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"INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*

McGladrey & Pullen, LLP

{Name - if individual, siute lust, first, middle name)

750 Third Avenue New York New York 10017
(Address) (City) (State) (Zip Code)
7 CHECK ONE:
[ [X] Certified Public Accountant

0] Public Accountant PROCESSED |

[ Accountant not resident in United States or any of its possessions.

A JANAZ 2003
FOR OFFICIAL USE ONLY Co
THOMSON
FINANCJAL
?‘t * Claims for exemption from the requirement that the annual report overed by the opinion of an independent public accountant
b2 must be supported by a statement of facts and circumstances relied RX as the basis for the exemption. See section 240.17a-5(e)(2)

SRR




OATH OR AFFIRMATION

I, William Ellis, swear (or affirm) that, to the best of my knowledge and belief the accompanying financial
statement and supporting schedules pertaining to the firm of S.W. Childs Management Corporation. as of
September 30, 2002, 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 classified soley as that of a
customer, except as follows: NONE.

SANDRINA SNIPES | "L?{ h Lt
Notary Public - State of New York | Signature
NO. 015N4572274
Qualified in Rockland County

: My Comm.ssaon Expsres 10 715~-O (,,

\_/L' )éé
wn cielhna L gLt

President
Title

Notary Pubiic

This report contains (check alf applicable boxes):

(a) Facing page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Cash Flows.

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

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

(g) Computation of Net Capital

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

(i1} Information Relating to the Possession or control Requirements Under Rule 15¢3-3.

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

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation.

(1) An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

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

(o) Independent Auditor’s Report on Internal Control

0O OO000000KMKM

X OO

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).b
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McGladrey & Pullen

Certified Public Accountants

INDEPENDENT AUDITOR'S REPORT

To the Board of Directors
S. W. Childs Management Corporation
New York, New York

We have audited the accompanying statement of financial condition of .S. W. Childs Management
Corporation as of September 30, 2002 that you are filing pursuant to rule 17a-5 under the Securities
Exchange Act of 1934. 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
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statement is free of material 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 financial statement 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 S. W. Childs Management Corporation as of September 30, 2002, in conformity with
accounting principles generally accepted in the United Stated of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as
a whole. The information contained in Schedules I, II and III is presented for purposes of additional
analysis and is not a required part of the basic financial stater}nents, but 1s 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.

%&%‘///«,Z&%/ Lo

New York, New York
December 26, 2002




S. W. CHILDS MANAGEMENT CORPORATION

STATEMENT OF FINANCIAL CONDITION
September 30, 2002

ASSETS
Cash $ 45,700
Cash and U.S. Treasury Bill segregated under federal
regulations (Note 2) 633,413
Receivables (Note 3):
Customers $ 1,267,974
Directors 167,313 1,435,287
Securities owned, at market value:
Common stock 272,625
Preferred stock 18,860
Corporate bonds 82,717 374,202
Furniture and equipment, at cost net of accumulated
depreciation of $11,246 40,357
Deferred income taxes, net (Note 5) 76,500
Other assets 1,218
§ 2,656,677
LIABILITIES AND STOCKHOLDERS' EQUITY
Liabilities .
Bank loans payable, collateralized (Note 4):
Customers $ 75,000
Directors 268,750 § 343,750
Payables (Note 3):
Customers, free credit balances 1,546,002
Directors 72,628 1,618,630
Other liabilities 27,499
Total liabilities 1,989,879
Commuitments (Notes 7 and 8)
Stockholders' equity (Note 6)
Common stock, no par value, authorized and issued
6,000 shares 500,000
Additional paid-in capital 6,667
Retained earnings 708,849
1,215,516
Less cost of 3,600 shares of common stock in treasury 548,718
Total stockholders’ equity 666,798
S 2,656,677

See Notes to Financial Statements.
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S. W. CHILDS MANAGEMENT CORPORATION

NOTES TO FINANCIAL STATEMENT

Note 1. Nature of Business and Significant Accounting Policies

Nature of business:

The Company is a registered broker-dealer in securities under the Securities Exchange Act of 1934,
whose customers are primarily members of the principal stockholder’s family.

