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PART I

Certain statements contained in this Annual Report on Form 10-KSB are
"forward-looking statements," within the meaning of the Private Securities
Litigation Reform Act of 1995, and are thus prospective in nature. Such
forward-looking statements reflect management's beliefs and assumptions and are
based on information currently available to management. The forward-looking
statements involve known and unknown risks, uncertainties and other factors
that may cause actual results, performance or achievements of Intrepid Capital
Corporation to differ materially from those expressed or implied in such
statements. There can be no assurance that such factors or other factors will
not affect the accuracy of such forward-looking statements

ITEM 1. DESCRIPTION OF BUSINESS
General

Intrepid Capital Corporation ("ICAP"), incorporated in 1998, is a
Florida-based financial services holding company that conducts its business
through its wholly owned subsidiaries, Intrepid Capital Management ("ICM") and
Allen C. Ewing & Co. ("Ewing").

ICM, a registered investment advisor, manages equity, fixed-income,
and balanced portfolios for public and private companies, labor unions,
endowments, foundations, and high net worth individuals and families. ICM has
received authority to act as an investment manager in several states to meet
the needs of its customers throughout the United States.

Ewing is a registered broker-dealer with the Securities and Exchange

Commission ("SEC") and a member of the National Association of Securities
Dealers, Inc. ("NASD") and the Securities Investor Protection Corporation
("SIPC") .

In a transaction effective December 31, 2001, ICAP acquired all of the
outstanding stock of ICC Investment Advisors, Inc., a Florida corporation, the
operations of which are conducted through its wholly-owned subsidiary, The
Investment Counsel Company ("ICC"). Subsequent to the acquisition, ICC was
merged with and into ICM.

In a transaction effective October 30, 2001, ICAP discontinued its
resinous material operations formerly conducted through Envirog Corporation
("Envirog") by selling all of the issued and outstanding capital stock of
Sprayroq, Inc. ("Sprayroq"), Envirog's 50% owned subsidiary. Enviroq remains a
wholly-owned subsidiary of ICAP to hold the promissory notes received in
connection with the sale, but conducts no operations currently, as its
operations consisted solely of its investment in Sprayroq.

In the future, ICAP intends to continue to expand through the growth
of its present subsidiaries and through the acquisition of additional firms
that provide investment management and other financial services. Currently, the
principal business of ICAP is the operation of its wholly owned subsidiaries,
ICM and Ewing.

Investment Management
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ICM is a registered investment advisor under the Investment Advisors
Act of 1940, as amended (the "Investment Advisors Act"), operating with clients
throughout the United States. ICAP's investment management strategy is to
capitalize on growth opportunities for investment management services in the
institutional, for-profit corporate, non-profit corporate and private client
markets. ICM manages assets across a diverse range of investment styles, asset
classes and client types, with significant participation in both the debt and
equity markets. ICM is responsible for developing and implementing its own
investment philosophy. ICM seeks to grow by expanding the capabilities of its
investment management services,

increasing and focusing its marketing efforts and selectively expanding its
distribution channels. As of December 31, 2002, ICM had $469.1 million of
assets under management for its clients.

Factors Affecting Investment Managers.

Revenues in the investment management industry are determined
primarily by fees based on assets under management. Therefore, the principal
determinant of growth in the industry is the growth of institutional assets
under management. In management's judgment, the major factors which influence
changes in institutional assets under management are: (a) changes in the market
value of securities; (b) net cash flow into or out of existing accounts; (c)
gains of new or losses of existing accounts by specific firms or segments of
the industry; and (d) the introduction of new products by the industry or by
particular firms. In general, assets under management of the industry have
increased steadily as a result of these factors.

Investment Banking

Ewing is a registered broker-dealer and a member of the NASD and the
SIPC. Ewing provides full-service securities brokerage and investment banking,
which primarily includes advisory services to clients on corporate finance
matters, including mergers and acquisitions and the issuance of public stock.

