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OATH OR AFFIRMATION

[, SELDON T. CLARKE , swear (or affirm) that, to the
best of my knowledge and belief the accompany financial statement and supporting schedules pertaining to the firm

of

508 SECURITIES, INC. , as of

DECEMBER 31 ,_2001L are true and correct. [ further swear (or affirm) that neither the
company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

/
/\L,u.. 7.0k

Signature

PRESIDENT
Title

This report** contains (check all applicable boxes):

id (a) Facing page.

kd (b) Statement of Financial Condition.

Bd (c) Statement of Income (Loss).

B (d) Statement of Changes in Financial Condition.

A (e) Statement of Changes in Stockholders® Equity or Partners’ or Scle Proprietor’s Capital.

[] (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

id (g) Computation of Net Capital.

[] (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

[1 () Information Relating to the Possession or control Requirements Under Rule 15¢3-3.

{1 ) A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

[1 (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

0t (1) An Oath or Affirmation.

[] (m) A copy of the SIPC Supplemental Report.

[1 (n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous

audit.

** For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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ACCOUNTANT’S INTERNAL CONTROL REPORT

508 Securities, Inc.
65 Broadway, Suite 1004
New York, New York 10006

In planning and performing our audit of the financial statements and supplemental
schedules of 508 Securities, Inc. for the year ended December 31, 2001, we considered its
internal control, including control activities for safeguarding securities, in order to deter-
mine 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 Securities 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 objec-
tives stated in rule 17a-5(g) in making the periodic computations of aggregate indebted-
ness (or aggregate debits) 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 cus-
tomer securities, we did not review the practices and procedures followed by the Com-
pany in any of the following:

1. Making quarterly securities examinations, counts, verifications, and compari-
sons

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 proce-
dures 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

Continued
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508 Securities, Inc.
Page 2

the objectives of internal control and the practices and procedures are to provide man-
agement 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 re-
corded properly to permit the preparation of financial statements in accordance with gen-
erally accepted accounting principles. 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 is subject to the risk that they may become inade-
quate because of changes in conditions or that the effectiveness of their design and opera-
tion may deteriorate.

Our consideration of internal control 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 re-
duce to a relatively low level the risk that error or fraud in amounts that would be mate-
rial 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 activities
for safeguarding securities that we consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives re-
ferred 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 regu-
lations, and that practices and procedures that do not accomplish such objectives in all
material respects indicates a material inadequacy for such purposes. Based on this under-
standing 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 use of the Board of Directors, management,
the SEC, and other regulatory agencies that rely on rule 17a-5(g) under the Securities Ex-
change Act of 1934 in their regulation of registered brokers and dealers, and should not
be used for any other purpose.

February 8, 2002
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ACCOUNTANT’S REPORT

508 Securities, Inc.
65 Broadway, Suite 1004
New York, New York 10006

We have audited the accompanying statement of financial condition of 508 Secu-
rities, Inc., an S-Corporation, as of December 31, 2001, and the related statements of in-
come, changes in stockholders’ 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 finan-
cial 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 generally accepted auditing standards.
Those standards require that we plan and perform the audit to obtain reasonable assur-
ance about whether the financial statements are free of material misstatement. An audit
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 ma-
terial respects, the financial position of 508 Securities, Inc. at December 31, 2001, and
the results of their operations and their cash flows for the year then ended in conformity
with generally accepted accounting principles.

Our audit was conducted for the purpose of forming an opinion on the basic fi-
nancial statements taken as a whole. The information contained in Schedule [ is pre-
sented 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.

S YEN Y/

February 8, 2002



STATEMENT OF FINANCIAL CONDITION

508 Securities, Inc.

ASSETS
Current
Cash

U.S. Trust Company — checking account

Commissions receivable
Prepaid NYS franchise tax
Prepaid NYC general corporate tax

Investments, at market value, equal to cost
Excelsior Fund
R & T Money Fund

Memberships contributed, at market
Property and equipment, at cost

Office and computer equipment
Less accumulated depreciation

See accountant’s report and
Notes to financial statements

DECEMBER 31, 2001

$§ 28,930
324,176
4,782
12,085

69,384
116,564 185,948
2,200,000

78,746
60,105 18.641
$2,774.562

MANDEL, FEKETE & BLOOM
CERTIFIED PUBLIC ACCOUNTANTS



STATEMENT OF FINANCIAL CONDITION

508 Securities, Inc.

LIABILITIES AND STOCKHOLDERS’ EQUITY

LIABILITIES

Accrued expenses
Memberships contributed

Total Liabilities

STOCKHOLDERS’ EQUITY

Common stock — par value $1,000
Authorized - 10 shares
Issued — 10 shares

Accumulated adjustments account

Total Stockholders’ Equity

See accountant’s report and
Notes to financial statements

DECEMBER 31, 2001

§ 298,154
2,200,000

2.498.154

10,000
266,408

276,408

$2.774,562

MANDEL, FEKETE & BLOOM
CERTIFIED PUBLIC ACCOUNTANTS



STATEMENT OF INCOME

508 Securities, Inc.

REVENUE
Commission Income

EXPENSES
Officer’s salary
Office salaries
Payroll taxes
Pension contribution
Clearance charges
Error account
Commission expense
NYSE dues and expenses
Seat lease
Office expense
Quotron
Insurance
Travel and automobile expenses
Meals and entertainment
Professional fees
Charitable contributions
Telephone
Clerks
Dues and subscriptions
Advertising
Miscellaneous
Bank charges
Depreciation