A summary of the Company's significant accounting policies follows:
Security transactions:

Customer and proprietary securities transactions (and related commission revenue and expense) are
recorded on the settlement date basis, the effect of which is not materially different from the trade date
basis as of year-end. Realized gain and loss from the purchase and sale of proprietary securities are
recorded on an identified cost basis. Securities owned are valued at market with the unrealized gains and
losses included in earnings of the current period.

Income taxes:

Deferred taxes are provided on a liability method whereby deferred tax assets are recognized for
deductible temporary differences and operating loss and tax credit carryforwards and deferred tax
liabilities are recognized for taxable temporary differences. Temporary differences are the differences
between the reported amounts of assets and liabilities and their tax bases. Deferred tax assets are reduced
by a valuation allowance when, in the opinion of management, it i1s more likely than not that some portion
or all of the deferred tax assets will not be realized. Deferred tax assets and liabilities are adjusted for the
effects of changes in tax laws and rates on the date of enactment.

Cash and cash equivalents:

For purposes of reporting cash flows, the Company considers only amounts deposited in the Company's
demand deposit account to be cash equivalents. All other cash deposits, including those in segregated
accounts are excluded from cash equivalents.

Use of estimates:

The preparation of financial statements 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.

Note 2. Cash and U.S. Treasury Bill Segregated Under Federal Regulations

Cash of $583,583 and a U.S. Treasury Bill due November 7, 2002 with a market value of $99,830 were
segregated in a special reserve bank account for the benefit of customers in accordance with the reserve
requirements of rule 15¢3-3 of the Securities and Exchange Commission. At September 30, 2002, the
Company was required under this rule to have a reserve deposit of $386,619.



S. W. CHILDS MANAGEMENT CORPORATION

NOTES TO FINANCIAL STATEMENT

Note 3. Receivables From and Payables to Customers and Directors

The amounts receivable from and payable to customers and directors represent balances resulting from
cash and margin securities transactions. Securities owned by customers represent collateral for these
receivables and are not reflected in the financial statements (see Note 4).

Receivables from customers and directors are due on demand, bear interest at the broker's call rate plus
3/4 of 1% and are collateralized by securities (see Note 4).

Note 4. Bank Loans Payable, Collateralized

The bank loans payable balance at September 30, 2002 is collateralized by securities owned by directors
and customers of the Company. The loans are payable on demand and interest is payable monthly at the
bank's broker call rate.

Note 5. Income Tax Matters

The Company has a net deferred tax liability consisting of the following components as of September 30,
2002:

Deferred tax liability:

Unrealized gain on securities h) (19,500)
Deferred tax asset:
Loss carryfowards 96,000
Net deferred tax asset $ 76,500

The Company files its tax returns on a calendar year basis. As of December 31, 2001, the Company has
net operating loss carryforwards of approximately $344,785 available under provisions of the Internal
Revenue Code to be applied against future taxable income. The loss carryforwards have the following
expiration dates:

Expiration date Amount
2005 $ 47,491
2006 126,978
2007 16,392
2008 2,095
2015 119,797
2016 . 32,032

$ 344,785

The Company has determined that no valuation allowance on the deferred tax asset is necessary, as
management believes the amount will be fully utilized. Realization of the deferred tax asset is dependent
upon sufficient future taxable income during the period the deductible temporary differences and
carryforwards are expected to be available to reduce taxable income.




S. W. CHILDS MANAGEMENT CORPORATION

NOTES TO FINANCIAL STATEMENT

Note 6.  Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule (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 defined, shall not exceed 15 to 1. The rule also provides that equity
capital may not be withdrawn or cash dividends paid if the resulting net capital ratio would exceed 10 to
1. At September 30, 2002, the Company had net capital of $471,387, which was $221,387 in excess of its
required net capital of $250,000. The Company's net capital ratio was 2.83 to 1.