Ewing's securities brokerage business is conducted, on a fully
disclosed basis, through National Financial Services, LLC ("NFS"). Ewing's
operations, in conjunction with NFS, include the execution of orders,
processing of transactions, receipt, identification and delivery of funds and
securities, custody of customer securities, internal financial controls and
compliance with regulatory and legal requirements.

Factors Affecting Investment Bankers

Revenues in the securities industry are directly affected by general
economic and market conditions, including fluctuations in volume and prices of
securities, changes and prospects for changes in interest rates and demand for
brokerage and investment banking services, all of which can affect Ewing's
relative profitability. In periods of reduced market activity, profitability is
likely to be adversely affected because certain expenses, including salaries
and related costs, portions of communication costs and occupancy expenses,
remain relatively fixed.

Investors are becoming more self-reliant and value conscious in the
pursuit of their financial goals. Investors are increasingly willing to acquire
the information about, and an understanding of, investment alternatives and
have become increasingly sophisticated and knowledgeable about investing with
easy access to a broad range of financial information.
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ICAP Business Strategy

ICAP intends to grow its business by leveraging its competitive
investment management service strengths through ICM, including ICM's long-term
performance record, diverse product offerings and experienced research, client
service and investment staff. In order to achieve continued growth and
profitability, ICAP will continue to pursue its business strategy, the key
elements of which include:

Maintain Investment Management As Core Business

ICAP's core business i1s investment management. Concentrating its
professional and financial resources on providing high quality investment
products and client service, ICAP hopes to further establish a respected
reputation among its clients and in the investment community. ICAP believes
that its continuing commitment to its core investment management business,
together with its continued independence during a

period of consolidation in the financial services industry, 1is attractive to
potential clients and will also contribute to its ability to attract and retain
highly qualified investment professionals.

Broadening and Strengthening the ICAP Brand

ICAP intends to strengthen its brand name identity by, among other
things, increasing its marketing and advertising to provide a uniform image and
has the capacity to create new products and services around the core ICAP brand
to complement its existing product offerings.

Enhancing Diverse Product and Service Offerings

ICAP believes that its ability to offer a broad range of investment
products and services in a wide variety of investment styles will enhance its
opportunities for attracting new clients and cross-selling its products and
services to existing clients. ICAP also seeks to complement existing product
offerings through internal development and acquisition of new investment
capabilities.

Increasing Penetration in the Accredited Investor Market

ICAP's high net worth business focuses, in general, on serving clients
who fit within the definition of "accredited investors" under the federal
securities laws. That means ICAP's customers will generally be (i) banks or
other financial institutions; (ii) registered broker-dealers; (iii) registered
investment companies; (iv) small business investment companies; (v) natural
persons whose individual net worth, or joint net worth with that person's
spouse, exceed $1,000,000; (vi) natural persons whose individual net income
exceeded $200,000, or $300,000 together with their spouses, for each of the
past two years, and such persons have the reasonable expectation of achieving
such incomes in the current year; (vii) certain types of trusts with total
assets in excess of $5,000,000; and (viii) entities in which all of the equity
owners are accredited investors. With ICM and ICC's history of serving this
segment and their long-term performance record, ICAP believes that it is well
positioned to capitalize on the growth opportunities in this market.

Attracting and Retaining Experienced Professionals

The availability of the publicly traded ICAP Common Stock will enhance
ICAP's ability to attract and retain top performing investment professionals.
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The ability to attract and retain highly experienced investment and other
professionals with a long-term commitment to ICAP and its clients will be a
significant factor in ICAP's long-term growth. As ICAP continues to increase
the breadth of its investment management capabilities, it plans to add
portfolio managers and other investment personnel in order to foster expansion
of its products.

Capitalizing on Strategic Acquisitions and Alliances

ICAP intends to selectively and opportunistically pursue acquisitions
and alliances that will broaden its product offerings and add new sources of
distribution. ICAP believes that it is well positioned, as a publicly traded
company, to pursue strategic acquisitions and alliances with firms providing
investment management and other financial services.

