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BOR O EQQEDEEBEE

OATH OR AFFIRMATION

1, __Brack J. Stanford ' ‘ , swear (or affirm) that, to the

best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Stanford Securities, Inc. : ‘ . , as of
December. 31 ", ...2001 , are true and correct. 1 further swear (or affirm) that neither the company

nor any partner, proprietor, principal officer or director has any proprietary interest in any account c1a551f1ed soley as that of
& customer, except as-follows: .

No Exceptions

. OFFICIAL SEAL
TABITHA C. HAGGIE
‘NOTARY PUBLIC, STATE OF ILLINOIS
MY COMMISSION EXPIRES 11-30-2002

President

\\(%QQWVQ Q@QQ&» - .

Notary Public ' _ ’ -

This report** confains (¢heck- all applicable boxes):
(a) Facmg page.
(b) Statement of Financial Condition. - -
(c) Statement of Income:(Loss).
. (d) ‘Statement ofmwxmmmnam Cash Flows. :
(e) Statement of Changes in Stockholders’ Equity or. Partners’ or Sole Proprietor’s Capxtal
(f) Statement of Changes in Liabilities Subordmated to Claims of Crethors
(g) Computation of Net Capital :
(h) Computation for Determination of Reserve Reqmrements Pursuant to Rule 15¢3-3.
() Information Relating to the Possession or control Requirements Under Rule 15¢3-3. '
() A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 gréthg
GUp R IOnX O XRRE KIS K X Xk MRS E B RSP e W Bx b Aot R e xhoe 338X .
(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation. : : :
) An Oath or Affirmation.
(m) A copy of the SIPC Supplemental Report. :
(n) A report describing any matenal inadequacies found to exist or found to have e)usted since the date of the previous audit.

**For conditions of conﬁdehtial treatment of certain pom’oﬁs of this ﬁlz’ng,' see.section 240,17a-5(e)(3).




Warady & Davis LLP

Certified Public Accountants & Consultants “Growing with our clients for 50 years”

INDEPENDENT AUDITORS’ REPORT

Board of Directors and Stockholder
Stanford Securities, Incorporated
200 Fairway Drive - Suite 198
Vernon Hills, Ilinois

We have audited the accompanying statement of financial condition of STANFORD SECURITIES,
INCORPORATED (an Illinois Corporation) as of December 31, 2001, and the related statements of
income, changes in stockholder’s equity and cash flows for the year then ended that you are filing
pursuant to rule 17a-5 under the Securities Exchange Act of 1934. These financial statements are
the responsibility of the Company’s management. Our responsibility is to express an opinion on
these financial statements based on our audit.

We conducted our audit in accordance with U.S. generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether .
the financial statements are free of material misstatement. An audit also includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our
audit provides a reasonable basis for our opinion..

In our opinion, the financial statements referred to above present fairly, in all material respects the
financial position of STANFORD SECURITIES, INCORPORATED as of December 31, 2001, and the
results of its operations and its cash flows for the year then ended in conformity with U.S. generally
accepted accounting principles.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained on pages 13 and 14 is presented for purposes of
additional analysis and is not a required part of the basic financial statements, but is supplementary
information required by Rule 17a-5 under the Securities Exchange Act of 1934. Such information
has been subjected to the auditing procedures applied in the audit of the basic financial statements
and, in our opinion, is fairly stated in all material respects in relation to the basic financial
statements taken as a whole.

/
% W
February 15, 2002

MSH

108 Wilmot Road, Suite 500, Deerfield, 1llinois 60015-5145 847+267:9600 Fax 847¢267+9696 www,waradydavis.com

WARADY & Davis LLP 15 A MEMBER OF MACINTYRE STRATER INTERNATIONAL LIMITED (MSI). A WORLDWIDE ASSOCIATION OF INDEPENDENT PROFESSIONAL FIRMS.