OPERATING INCOME

Other Income
Dividend income

INCOME BEFORE TAXES

Income and Franchise taxes
Federal
New York State
New York City

NET INCOME

See accountant’s report and
Notes to financial statements

FOR THE YEAR 2001

$1,575,000
1,005,090
71,915
40,273
391,463
9,549
42,653
87,617
306,250
66,047
65,280
35,548
95,047
105,362
87,490
88,425
29,864
1,000
11,573
6,731
19,450
68
26,071

$4,498,445

4,167,766

330,679

11.616

342,295
0
2,721
59,788 62,509
$ 279,786

MANDEL, FEKETE & BLOOM
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STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY

508 Securities, Inc.

CAPITAL STOCK

Common
Balance at beginning of year

Issuance of shares

Balance at end of year

ACCUMULATED ADJUSTMENTS ACCOUNT

FOR THE YEAR 2001

Balance at beginning of year
Net income
Distributions

Balance at end of year

TOTAL STOCKHOLDERS’ EQUITY AT END OF YEAR

See accountant’s report and
Notes to financial statements

$ 10,000
— 0

10,000

$182,849
279,786

(_196.227)

266,408

$276,408

MANDEL, FEKETE & BLOOM
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STATEMENT OF CASH FLOWS

508 Securities, Inc.

Cash Flows from Operating Activities:
Net Income

Adjustments to Reconcile Net Income to
Net Cash provided by Operating Activities

Decrease in accounts receivable
Depreciation
Decrease in prepaid expenses
Increase in prepaid taxes
Decrease in accrued liabilities
Net Cash provided by Operating Activities
Cash Flows from Investing Activities
Purchase of property and equipment
Net Cash provided by Investing Activities
Cash Flows from Financing Activities
Distributions

Net Cash provided by Financing Activities

NET INCREASE IN CASH

CASH AND EQUIVALENTS AT BEGINNING OF YEAR

CASH AND EQUIVALENTS AT END OF YEAR

Supplemental Cash Flow Disclosures:
Income tax payments

Interest payments

See accountant’s report and
Notes to financial statements

FOR THE YEAR 2001
$279,786
25,945
26,071
225,000
(  1,658)
(_307.862)
$247,282
(_44,712)
( 44,712)
(_196.227)
( 196.227)
6,343
208,535
5214,878
$ 64,167
$ 0

MANDEL, FEKETE & BLOOM
CERTIFIED PUBLIC ACCOUNTANTS



NOTES TO FINANCIAL STATEMENTS

508 Securities, Inc.

1. ORGANIZATION AND NATURE OF BUSINESS

The Company is a broker-dealer registered with the Securities and Exchange
Commission (SEC). The Company is a New York S-Corporation.
2. SIGNIFICANT ACCOUNTING POLICIES

Securities Transactions

Customers’ securities and commodities transactions are reported on a settlement
date basis with related commission income and expenses reported on a trade date ba-
sis. Amounts received and payable for securities and transactions that have not
reached their contractual settlement date are recorded net on the statement of finan-
cial condition. Marketable securities are valued at market value.

Commissions

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

Income Taxes

The Company is an S-Corporation and is not subject to federal income taxes at
the corporate level. The amount of current and deferred state and city income taxes
payable is recognized as of the date of the financial statements, utilizing currently
enacted tax laws and rates. Deferred tax expenses are recognized in the financial
statements for the changes in deferred tax liabilities between years.

Depreciation

Depreciation is provided on a straight-line basis over their estimated useful lives.