Competition

ICAP, through its wholly owned subsidiaries, is principally engaged in
an extremely competitive business, the financial services industry. Competitors
include, with respect to one or more aspects of its business, all of the member
organizations of the New York Stock Exchange and other registered securities
exchanges, all of the members of the NASD, investment management firms,
commercial banks, thrift institutions and financial consultants. Many of these
organizations have substantially more employees and

greater financial resources than ICAP. ICAP also competes for investment funds
with banks, insurance companies and investment companies. Discount brokerage
firms oriented to the retail market, including firms affiliated with commercial
banks and thrift institutions, are devoting substantial funds to advertising
and direct solicitation of customers in order to increase their share of
commission dollars and other securities related income. ICAP is not engaged in
extensive advertising programs for this type of business.

Management believes that the most important factors affecting
competition in the investment management business are the abilities and
reputations of investment managers, differences in investment performance of
the various firms, the development and execution of new investment strategies,
access to channels of distribution, and resources to invest in information
technologies and client service capabilities. ICAP expects that other industry
participants will from time to time seek to recruit ICAP investment
professionals and other employees away from ICAP. The loss of key professionals
could have a material adverse affect on ICAP.

The financial services industry is, by its nature, subject to various
risks, particularly in volatile or illiquid markets, including the risk of
losses resulting from the ownership of securities, customer fraud, employee
errors or misconduct, failures in connection with the processing of securities
transactions and litigation. ICAP's business and its profitability are affected
by many factors, including the volatility and price level of the securities
markets, the volume, size and timing of securities transactions, the demand for
investment banking services, the level and volatility of interest rates, the
availability of credit, legislation affecting the business and financial
communities, and the economy in general. Markets characterized by low trading
volumes and depressed prices generally result in reduced commissions and
investment banking revenues as well as losses from declines in the market value
of securities positions.

Supervision and Regulation
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ICAP

ICAP is incorporated under, and required to be in compliance with, the
laws of the State of Delaware. ICAP is also subject to the reporting
requirements of the Securities Act of 1933 and the Securities Exchange Act of
1934 as well as to applicable regulation and supervision by the SEC. Because
ICAP is not engaged in the rendering of investment advisory services, its
activities as a holding company will not result in ICAP being deemed an
"investment advisor", as such term is defined in the Investment Advisors Act
and various state advisors acts. ICAP, therefore, is not required to be
registered under the Investment Advisors Act or any state advisors acts.
However, because Ewing is subject to the Uniform Net Capital Rule (as defined
below), ICAP is also subject to the requirements of such rule.

ICAP believes that it, including all subsidiaries, 1is currently in
compliance with all state and federal regulations, and its most recent
regulatory audit met all applicable regulatory requirements. ICAP also has in
place an ongoing internal compliance program supported by regulators, external
consultants, accountants and attorneys.

ICM

ICM is incorporated under, and required to be in compliance with, the
corporate laws of the State of Florida. Because ICM is engaged in the business
of providing investment advisory services to a number of clients, ICM is
registered under the Investment Advisors Act and under applicable state
investment advisors acts. All registrations, reporting, maintenance of books
and records and compliance procedures required by the foregoing laws and
regulations are maintained independently by ICM. ICM is subject to the Employee
Retirement Income Security Act of 1974, as amended ("ERISA"), and to U.S.
Department of Labor regulations promulgated thereunder, insofar as it is a
"fiduciary" under ERISA with respect to its respective clients.

The laws and regulations applicable to ICM and its operations
generally grant supervisory agencies and other regulatory bodies' broad
administrative powers, including the power to limit or restrict ICM from
carrying on its business in the event that it fails to comply with such laws
and regulations. Possible sanctions that may be imposed in the event of such
noncompliance include the suspension of individual employees, limitations on
engaging in business for specified periods of time, revocation of registration
as an investment advisor, censures and fines.

Ewing

Ewing 1is incorporated under, and required to be in compliance with,
the corporate laws of the State of Florida. Ewing is registered as a
broker-dealer with the SEC under the Securities Exchange Act of 1934 (the
"Exchange Act") and, where applicable, under various state securities laws, and
is further regulated by the rules of the NASD. All registrations, reporting,
maintenance of books and records and compliance procedures required by the
foregoing laws and regulations are maintained independently by Ewing.