STANFORD SECURITIES, INCORPORATED

STATEMENT OF FINANCIAL CONDITION

As of December 31, 2001

ASSETS
Cash and Cash Equivalents 3 77,881
Deposits with and Receivables from Clearing Broker 11,753
Commissions and Fees Receivable 1,634
Due from Affiliate 9,415
Prepaid Insurance 302
$ 100,985
LIABILITIES AND STOCKHOLDER'S EQUITY
LIABILITIES
Commissions Payable g 1,218
Payable to Clearing Broker 21,195
Income Taxes Payable 635
Total Liabilities 23,048
STOCKHOLDER'S EQUITY
Common Stock - No Par Value
Authorized - 100 shares
Issued and Outstanding - 100 shares 1,000
Additional Paid-in Capital 19,000
Retained Earnings 57,937
77,937
$ 100,985

See accompanying notes. 6




STANFORD SECURITIES, INCORPORATED

STATEMENT OF INCOME

For the Year Ended December 31, 2001

REVENUE
Commissions and Fees $ 674,880
Interest and Dividends 2,255
677,135
Expenses
Commissions and Fees 593,790
Trading Costs 68,861
Dues, Fees and Assessments 1,608
Professional Fees 4,400
Insurance 309
Interest 1,189
Miscellaneous 82
670,239
INCOME BEFORE PROVISION FOR INCOME TAXES 6,896
Provision for Income Taxes 1,580
NET INCOME 3 5,316
See accompanying notes. 7




STANFORD SECURITIES, INCORPORATED

STATEMENT OF CHANGES IN STOCKHOLDER'S EQUITY

For the Year Ended December 31, 2001

Additional
Common Paid-in Retained
Stock Capital Earnings Total
BALANCE, BEGINNING OF YEAR $ 1,000 3 19,000 $ 52,621 $ 72,621
Net Income 5,316 5,316
BALANCE, END OF YEAR $ 1,000 $ 19,000 $ 57,937 $ 77,937

See accompanying notes. 8




STANFORD SECURITIES,

INCORPORATED

STATEMENT OF CASH FLOWS

For the Year Ended December 31, 2001

CASH FLOWS FROM OPERATING ACTIVITIES

Net Income $ 5,316
Adjustments to Reconcile Net Income to
Net Cash Provided by Operating Activities
Due from Other Broker-Dealers (391)
Commissions and Fees Receivable 376
Refundable Income Taxes 790
Prepaid Insurance (63)
Commissions Payable 579
Payable to Clearing Broker (2,284)
Income Taxes Payable 635
Total Adjustments (348)
Net Cash Provided by Operating Activities 4,968
CASH FLOWS FROM INVESTING ACTIVITIES
Net Advances to Affiliate 4,684
NET INCREASE IN CASH AND CASH EQUIVALENTS 9,652
Cash and Cash Equivalents, Beginning 68,229
CASH AND CASH EQUIVALENTS, ENDING $ 77,881
SUPPLEMENTAL CASH FLOWS DISCLOSURES
Cash paid for:
Interest $ 1,189
Income Taxes $ 155

See accompanying notes. 9




STANFORD SECURITIES, INCORPORATED

NOTES TO FINANCIAL STATEMENTS

NOTE 1—ORGANIZATION AND NATURE OF OPERATIONS

The Company is a broker-dealer registered with the Securities and Exchange Commission and the
National Association of Securities Dealers. The Company does not carry securities accounts for
customers or perform custodial functions relating to customer securities.

NOTE 2—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

This summary of significant accounting policies is presented to assist in understanding the
Company’s financial statements. The financial statements and notes are representations of
management who is responsible for their integrity and objectivity. These accounting policies conform
to generally accepted accounting principles and have been consistently applied in the preparation of
the financial statements.

REVENUE RECOGNITION

Commissions and related clearing expenses are recorded on a trade-date basis as securities
transactions occur.

USE OF ESTIMATES

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities .at. the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual -
results could differ from those estimates. ’

CASH FLOWS STATEMENT

For the purposes of this statement, the Company considers all highly-liquid debt instruments
purchased with a maturity of three months or less to be cash equivalents.

NOTE 3—RELATED PARTY TRANSACTIONS

During the year, the Company has periodically advanced funds to the commonly owned affiliate.
These amounts are noninterest bearing and due on demand.

The Company performs brokerage services for the commonly owned affiliate and has placed
customer investments in funds managed by the commonly owned affiliate. Following is a summary
of transactions for 2001:

Commission And 8 TEVEIIUES ....cciiviieeeieiiieeeeieeireetieeseeseraeeesaessseetesesreeessrnreeeneneacasresesmvarsess $ 667,046

Commission, fee and trading cost expenses INCUTTed.......ccovciiveriviiiiecrn e reeee e e $ 655,856

10




STANFORD SECURITIES, INCORPORATED

NOTES TO FINANCIAL STATEMENTS

NOTE 4—PAYABLE TO CLEARING BROKER

The Company clears all customers’ transactions through another broker-dealer on a fully disclosed
basis. The amount payable to the clearing broker relates to the aforementioned transactions.
Interest is payable on the outstanding balance that generally corresponds to the broker call money
rate.

