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OATH OR AFFIRMATION

1, Michael D. Burns

— SWEAr (O ;ﬂ'xrm) that, to the
best of my knowledge and belief the amnp:nm fmnnd Ratement and supponing schedules peraining to the firm of

Cap Pro Brokeraqe Services, Inc.

as of
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Accountants and Management Consultants

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Board of Directors of
Cap Pro Brokerage Services, Inc.

We have audited the accompanying statement of financial condition of Cap Pro Brokerage Services, Inc.
(the “Company”) as of June 30, 2002. This financial statement is the responsibility of the Company’s
management. Our responsibility is to express an opinion on this financial statement based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
Amernica. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the statement of financial condition 1s free of matenial misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the statement of financial condition. An
audit also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall statement of financial condition presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, the financial statement referred to above presents fairly, in all material respects, the financial
position of Cap Pro Brokerage Services, Inc. as of June 30, 2002, in conformity with accounting principles
generally accepted in the United States of America.

The accompanying statement of financial condition has been prepared assuming that the Company will
continue as a going concern. As discussed in Note G, the Company is experiencing difficulty in generating
sufficient cash flow to meet its obligations and sustain its operations, which raises substantial doubt about
its ability to continue as a going concern. Management’s plans in regard to these matters are also described
in Note G. The financial statements do not include any adjustments that might result from the outcome of
this uncertainty.

[ e S L~

New York, New York
July 26, 2002
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Cap Pro Brokerage Services, Inc.

STATEMENT OF FINANCIAL CONDITION

June 30, 2002

ASSETS

Cash and cash equivalents

Due from broker

Receivable from member firms
Other receivables

Total assets

LIABILITIES AND STOCKHOLDERS’ EQUITY

Payable to member firms
Other payables

Total liabilities
Stockholders’ equity
Common stock - $.01 stated value per share; 1,000 shares authonzed,;
100 shares issued and outstanding
Additional paid-in capital
Retained earnings

Total stockholders” equity

Total liabilities and stockholders’ equity

The accompanying notes are an integral part of this statement.

$281,204
159,885
11,392
73,174

$325.055

$103,473
5,222

108,695




Cap Pro Brokerage Services, Inc.

NOTES TO STATEMENT OF FINANCIAL CONDITION

June 30, 2002

NOTE A - GENERAL BUSINESS

Cap Pro Brokerage Services, Inc. (the “Company”) is a broker-dealer registered with the Securities and
Exchange Commission (“SEC”) and a member of the National Association of Secunties Dealers, Inc.
(“NASD”). The Company was incorporated in Delaware on September 30, 1999, as a wholly-owned
subsidiary of Capital Professional Advisors, Inc. (“Capital”). The Company enables accounting firms
(“Member Firms”) to operate as diversified professional service firms by introducing the clients of
Member Firms to its clearing broker pursuant to a fully disclosed clearance agreement and is therefore
exempt from the requirement of SEC rule 15¢3-3 under paragraph k(2)(i).

NOTE B - SIGNIFICANT ACCOUNTING POLICIES

1.

Cash and Cash Equivalents

Cash and cash equivalents include cash in checking accounts and mvestments in a money market

mutual fund.
Revenne Recognition

Commissions are generated from the sales of mutual funds, annuities, money market, fixed income
and equity securities initiated by Member Firms. The Company is allocated a portion of the
commissions based on various agreements with the Member Firms. The Company also earns an
agreed-upon transaction fee as well as a spread on cash balances held by its clearing broker.

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

Use of Estimates

The preparation of financial statements 1n conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions in
determining 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
dunng the reporting period. Actual results could differ from those estimates.



Cap Pro Brokerage Services, Inc.
NOTES TO STATEMENT OF FINANCIAL CONDITION (continued)

June 30, 2002

NOTE C - DUE FROM BROKER

The Company conducts business with its clearing broker on behalf of its Member Firms’ chients
pursuant to a clearance agreement. The Company earns commissions as an introducing broker for the
transactions of its customers. ‘

The Company has agreed to indemnify its clearing broker for losses the clearing broker may sustatn as a
result.of the failure of the Company’s customers to satisfy their obligations in connection with their
securities transactions.

All money market positions and receivables from clearing broker reflected on the statement of financial
condition are positions carried by and amounts due from the clearing broker.

NOTE D - NET CAPITAL REQUIREMENT

As a registered broker-dealer, the Company is subject to the Uniform Net Capital Rule 15¢3-1 of the
Securities and Exchange Commission, which requires that the Company maintain minimum net capital
as defined, to be 6-2/3% of aggregate indebtedness or $100,000, whichever is greater.

At June 30, 2002, the Company had net capital of $328,881, which exceeded its requirement by
$228,881.

NOTE E - CONCENTRATION OF CREDIT RISK

As a securities broker-dealer, the Company is engaged in brokerage activities on an agency basis and
riskless principal fixed income trades only. In the event that customers, counterparties or clearing
agents are unable to fulfill their obligations, the Company 1s exposed to off-balance-sheet credit nisk.