Ewing is also required by federal law to belong to the SIPC, which
provides, in the event of the liquidation of a broker-dealer, protection for
securities held in customer accounts of up to $500,000 per customer, subject to
a limitation of $100,000 on claims for cash balances. The SIPC is funded
through assessments levied on registered broker-dealers. Stocks, bonds, mutual
funds and money market funds are considered securities and are protected on a
share basis for the purposes of SIPC protection. SIPC protection does not apply
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to fluctuations in the market value of securities.

Margin lending arranged by Ewing is subject to the margin rules of the
Board of Governors of the Federal Reserve System and the NASD. Under such
rules, broker-dealers are limited in the amount they may lend in connection
with certain purchases and short sales of securities and are also required to
impose certain maintenance requirements on the amount of securities and cash
held in margin accounts. In addition, those rules govern the amount of margin
customers must provide and maintain in writing uncovered options.

As a registered broker-dealer, Ewing (and ICAP by virtue of its
ownership of Ewing) is subject to Rule 15¢3-1 of the Exchange Act, also known
as the "Uniform Net Capital Rule", which has also been adopted by the NASD. The
Uniform Net Capital Rule specifies minimum net capital requirements for all
registered broker-dealers and is designed to measure financial integrity and
liquidity. Failure to maintain the required regulatory net capital may subject
a firm to suspension or expulsion by the NASD, certain punitive actions by the
Commission and, ultimately, may require a firm's liquidation.

Ewing falls within the provisions of Rule 15c3-1(a) (2) (iv) of the
Exchange Act. Ewing is subject to the minimum net capital requirements
applicable to brokers or dealers that introduce customer accounts and receive
securities, which requires that Ewing maintain minimum net capital, as defined,
of not less than $100,000 at December 31, 2002. Ewing is not subject to Rule
15¢c3-3 of the Exchange Act, which regulates a broker-dealer's custody of
customer securities, and claims exemption from the reserve requirement under
Rule 15c3-3 (k) (2) (ii) of the Exchange Act. Ewing maintains net capital in
excess of that required by Rule 17a-11 of the Exchange Act which requires Ewing
to give notice in the event that Ewing's net capital falls below certain
levels.

Employees

As of December 31, 2002, ICAP and its subsidiaries employed 44 full
time persons. ICAP has no collective bargaining agreement with any of its
employees and believes that its overall relations with employees are good.

ITEM 2. DESCRIPTION OF PROPERTY

ICAP and ICM maintain offices at 3652 South Third Street, Suite 200,
Jacksonville Beach, Florida 32250, occupying approximately 5,600 square feet
under a lease that expires in January 2010.

ICM also maintains an office at 255 South Orange Avenue, Suite 900,
Orlando, Florida 32801, occupying approximately 4,000 square feet under a lease
that expires in August 2007.

Ewing maintains an office at 50 North Laura Street, Suite 3625,
Jacksonville, Florida 32202, occupying approximately 4,300 square feet under a
lease that expires in January 2005.

Ewing also maintains an office at 200 S. Tryon Street, Suite 700,
Charlotte, North Carolina 28202, occupying approximately 3,700 square feet

under a lease that expires in March 2007.

All properties are in adequate condition for the purposes for which
ICAP uses them.

ITEM 3. LEGAL PROCEEDINGS
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There are no material legal proceedings pending, or to ICAP's
knowledge, threatened against ICAP or any of its subsidiaries.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to ICAP's stockholders during the fourth
quarter of fiscal year 2002.

PART II
ITEM 5. MARKET FOR COMMON EQUITY AND RELATED STOCKHOLDER MATTERS

ICAP's common stock trades in the over-the-counter market and is
quoted on the NASDAQ OTC Bulletin Board under the symbol "ICAP". The following
table sets forth, for the last two fiscal years, the high and low bid and asked
prices of the common stock of ICAP. The information set forth below has been
obtained from Bloomberg L.P. and is believed to be reliable. The reported high
and low bid and asked quotations reflect inter-dealer prices without retail
mark-up, mark-down or commission and may not represent actual transactions.