NOTE 5—COMMITMENTS AND CONTINGENCIES

The Company has entered into an agreement with its commonly owned affiliate and two individuals
whereby the two individuals have purchased stock in the commonly owned affiliate and the existing
sole stockholder has purchased additional stock under a stock purchase and - recapitalization
agreement. Under the terms of this agreement, the Company and commonly owned affiliate have
made various representations, guarantees, and warranties, as defined. In addition, the Company
must comply with specific covenants including, but not limited to, restrictions on the encumbrance of
the Company stock. In connection with this agreement, the Company is subject to consulting
agreements with two companies, owned by the two individuals noted above, requiring fees equal to
25% of the net profits, as defined, of the Company for each year. These agreements will remain in
effect as long as the two individuals retain their stock in the commonly owned affiliate. No amounts
were due at December 31, 2001.

NOTE 6—OFF-BALANCE SHEET CREDIT AND MARKET RISK

Customer transactions are introduced to and cleared through a clearing broker. Under the terms of

its clearing agreement, the Company is required to guarantee the performance of its customers in-

meeting contractual obligations. In conjunction with the clearing broker, the Company seeks to
control the risks associated with its customer activities by requiring customers to maintain collateral
in compliance with various regulatory and internal guidelines. Compliance with the various
guidelines are monitored daily and, pursuant to such guidelines, the customer may be required to
deposit additional collateral, or reduce positions when necessary.

Commissions receivable and deposits with and receivables from clearing organizations are amounts
due from the clearing broker that represent a concentration of credit risk and a deposit for clearing
securities transactions of its customers. The Company does not anticipate nonperformance by
customers or its clearing broker. In addition, the Company has a policy of reviewing, as considered
necessary, the clearing broker with which it conducts business.

NOTE 7—NET CAPITAL

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule (Rule
15c¢3-1), which requires the maintenance of minimum net capital and requires that the ratio of
aggregate indebtedness to net capital, both as defined, shall not exceed 15 to 1.

At December 31, 2001, the Company had net capital of $66,233 which was $61,233 in excess of its
required net capital of $5,000. The Company’s net capital ratio was .35 to 1.

11




SUPPLEMENTARY INFORMATION




STANFORD SECURITIES, INCORPORATED
COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1 OF
THE SECURITIES AND EXCHANGE COMMISSION

As of December 31, 2001

NET CAPITAL
Total Stockholder's FQUILT.....o.ociuiiiie et eice ettt e e et aaessea s st eeeessaae s sanneenans $ 77,937
Deductions:
Non-allowable assets
Deposits with and Receivables from Clearing Broker......cccccovioeiiiiiiiiiinnceneen. 1,752
Due from Affiliated COmMPAnY......c..vviiiiiiiciiie ettt et e e eaneee s 9,415
L0 Y= Vo) - SO U SUP RO UPPU 302
Haircut on Other SeCUTIEIES.......covii it ettt et eaea s 235
TOtal DEAUCTIONS. .. ciiiii e it sttt s st e et e et e et s e e ens e e eassareeasesansbaeeaeans 11,704
INEE CaPIBAL ..ottt ettt ettt e bt e e e e e ee e e e e e e e ettt aarae e etee et baeeeateas 3 66,233
AGGREGATE INDEBTEDNESS
Total Liabilities as per Accompanying Statement of Financial Condition.................... $ 23,048
MINIMUM NET CAPITAL REQUIRED
Minimum Dollar Net Capital Requirement........ccc..ocovviiiiiiiieicciiiine et $ 5,000
Based on Aggregate Indebtedness - 6 2/3% of Aggregate Indebtedness........c....coeenee.. $ 1,537
COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

Minimum Net Capital Requirement.......c.cocovviiiiiiiiiecieieeeee e $ 5,000
Bxcess Net Capital. ...ttt ettt e e e e s e e e e e e et ee e rte e e e e neeeeaaas $ 61,233
Ratio: Aggregate Indebtedness to Net Capital.......ccooiivciiiiciiie i 35t01

See accompanying independent auditors' report. 13
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STANFORD SECURITIES, INCORPORATED

RECONCILIATION OF THE COMPUTATION OF NET CAPITAL UNDER RULE 15C3-1
OF THE SECURITIES AND EXCHANGE COMMISSION WITH THE COMPANY'S
CORRESPONDING UNAUDITED FORM X-17A-5, PART IIA

As of December 31, 2001

Net Capital per Company's Unaudited Computation...........ccoeveiiiieeeciciee e $ 67,116
Adjustments:

