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BAGELL, JOSEPHS & COMPANY, L.L.C.

CERTIFIED PUBLIC ACCOUNTANTS
TRanToN OFFICE

HicH RIDGE COMMONS 1230 PARKWAY AVENUE
SuiTtes 400403 Surrs 301
200 HADDONFIELD BERLIN RoaD TreNTON, NEW JERSEY 08628
G13Bs80OR0, NEW JERSEY 08026 (6009) 883-1881
(856) 346-2828 Fax (856) 346-2882 Fax (609) 771-0623

INDEPENDENT AUDITORS’ REPORT

To the|Stockholder of
Gryphon Financial Securities Corp.
New York, New York

We bave audited the accompanying statement of financial condition of Gryphon
Finandial Securities Corp. as of December 31, 2001, and the related statements of
income, changes in stockholder’s equity and cash flows for the year then ended. These
ﬁnanclal statements are the respons1b1hry of the Company’s management. Our
rwponsxblhty is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with audmng standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material
mlsstétement An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the finapcial statements. An audit also includes assessing the
accountmg principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit

prowdes 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 Gryphon Financial Securities Corp. as of December 31,
2001, |and the results of its operations and its cash flows for the year then ended, in
conformlty with accounting principles generally accepted in the United States of

Amenca

Our audit was conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole, The information contained in the supplemental schedule
listed|in the accompanying index is presented for the purposes of additional analysis and
is not|a required part of the basic financial statements, but is supplemental information
required by Rule 17a-5 under the Securities Exchange Act of 1934, Such information has
been Eubj ected to the auditing procedures applied in the audit of the basic financial
statethents and, in our opinion, is fairly stated in all material respects in ralation to the
basicfinancial statements taken as a whole.

BAGELL, JOSEPHS & COMBANY, L.L.C.
BAGELL, JOSEPHS & COMPANY, L.L.C.
Certified Public Accountants

Gibbsboro, New J ersey

February 26, 2002

MEMBER OF: ~ AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
NEW IERSEY SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS
PENNSYLVANIA INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
NEW YORK STATE SOCIETY OF CERTIFIED PUBLIC ACCQUNTANTS
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GRYPHON FINANCIAL SECURITIES CORP.
STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2001
ASSETS
ASSETS
Cash in banks $ 6,989
Receivable from clearing broker 5,350
Loan receivable 1,000
Investment 600
TOTAL ASSETS . § 13,939
LIABILITIES AND STOCKHOLDER'S EQUITY
STOCKHOLDER'S EQUITY
Comroon stock, $.01 par value - 00,000 shares authorized;

-$10,000 shares issued and outstanding ' ' 3 100
Additior'tal paid-in capital 11,400 -
Retained earnings 2,439

Total stockholder's equit 13,939
TOYAL LIABILITIES AND STOCKHOLDER'S EQUITY $ 13,939

See accompanying summary of accounting poliices and notes to financial statements

3
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{ GRYPHON FINANCIAL SECURITIES CORP.
STATEMENT OF INCOME
FOR THE YEAR ENDED DECEMBER 31, 2001

REVENUE

Investment advisory income $§ 82,300

Interest income 158
TOTAL REVENUES 82,458
EXPENSES

Management fees 3,900

Registration and licensing 1,800

Office expenses 601
TOTAL EXPENSES 6,301
NET INCOME § 76,157

See accompanying summary of accounting poliices and nates to financial statements

4
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GRYPHON FINANCIAL SECURITIES CORP.
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2001
' SH FLOWS FROM OPERATING ACTIVITIES
Net income 3 76,157
Adjustments to reconcile net income to net cash
provided by operating activities
Receivable from clearing broker (157)
" Loan receivable {1,000)
Total Adjustments (1,157)
Net cash provided by operating activities 75,000
ZASH FLOWS FROM FINANCING ACTIVITIES
Dividend ‘ (81,050)
Net cash used in financing activities (81,050)
T DECREASE IN CASH AND CASH
EQUIVALENTS (6,050)
I(:ASH AND CASH EQUIVALENTS -Beginning of year 13,036
s ASH AND CASH EQUIVALENTS - End of year $ 6,989

—_— ,
See accompanying summary of accounting policies and notes to financial statements
6
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NOTE 1.

18563462882 BAGELL JOSEPHS

GRYPHON FINANCIAL SECURITIES CORP.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2001

NATURE OF BUSINESS AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

BUSINESS

Gryphon Financial Securities Corp. (“Company”) a Delaware corporation,
licensed to do business in the State of New York, is a registered broker-
dealer in securities under the provisions of the Securities Exchange Act of
1934 and is a member of the National Association of Securities Dealers,
Inc.