Fiscal Year 2002 Low Bid High Bid Low Asked High Asked
First Quarter $3.00 $1.65 $1.10 $3.35
Second Quarter 1.80 2.50 1.90 3.00
Third Quarter 0.72 1.85 1.00 2.00
Fourth Quarter 0.50 1.50 0.75 1.65
Fiscal Year 2001 Low Bid High Bid Low Asked High Asked
First Quarter $2.50 $1.75 $1.38 $3.50
Second Quarter 1.10 1.55 1.40 1.80
Third Quarter 1.00 1.40 1.20 1.60
Fourth Quarter 1.00 1.35 1.50 1.68

As of December 31, 2002, there were 3,400,183 shares of ICAP Common
Stock outstanding, 1,000 shares held in treasury and 313 stockholders of
record. The number of record holders includes as single holders various
institutions (such as brokerage firms) that hold shares in "street name" for
multiple stockholders.

ICAP has not paid any cash dividends on the ICAP Common Stock since
its organization, and currently intends to retain any earnings for operations
and the expansion of its business. Other than state corporate law limitations,
there are no restrictions on ICAP's ability to pay dividends.

ITEM 6. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND



Edgar Filing: INTREPID CAPITAL CORP - Form 10KSB

RESULTS OF OPERATIONS
Critical Accounting Policies and Estimates

The discussion and analysis of ICAP's financial condition and results
of operations are based on ICAP's consolidated financial statements which have
been prepared in accordance with accounting principles generally accepted in
the United States of America. The preparation of these financial statements
requires us to make estimates and judgments that affect the reported amounts of
assets and liabilities, revenues and expenses, and related disclosures of
contingent assets and liabilities. We base these estimates on historical
experience and on various other assumptions that management believes are
reasonable under the circumstances; additionally we evaluate these results on
an on-going basis. Actual results may differ from these estimates under
different assumptions or conditions.

ICAP has a significant amount of goodwill and identifiable intangible
assets recorded on its financial statements. ICAP's identifiable intangible
assets consist of investment management contracts and customer relationships.
Management's allocation of purchase price to these identifiable intangible
assets requires estimates about the amount and useful lives of identifiable
intangible assets acquired. These estimates require a significant degree of
estimates based on management's assumptions regarding future cash flows,
account retention, expected profit margins, and applicable discount rates and
are subject to uncertainty and may differ significantly from actual results
under different assumptions or conditions.

ICAP has completed its initial assessment of impairment for goodwill
and identifiable intangible assets. Management has assessed the recoverability
of the identifiable intangible assets and has determined there to be no
impairment based on its estimates and analysis of future cash flows. Management
will continue to assess the recoverability whenever events or circumstances
indicate they may be impaired and monitor the future results of the investment
management segment. In addition, ICAP will periodically review goodwill and
intangible assets for impairment in accordance with existing accounting
pronouncements and has set an annual impairment test date for goodwill of
December 31. Such review will involve ICAP's determination of reporting unit
fair values through estimation of projected cash flows, discount rates, future
performance and other variables, which will require a significant amount of
judgment by ICAP's management.

Acquisitions

On December 31, 2001, ICAP acquired 100% of the outstanding capital
stock of ICC and has accounted for this transaction under the purchase method
of accounting. ICC, which was merged with and into ICM on June 30, 2002, is
expected to significantly enhance ICAP's investment management segment in many
areas including improved distribution capabilities, increased investment
management revenues, and increased efficiencies through economies of scale.

