. Rosenstock has been vice chairman of our board
of directors since May 2001 and our chief operating offi-
cer since August 1999. He was also our president from
August 1999 until May 2001. Mr. Rosenstock has been
affiliated with Ladenburg Capital Management since
1986. He has served as Ladenburg Capital Management’s
chief executive officer since May 2001. From January
1994 until May 1998, Mr. Rosenstock was an executive
vice president of Ladenburg Capital Management and

was its president from May 1998 until November 2001.
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Vincent A. Mangone has been our executive vice president
and a member of our board of directors since August 1999.
Mr. Mangone has also been affiliated with Ladenburg
Capital Management since October 1993 and has been

an executive vice president since September 1995.

Mark Zeitchick has been our executive vice president and
a member of our board of directors since August 1999.
Mr. Zeitchick has also been affiliated with Ladenburg
Capital Management since October 1993. Mr. Zeitchick
has been Ladenburg Capital Management’s co-chairman
since November 2001. From September 1995 until
November 2001, he was an executive vice president of
Ladenburg Capital Management. From May 2001 until
November 2001, he served as chairman, and became
co-chairman in November 2001.

Henry C. Beinstein has been a member of our board

of directors since May 2001. Mr. Beinstein has been a
director of New Valley since 1994. In August 1997,
Mr. Beinstein became the executive director of Schulte
Roth & Zabel LLP, a New York-based law firm. Before
that, Mr. Beinstein had served as the managing director
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of Milbank, Tweed, Hadley & McCloy LLP, a New York-
based law firm, commencing in November 1995. From
April 1985 through October 1995, Mr. Beinstein was the
executive director of Proskauer Rose LLP, a New York-
based law firm. Mr. Beinstein is a certified public account-
ant in New York and New Jersey and prior to joining
Proskauer was a partner and national director of finance
and administration at Coopers & Lybrand.

Robert J. Eide has been a member of our board of direc-
tors since May 2001. He has also been the chairman
and treasurer of Aegis Capital Corp. since before 1988.
Mr. Eide also serves as a director of Nathan’s Famous
and Vector Group.

Phillip Frost, M.D. has been a member of our board of
directors since May 2001. He has served as chairman of
the board of directors and chief executive officer of IVAX
Corporation since 1987. IVAX is engaged in the research,
development, manufacturing and marketing of branded
and generic pharmaceuticals and veterinary products in
the United States and international markets. Dr. Frost
served as IVAX’s president from July 1991 until January
1995. He was the chairman of the Department of
Dermatology at Mt. Sinai Medical Center of Greater
Miami, Miami Beach, Florida from 1972 to 1990.

Dr. Frost was chairman of the board of directors of Key
Pharmaceutical, Inc. from 1972 to 1986 and was vice
chairman of the board of directors of North American
Vaccine, Inc. (vaccine research and development) from
1989 to 2000. He is chairman of the board of directors of
Whitman Education Group (proprietary education) and
IVAX Diagnostics, Inc. (diagnostic products), an American
Stock Exchange-listed company of which IVAX Corporation
beneficially owns approximately 70% of the common
stock. He is also a director of Northrup Grumman
Corporation (aerospace). He is chairman of the Board of
Trustees of the University of Miami and a member of the
Board of Governors of the American Stock Exchange.

Richard J. Lampen has been a member of our board of
directors since January 2002. He has been the executive
vice president and general counsel of New Valley since
October 1995 and a member of its board of directors
since July 1996. Since July 1996, Mr. Lampen has served
as executive vice president of Vector Group. Since January
1997, Mr. Lampen has served as a director of CDSI
Holdings Inc., a marketer of an inventory control system,
and since November 1998 has been its president and chief
executive officer. From May 1992 to September 1995, Mr.
Lampen was a partner at Steel Hector & Davis, a law firm
located in Miami, Florida. From January 1991 to April
1992, Mr. Lampen was a managing director at Salomon
Brothers Inc., an investment bank, and was an employee
at Salomon Brothers from 1986 to April 1992. Mr. Lampen
has served as a director of a number of other companies,
including U.S. Can Corporation, The International Bank
of Miami, N.A., Spec’s Music Inc. and Panaco, Inc., as
well as a court-appointed independent director of Trump
Plaza Funding, Inc.

Bennett S. LeBow has been a member of our board of
directors since May 2001. Since June 1990, Mr. LeBow
has been the chairman of the board of directors and chief
executive officer of Vector Group, and has been a member
of its board of directors since October 1986. He also cur-
rently holds various positions with Vector Group’s sub-
sidiaries, including Vector Tobacco Inc. and Liggett Group
Inc. He has been chairman of the board of directors of
New Valley since January 1988 and chief executive officer
since November 1994,

Other Executive Officer

J. Bryant Kirkland III has served as our chief financial offi-
cer since June 2001, Mr, Kirkland has been vice president,
treasurer and chief financial officer of New Valley since
January 1998, and since November 1994 has served in
various financial capacities with New Valley and Vector
Group. Since January 2001, Mr. Kirkland has served as vice
president of Vector Group. Mr. Kirkland has served as vice
president and chief financial officer of CDSI since January
1998 and as a director of CDSI since November 1998.
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