The Company has an agreement (“Agreement’) with a clearing agent
(“Broker™) to clear securities transactions, carry customers’ accounts on a
fully disclosed basis and perform certain recordkeeping functions.
Accordingly, the Company operates under the exceptive provisions of
Securities and Exchange Commission (“SEC”) Rule 15¢3-3(k)(2)(i1), and
(“SEC™) Rule 15¢3-3(k)(2)(1), the Customer Protection rule.

SECURITIES TRANSACTIONS

Securities transactions and related commission revenues and expenses are
recorded on a trade date basis. Securities listed on a national exchange are
valued at the last sales price on the date of valuation. Securities not listed
on a national excharige are valued at the last sales price on the date of
valuation or, if such price is not available, at the bid price for securities
owned and the ask price for securities sold but not yet purchased at the
close of business.

INCOME TAXES

Deferred income taxes may arise from temporary differences resulting
from income and expense items reported for financial reporting and tax
purposes in different periods. Deferred taxes are classified as current or
ron-current, depending on the classifications of the assets and liabilities to
which they relate. Deferred taxes arising from temporary differences that
are not related to an asset or liability are classified as current or non-
current depending on the periods in which the temporary differences are
expected to reverse.

PAGE

11
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NOTE 1.

18563462882 BAGELL JOSEPHS

GRYPHON FINANCIAL SECURITIES CORP.
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
DECEMBER 31, 2001

NATURE OF BUSINESS AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (CONTINUED)

CASH & CASH EQUIVALENTS

The Company considers all highly liquid debt instruments and other short-
term investments with an initial maturity of three months or less to be cash

equivalents.

The Company maintains cash and cash equivalent balances at financial
institutions which are insured by the Federal Deposit Insurance
Corporation or SPIC up to $100,000.

USE OF ESTIMATES

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

COST SHARING ARRANGEMENT

The Company’s shareholder York Avenue Holding Corp. (*York™), and
the Company have agreed to have York pay for a majonty of the operatmg
expenses of the Cormpany.

INVESTMENT ADVISORY INCOME

Investment advisory fees are recognized as earned on a pro rata basis over
the term of the contracts.

PAGE 12
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GRYPHON FINANCIAL SECURITES CORP.
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
DECEMBER 31, 2001

NOTE 2. CLEARING AGREEMENT

In accordance with the Agreement, the Company agrees that the broker will
have a lien upon and security interest in all of the Company’s property
including, but not limited to, securities, contracts, commercial paper monies,
apd any after acquired properties held by the broker in the Company’s
investment or commission accounts or security for the repayment of the
Company’s liabilities and obligations to the broker.

The Company typically maintains, as collateral against losses due to potential
nonperformance by its customers, deposits to cover its inventory and
outstanding customer positions. The company has restricted $5,000 of its cash
per the clearing agreement with Western Securities Clearing Corp.

NOTE 3. REGULATORY NET CAPITAL REQUIREMENTS

The Company is subject to the SEC’s Uniforin Net Capital Rule, which
requires the maintenance of minimum regulatory net capital requiremenis. As
of December 31, 2001 the Company has regulatory net capital of
approximately $13,939 and a minimum regulatory net capital requiremnent of
$5,000.

Under the provision of Rule 15¢3-3, the Company is not required to segregate
funds in a special reserve account for the exclusive benefit of customers and is
not subject to certain other requirements of the Customer Protection Rule.

NOT} INCOME TAXES

o
.Jk

The Company is a 100% wholly owned subsidiary of York Avenue Holding
Corp. The income will be reported in a consolidated corporate income tax
return. Thus, there is no provision for income taxes made.

NOTE S, DUE FROM BROKER

Accounts receivable from the clearing organization represent the net amount
relating to commissions/trading income (loss) less clearing costs. As of
December 31, 2001 the balance due from the clearing orgamzation was $5,350.