MANDEL, FEKETE & BLOOM
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NOTES TO FINANCIAL STATEMENTS

508 Securities, Inc.

Statement of Cash Flows

For the purposes of the Statement of Cash Flows, the Company has defined cash
equivalents as highly liquid investments, with original maturities of less than ninety
days, that are not held for sale in the ordinary course of business.
3. PENSION PLAN

The Company established a 401K Contributory Profit Sharing Plan effective
January 1, 1999. All employees on January 1, 1999 are eligible to participate in the
plan. Thereafter, an employee is eligible the first day of the month following com-
pletion of three months’ employment. Participants may elect to contribute up to 12%
of compensation for the plan year, up to the maximum allowed by the Internal Reve-
nue Service for that tax year. The employer will make non-elective contributions to
the plan of 3% of the total compensation paid for that plan year to the participants in
the plan. The employer has the discretion to contribute a greater amount of non-
elective contributions for a plan year. This contribution is allocated to each partici-
pant in the plan based on each participants’ proportionate share of the total compen-
sation paid to participants for the plan year. Participants’ interest in contributions
made by the employer is 100% vested at all times.
4. NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform
Net Capital Rule (SEC rule 15¢3-1), which requires the maintenance of minimum net

capital and requires that the ratio of aggregate indebtedness to net capital, both as

MANDEL, FEKETE & BLOOM

See a ’s report
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NOTES TO FINANCIAL STATEMENTS

508 Securities, Inc.

defined, shall not exceed 15 to 1. At December 31, 2001, the Company had net capi-
tal of $454,047, which was $437,886 in excess of its required net capital of $16,161.
5. INCOME TAXES

The current and deferred portions of the income tax expense (benefit) included in
the statement of operations as determined in accordance with FASB Statement No.
109, Accounting for Income Taxes, are as follows:

Current Deferred Total

December 31, 2001

Federal $ 0 $ 0 $ 0
New York State 2,721 0 2,721
New York City 59,788 0 59,788

362.509 3 0 $62,509

MANDEL, FEKETE & BLOOM
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SCHEDULE I

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

Total ownership equity from Statement of Financial Condition
Deduct ownership equity not allowable for Net Capital

Total ownership equity qualified for Net Capital

Add:

Liabilities subordinated to claims of general creditors allowable

In computation of net capital
Other (deductions) or allowable credits (See list A)

Total capital and allowable subordinated liabilities

Deductions and/or charges:
Total non-allowable assets from Statement of Financial
Condition (See List B)
Secured demand note deficiency
Commodity futures contracts and spot commodities-
proprietary capital charges
Other deductions and/or charges

Other additions and/or allowable credits
Net Capital before haircuts on securities positions

Haircuts on securities (computed, where applicable, pursuant
to 13¢301(D):
Contractual securities commitments
Subordinated securities borrowings
Trading and investment securities:
Exempted securities
Debt securities
Options
Other securities
Undue concentration
Other

NET CAPITAL

See accountant’s report and
Notes to financial statements

As of December 31, 2001
$276,408
‘ 0
276,408
0
200,000
476,408
$ 18,642
0
0
0 18,642
0
457,766
0
0
0
0
0
3,719
0
0 ( 3,719
$454.047

MANDEL, FEKETE & BLOOM
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SCHEDULE I

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

As of December 31, 2001

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

Minimum net capital required $ 16,161
Minimum dollar net capital requirement of reporting broker
or dealer and minimum net capital requirement of

subsidiaries computed in accordance with Note (A) $ 5,000
Net capital requirement § 16,161
Excess net capital $437,886
Excess net capital at 100% $444,232

COMPUTATION OF AGGREGATE INDEBTEDNESS

Total A.L liabilities from Statemient of Financial Condition $ 98,155
Add:

Drafts for immediate credit $ 0

Market value of securities borrowed for which no

equivalent value is paid or credited $ 0

Other unrecorded indebtedness $ 0 0
Total aggregate indebtedness $ 98,155
Percentage of aggregate indebtedness to net capital 22%
Percentage of debt to debt-equity total computed in accordance

with Rule 15¢3-1(d) 0

See accountant’s report and

Notes to financial statements MANDEL, FEKETE & BLoom
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COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1
OF THE SECURITIES AND EXCHANGE COMMISSION

RECONCILIATION WITH COMPANY’S COMPUTATION
(INCLUDED IN PART II OF FORM X-17A AS OF

DECEMBER 31, 2001
DECEMBER 31. 2001
Net capital, as reported in company’s Part I
(unaudited) focus report $437,179
Audit adjusts to accrue additional expenses (net) ( 14,686)
Income taxes (net) 31.554
NET CAPITAL per above $454,047

DECEMBER 31, 2001

LISTA
Non A.L accrued salaries $200,000
Deferred income — 0
$200.,000

LISTB
Office and computer equipment $ 18.642
$ 18,642

See accountant’s report and

Notes to financial statements MANDEL, FEKETE & BLOOM

CERTIFIED PUBLIC ACCOUNTANTS



NOTES RE: OTHER SCHEDULES

The Company claims an exemption from the Securities and Exchange
Commission Rule 15¢3-3 based on the following:

All customer transactions cleared through another broker-dealer/clearing
organization on a fully disclosed basis. The Company does not carry securities
accounts for customers nor does it perform custodial functions relating to
customer securities.

Accordingly, the following schedules are not presented as part of these
financial statements:

- Computation for determination of reserve requirements

- Information relating to possession or control requirements

See accountant’s report and

Notes to financial statements - MANDEL, FEKETE & BLOOM
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