Discontinued Operations

On October 30, 2001, ICAP sold its ownership of Sprayroq, Envirog's
50% owned subsidiary. Enviroqg's operations consisted solely of its investment
in Sprayroqg, and ICAP has reported its operations as discontinued for all
periods presented. Envirog conducts no operations currently, but remains a
wholly-owned subsidiary of the Company to hold the interest bearing promissory
notes received in connection with the sale. A loss on sale of discontinued
operations of $566,000, after tax, was recorded during the year ended December
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31, 2001. Revenues from Enviroq were $1,230,402 for the year ended December 31,
2001. The loss from discontinued operations for Enviroq, including income tax
expense, was $31,620 for the year ended December 31, 2001.

Liquidity and Capital Resources

ICAP's current assets consist generally of cash, money market funds
and taxes receivable. ICAP has financed its operations with funds provided by
stockholder capital, proceeds from notes payable, and the disposal of Sprayroq,
Inc. ICAP has developed and is implementing a growth strategy plan that
includes both internal growth and external growth through acquisitions.

In connection with the acquisition of ICC, ICAP financed the cash
portion of the transaction through a loan from AJG, a Delaware corporation and
wholly-owned subsidiary of Arthur J. Gallagher & Co., a publicly-traded
Delaware corporation (NYSE: AJG), pursuant to the terms and conditions of an
Investment Agreement, a Convertible Note Agreement, a Convertible Note, an
Option Agreement, a Registration Rights Agreement and a Standstill Agreement,
each dated as of December 31, 2001 between ICAP and AJG (collectively, the
"Loan Documents"). Pursuant to the Loan Documents and the exhibits thereto,
among other things, AJG loaned ICAP $3,500,000 to finance the cash portion of
the transaction, as well as the costs and expenses associated with the
acquisition and for ICAP's working capital needs. In exchange, ICAP issued a
convertible promissory note in favor of AJG which was due on or before April
30, 2002, bore interest at 5% per annum, and could be converted on or prior to
maturity into Class A Cumulative Convertible Pay-In-Kind Preferred Stock of
ICAP. On March 29, 2002, the loan was converted into 1,166,666 shares of ICAP's
Class A Cumulative Convertible Pay-In-Kind Preferred Stock.

ICAP believes the acquisition of ICC and subsequent merger with and
into ICM provides ICAP a much broader distribution platform for investment
management services, branding, and the ability to consolidate back-office
investment management functions. ICAP is currently seeking additional capital
for future strategic opportunities through multiple sources. While management
believes it will be able to meet its capital needs through several potential
alternatives, there can be no assurances that such transactions will take place
on terms favorable to ICAP, if at all. If adequate funds are not available or
terms are not suitable, ICAP's growth strategy would be significantly limited
and such limitation could have an effect on ICAP's business, results of
operations and financial condition.

From January 2002 through June 2002, ICAP managed, under a time
specific contract, the loan asset portfolio of Hamilton Bank, N.A., a national
bank located in Miami, Florida, for which the Federal Deposit Insurance
Corporation ("FDIC") was acting as receiver (the "FDIC contract"). For the year
ended December 31, 2002, revenues earned from the FDIC contract were $7,204,196
which includes reimbursable pass-through costs occurring during and after the
contract termination date.

For 2002, the net cash used in operating activities of $366,329 was
primarily attributable to an increase in prepaid and other assets. Net cash
used in investing activities of $239,282 was primarily due to the purchase of
equipment. Net cash provided by financing activities of $275,000 was
attributable to the net proceeds from notes payable.

ICAP, through its subsidiary Ewing, is subject to the net capital
requirements of the Exchange Act, the NASD and other regulatory authorities. At
December 31, 2002, Ewing's regulatory net capital was $222,980, which is
$122,980 in excess of its minimum net capital requirement of $100,000.

10
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Results of Operations

If the purchase of ICC had occurred on January 1, 2001, the
consolidated results of operations for 2001 would have reflected pro forma
total revenues of $5,284,348 and pro forma net loss of $1,511,516.

ICAP has invested and plans to continue to focus and invest primarily
in the investment management segment. ICM has several portfolio styles, ranked
by independent sources, in the top percentile of all investment managers for
both performance and risk control. ICAP is investing in human capital through
the retention of portfolio management professionals, the hiring of six
investment management sales professionals and has sales promotion efforts,
through advertising and marketing, aimed at branding and broadening ICM's
investment management market share and presence.