NOTE 6. LOANS RECEIVABLE

The Company has loaned a related company $1,000 as of December 31, 2001.
The receivable has no specific payment terms and is non-interest being,
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SUPPLEMENTAL INFORMATION
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GRYPHON FINANCIAL SECURITES CORP.
COMPUTATION OF NET CAPITAL PURSUANT TO RULE 15¢3-1
AND STATEMENT PURSUANT TO RULE 17a5(d)(4) OF THE
SECURITIES AND EXCHANGE COMMISISON
FOR THE YEAR ENDED DECEMBER 31, 2001

Computation of Net Capital Pursuant to Rule 15¢3-1

Computation of Net Capital

Total stockholder’s equity from statement of financial condition § 13,939
Less: Nonallowable assets - .
NET CAPITAL $ 13,939

Computation of Basic Net Capital Requirement
Minimum dollar per capital requirements of reporting broker/dealer  § 5,000

Minimum net capital requirements of reporting broker/dealer $ 5000
EXCESS NET CAPITAL $ 8939

Statement Pursuant to Rule 17a-5(d)(4)

A reconciliation with Company’s computation of net capital as reported in the unaudited
Part fII A of Form X-17A-5 was not prepared as there are no material differences between
the Company’s computation of net capital and the computation contained herein.
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REPORT ON INTERNAIL CONTROL,

i

Board| of Directors
Gryptjxon Financial Securities Corp.

In planmng and performing our audit of the financial statements and supplemental
schedules of Gryphon Financial Securities Corp. for the year ended December 31, 2001,
we c&ns1dcred its internal control structure, including control activities for safeguardmg
secuntles in order to determine our auditing procedures for the purpase of expressing our
oplmon on the financial statements and not to provide assurance on the internal control
' stmc_t}ure
Also, (as required by rule 17a-5 (g) (1) of the Securities and Exchange Commission, we
have made a study of the practices and procedures followed by the Company that we
considered relevant to the objectives stated in rule 17a-5 (g) (1) in making the periodic
computation of aggregate indebtedness and net capital under rule 17a-3 (a) (11) and the
procedures for determining compliance with exemptive provisions of rule 15¢3-3. We
did not review practices and procedures followed by the Company in making the
q rly securities exaninations, counts, verifications and comparisons, and the
recordation of differences required by rule 17a-13 or in compliance with the requirements
for prompt payment of securities under section 8 of Regulation T of the Board of
Governors of the Federal Reserve System, because the Company does not carry security
accounts for customers or perform custodial functions relating to customer securities.

The [ anagement of the Company is responsible for establishing and maintaining an
mtemal control structure and the practices and procedures referred to in the preceding
paragraph. In fulfilling this responsibility, estimates and judgments by management are
reqmred to assess the expected benefits and related costs of internal control structure
pohcxes and procedures and of the practices and procedures referred to in the preceding
pa.ragmph and to assess whether those practices and procedures can be expected to
acmeve the Comumnission’s above-mentioned objectives. Two of the objectives of an
internal control structure and the practices and procedures are to provide manageraent
withireasonable, but not absolute, assurance that assets for which the Company has
responSIbﬂxty are safegua.rded against Joss from unauthorized use or disposition and that
—tm;sacuons.&rﬁ execnted in accordance with mapagement’s authorization and recorded

prop@rly to permit preparation of financial statements in conformity with accounting
principles generally accepted in the United States of America. Rule 17a-5 (g) lists
addmonal objectives of the practices and procedures listed in the preceding paragraph.

NEW JERSEY SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS
PENNSYLVANIA INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS

i ‘

, MEMBER OF: AMERICAN INSTITUTE OF CERTIFIED PUBLIC AGCOUNTANTS

1

( NEW YORK STATE SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS
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Because of inherent limitations in any internal control structure or the practices and
pmcedﬁres referred to above, errors or irregularities may occur and may not be detected.
Also, protec‘uon 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 d?s1gn and operation may deteriorate.

Our consideration of the internal control structure would not necessarily disclose all
marters in the internal control structure that might be material weakness under standards
estabhshed by the American Institute of Certified Public Accountants. A material
wealcness is a condition in which the design or operation of the specific internal control
st:'ucmre elements does not reduce to a relatwely low level the risk that errors or
1rregulant1es in amounts that would be material in relation to the financial statements
being hudited may occur and not be detected within a timely period by employees in the
normal course of performing their assigned functions. However, we were not aware of
any mhtters involving the internal control structure, including procedures for
safeguarding securities, that we consider to be material weakness as defined above.

We understand that practices and procedures that accomplish the objectives referred to in
the se’cond paragraph of this report are considered by the Commission to be adequate for
its purpose in accordance with 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 Commission’s objectives.
)

Thas report is intended solely for the use of management, the Securities and Exchange
Comrmssxon, the New York Stock Exchange and other regulatory agencies which rely on :
Rule|17a-5 (g) under the Securities Exchange Act of 1934 and should not be used by

anyo;ne other than these specified parties.

mﬂg’m JOSEPHS & COMBANY, L.L.C
BAGELL, JOSEPHS & COMPANY, L.L.C.
Cert;ﬁed Public Accountants

Gibtj;')sboro, New Jersey

February 26, 2002
|

j
K }
!
; |
I (
i
|