Differences in Non-Allowable ASSets......ccciiiveiirrceiiincirie e et e e astbe s 295

AUdit AdJUSTMENES. ..ii ettt e e et a e e a e e e e e e et ae e e e e ntnens (1,178)

Total AdJUstiments......ocoviviieie et er s (883)

Net Capital per Report Pursuant to Rule 172-5d........ccoiiiiiiiiiiiieiec e 3 66,233

COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS
UNDER RULE 15C-3-3 OF THE SECURITIES AND EXCHANGE COMMISSION

As of December 31, 2001

None, the Company is exempt from Rule 15¢3-3 pursuant to the provisions of subparagraph (k)(2)(i1)
thereof.

INFORMATION RELATING TO POSSESSION OR CONTROL REQUIREMENTS
UNDER RULE 15C-3-3 OF THE SECURITIES AND EXCHANGE COMMISSION

As of December 31, 2001

None, the Company is exempt from Rule 15¢3-3 pursuant to the provisions of subparagraph (k)(2)(ii)
thereof.

See accompanying independent auditors' report. 14
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Warady & Davis LLP

Certified Public Accountants & Consultants “Growing with our clients for 50 years”

INDEPENDENT AUDITORS REPORT ON INTERNAL
ACCOUNTING CONTROL REQUIRED BY SEC RULE 17A-5

Board of Directors and Stockholder
Stanford Securities, Incorporated
200 Fairway Drive - Suite 198
Vernon Hills, Illinois

In planning and performing our audit of the financial statements and supplemental schedules of
STANFORD SECURITIES, INCORPORATED for the year ended December 31, 2001, we considered
its internal control, including control activities for safeguarding securities, in order to determine our
auditing procedures for the purpose of expressing our opinion on the financial statements and not to
provide assurance on internal control.

Also, as reqﬁired by rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC) we have

made a study of the practices and procedures followed by the Company including tests of such .-

practices and procedures that we considered relevant to the objectives stated in rule 17a-5(g) in
making the periodic computations of aggregate indebtedness and net capital under rule 17a-3(a)(11)
and for determining compliance with the exemptive provisions of rule 15¢3-3. Because the Company
does not carry securities accounts for customers or perform custodial functions relating to customer
securities, we did not review the practices and procedures followed by the Company in any of the
following:

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

3. Complying with the requirements of prompt payment for securities under section 8 of
Regulation T of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control
and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected benefits
and related costs of controls and of the practices and procedures referred to in the preceding
paragraph and to assess whether those practices and procedures can be expected to achieve the
SEC’s above-mentioned objectives. Two of the objectives of internal control and the practices and
procedures are to provide management with reasonable, but not absolute, assurance that assets for
which the Company has responsibility are safeguarded against loss from unauthorized use or
disposition and that transactions are executed in accordance with management’s authorization and
recorded properly to permit preparation of financial statements in conformity with U.S. generally
accepted accounting principles. Rule 17a-5(g) lists additional objectives of the practices and
procedures listed in the preceding paragraph.

MSI
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Because of inherent limitations in any internal control or the practices and procedures referred to
above, errors or fraud may occur and not be detected. Also, projection of any evaluation of them to
future periods is subject to the risk that they may become inadequate because of changes in
conditions or that the effectiveness of their design and operation may deteriorate.

Our consideration of internal contrecl would not necessarily disclose all matters in internal control
that might be material weaknesses under standards established by the American Institute of
Certified Public Accountants. A material weakness is a condition in which the design or operation of
the specific internal control components does not reduce to a relatively low level the risk that errors
or fraud in amounts that would be material in relation to the financial statements being audited may
occur and not be detected within a timely period by employees in the normal course of performing
their assigned functions. However, we noted no matters involving internal control, including control
activities for safeguarding securities, that we consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance
with the Securities Exchange Act of 1934 and related regulations, and that practices and procedures
that do not accomplish such objectives in all material respects indicate a material inadequacy for
such purposes. Based on this understanding and on our study, we believe that the Company’s
practices and procedures were adequate at December 31, 2001, to meet the SEC’s objectives.

This report is intended solely for the information and use of management, the SEC, and other
regulatory agencies which rely on Rule 17a-5(g) under the Securities Exchange Act of 1934 in their
regulation of registered brokers and dealers, and is not intended to be and should not be used by
anyone other than these specified parties.

Y i
February 15, 2002
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STANFORD SECURITIES, INCORPORATED
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