The Company maintains its cash in high-quality financial institutions. The balances, at times, may
exceed the federally insured limits.



Cap Pro Brokerage Services, Inc.
NOTES TO STATEMENT OF FINANCIAL CONDITION (continued)

June 30, 2002

NOTE F - RELATED PARTY TRANSACTIONS

The Company bears brokerage ticket charges, execution and clearance fees. All other expenses are
borne by Capital, including compensation, professional services, rent and purchases of fixed assets.

The Company receives accounting services as well as utilizes office space and fixed assets owned by
Capital in its day-to-day operations. The Company receives an economic benefit that is not reflected 1n
its financial statements through this arrangement. In consideration of the services provided, Capital
shares in the revenue generated by the Company. The allocation of the revenue generated by the
Company shall be determined on a monthly basis and shall be payable monthly in arrears. As of June
30, 2002, there was $560,000 in excess revenue allocated to Capital. Included in other receivables at
June 30, 2002 is $46,653 from related entities for services provided. In addition, Capital has a marketing
agreement with its parent, cpa2biz, from which the Company benefits.

The Company files a consolidated tax return with cpa2biz; accordingly, no taxes are due based upon the
Company’s tax allocations.

The Company requires ongoing support from its parent to fund operations as well as other services
including marketing. The above structure results in an economic dependency of the Company on its
parent.

NOTE G - GOING CONCERN

The accompanying statement of financial condition has been prepared on a going concern basis, which
contemplates the realization of assets and the satisfaction of habilities in the normal course of business.
The Company’s ultimate parent, cpa2biz, has required that Capital and its subsidiaries, including the
Company (collectively the “Companies”), identify and obtain funding from third-party sources, and has
stated that it will not be the exclusive funding source for the Company beyond October 31, 2002. In
addition, the Companies have experienced continuing operating losses and insufficient cash flow to
meet their operating needs. These factors, among others, raise substantial doubt about the Company’s
ability to continue as a going concern.



Cap Pro Brokerage Services, Inc.
NOTES TO STATEMENT OF FINANCIAL CONDITION (continued)

June 30, 2002

NOTE G (continued)

The statement of financial condition does not include any adjustments relating to the recoverability of
assets and classification of liabilities that might be necessary should the Company be unable to continue
as a going concern. The Company's continuation as a going concern 1s dependent upon its ability to
generate sufficient cash flow to meet its obligations on a timely basis, to obtain additional financing as
may be required, and ultimately to attain profitability. Capital is now in the late stages of negotiations to
obtain the required funding from a third party, and anticipates signing an Agreement with that third
party prior to October 31, 2002. Although Capital believes that there are several additional attractive
funding opportunities to pursue, there is no guarantee that Capital will be successful in earning or raising
all or a portion of the necessary funds.
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INDEPENDENT AUDITORS’ SUPPLEMENTARY REPORT ON
INTERNAL CONTROL REQUIRED BY SEC RULE 17a-5

Board of Directors of
Cap Pro Brokerage Services, Inc.

In planning and performing our audit of the financial statements and supplemental schedules of Cap Pro
Brokerage Services, Inc. (the “Company”) for the year ended June 30, 2002, we considered its internal
control, including control activities for safeguarding secunties, 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 required by rule 17a-5(g)(1) of the Secunties and Exchange Commuission (the “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 penodic
computations of aggregate indebtedness and net capital under rule 17a-3(a)(11) and for determining
compliance with the exemptve 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 for prompt payment for securities under Section 8 of Federal Reserve
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
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unauthorized use or disposition and that transactions are executed in accordance with management’s
authorization and recorded properly to permut the preparation of financial statements in accordance with
accounting principles generally accepted in the United States of America. Rule 17a-5(g) lists additional
objectives of the practices and procedures listed in the preceding paragraph.

Because of inherent limitations in internal control or the practices and procedures referred to above, error
or fraud may occur and not be detected. Also, projection of any evaluation of them to future periods i1s
subject to the nsk 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 control would not necessarily disclose all matters in internal cor\ltrol that might
be matertal weaknesses under standards established by the Amencan Insttute of Certified Public
Accountants. A material weakness 1s 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 error or fraud in amounts that
would be matetial 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 secunities, 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 1ts purposes in accotdance with the
Secuniies Exchange Act of 1934 and related regulations, and that practices and procedures that do not
accomplish such objectives in all matenal respects indicate a materal inadequacy for such purposes. Based
on this understanding and on our study, we believe that the Company’s practices and procedures were
adequate at June 30, 2002, to meet the SEC’s objectives.

This report is intended solely for the use of the Board of Directors, management, the SEC, the National
Association of Securities Dealers, Inc., and other regulatory agencies that 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.

Grbjx\‘\.:ﬂ'u- L0

New York, New York
July 26, 2002
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