During 2002, ICM was selected by one of the nation's top securities
firms as a top-tier investment manager for use by their more than 7,300 brokers
in more than 700 offices throughout the world. In a further effort to focus on
investment management, ICAP exited the retail brokerage operations in October
2002 through the termination of the six employees involved exclusively with the
retail brokerage operations and is only maintaining the brokerage operations
that aid the investment banking business.

Although ICAP is currently experiencing operational losses and is
expected to during part of 2003 as a result of its investments, management
projects the investments will justify the current expenses through significant
increases in its investment management revenues in 2003.

Year Ended December 31, 2002 Compared to the Year Ended December 31, 2001

Total revenues were $12,200,508 for the twelve months ended December
31, 2002, compared to $3,306,144 for the twelve months ended December 31, 2001,
representing a 269.0% increase.

Investment management fees increased $2,674,685, or 330.4%, to
$3,484,115. Investment management fees represent revenue earned by ICM and ICC
for investment advisory services. The fees earned are generally a function of
the overall fee rate charged to each account and the level of AUM. Quarterly
management fees are billed on the first day of each quarter based on each
account value at the market close of the prior quarter. AUM was $458.4, $475.5,
452.1 and $458.2 million at December 31, 2001, March 31, 2002, June 30, 2002
and September 30, 2002, respectively, compared to $105.3, $84.6, $79.3 and
$74.1 million at December 31, 2000, March 31, 2001, June 30, 2001 and September
30, 2001, respectively. The increase in investment management fees for the year
ended December 31, 2002 relates primarily to the increase in AUM as a result of
the acquisition of ICC in December 2001. AUM was $469.1 million at December 31,
2002, compared to $458.4 million at December 31, 2001.

Investment banking revenues increased $6,584,467, or 662.6%, to
$7,578,218. Investment banking revenues represent fees earned by Ewing for
providing investment banking services to clients on corporate finance matters,
including mergers and acquisitions and the issuance of capital stock to the
public. Such revenues are dependent on the timing of services provided and are
normally received upon consummation of the underlying transaction. The increase
is primarily attributable to the FDIC contract, which accounts for
approximately 95% of total investment banking revenue for the period.

Commissions decreased $472,271, or 35.0%, to $878,024. Commissions
represent revenue earned by Ewing from securities transactions conducted on
behalf of customers, including sales of mutual fund shares and variable
annuities. The decrease is primarily attributable to decreased transaction

11
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volume as a result of

the Company exiting the retail brokerage operations in October 2002 through the
termination of the six employees involved exclusively with the retail brokerage
operations and to volatile market conditions.

Other income increased $107,483, or 70.4%, to $260,151. The increase
is primarily attributable to an increase in interest received from the higher
average cash balances invested in money markets and to re-negotiated fee
arrangements for investment-related recordkeeping services.

Total expenses were $12,018,787 for the twelve months ended December
31, 2002, compared to $3,975,688 for the twelve months ended December 31, 2001,
representing a 202.3% increase.

Compensation and benefits increased $4,810,940, or 202.0%, to
$7,192,389. Compensation and benefits represent fixed salaries, commissions
paid on securities transactions and investment banking revenues, temporary
staffing costs, and other related employee benefits. The increase is primarily
attributable to bonuses and temporary staffing costs associated with the FDIC
contract, which are non-recurring and totaled approximately $3.0 million, to
the acquisition of ICC employees, to severance packages related to the
integration of ICM and ICC, and to compensation and benefits associated with
several newly hired regional ICM sales professionals.

Brokerage and clearing expenses decreased $57,740, or 21.8%, to
$207,571. Brokerage and clearing expenses represent the securities transaction
and other costs paid to the clearing broker-dealer, and are related to
commission revenue earned by Ewing. The decrease is primarily attributable to
decreased transaction volume as a result of the Company exiting the retail
brokerage operations in October 2002 through the termination of the six
employee