Note 7. Lease Commitment

The Company has a lease which expires in fiscal 2003 for the rental of the office premises. The future
minimum rental payments relating to the noncancelable lease are $40,000.

Note 8. Financial Instruments With Off-Balance-Sheet Risk and Concentration of Credit Risk

In the normal course of business, the Company's customer and correspondent clearing activities involve
the execution, settlement and financing of customers' securities transactions. These activities may result
in off-balance-sheet credit risk in the event the customers are unable to fulfill their contracted obligations.
Customer securities transactions are transacted on either a cash or margin basis and, in the case of the
latter, credit is extended to customers subject to various regulatory and internal rules concerning the
maintenance of adequate collateral by the customer. In connection with these activities, the Company
executes and clears customer transactions which may involve the sale of securities not yet purchased.

These transactions may expose the Company to off-balance-sheet risk in the event margin requirements
are not sufficient to fully cover losses which customers may incur. Should the customer be unable to
satisfy their obligations, the Company may be required to purchase or sell financial instruments at
prevailing market prices in order to fulfill the customers' obligations. As discussed in Note 1, customers'
securities transactions are recorded on a settlement-date basis (generally the third business day after the
date a transaction is executed) in accordance with industry practice. The risk of loss associated with
transactions executed but not yet settled is similar to settled transactions in that it relates to customers’
inability to meet the terms of their contracts.




S. W. CHILDS MANAGEMENT CORPORATION

NOTES TO FINANCIAL STATEMENT

Note 8. Financial Instruments With Off-Balance-Sheet Risk and Conqentration of Credit Risk
(continued)

The Company seeks to control this risk by monitoring collateral value on a daily basis and requiring
additional collateral or the reduction of securities positions, when necessary, and establishing credit
limits.

At September 30, 2002, the Company has outstanding borrowings of $343,750 from a bank, which
borrowings are collateralized by customers’ and directors’ securities. Should the bank be unable to return
to the customers or directors their securities when required, the Company may be required to purchase
such securities in the open market.




McGladrey &Pullen

Certified Public Accountants

INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL

To the Board of Directors
S.W. Childs Management Corporation
New York, New York

In planning and performing our audit of the financial statements of S.W. Childs Management Corporation
(the Company), for the year ended September 30, 2002, 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 required 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 compliance with
such practices and procedures that we considered relevant to the objectives stated in Rule 17a-5(g), in the
following:

(1) Making the periodic computations of aggregate indebtedness and net capital under Rule 17a-
3(a)(11) and the reserve required by Rule 15¢3-3(e) '

(2) Making the quarterly securities examinations, counts, verifications and comparisons, and the
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

(4) Obtaining and maintaining physical possession or control of all fully paid and excess margin
securities of customers as required by Rule 15¢3-3

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 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 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 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 reduce to a
relatively low level the risk that error 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 the following matter
involving internal control, including control activities for safeguarding securities, that we consider to be
material weaknesses as defined above. This condition was considered in determining the nature, timing
and extent of the procedures to be performed in our audit of the financial statements of S.W. Childs
Management Corporation for the year ended September 30, 2002, and this report does not affect our
report thereon dated December 26, 2002.

Management failed to reconcile the cash activity with its custodian bank for settlement of customer trades
during the 15-month period beginning October 1, 2001. Processing errors by the custodian bank, coupled
with Company’s periodic inability to access the custodian bank’s system, resulted in the movement of
cash between the Company and its custodian which frequently could not be reconciled to the daily
settlement activity. Controls surrounding the processing and recording of customer trades, however,
appear to have functioned properly, thereby ensuring proper recording during the 15-month period. At
September 30, 2002, a substantial sum is due to the custodian bank. This amount has been appropriately
included in the Company’s reserve requirement computation. Management intends to complete its
analysis of the processing errors in the near term and meet with custodian bank officials to resolve the
problem. Additionally, the Company will switch to a new custodian bank effective January 1, 2003.

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 September 30, 2002, to meet the SEC's objectives.

This report is intended solely for the information and 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.

%4%4«/7 F illeg | Ler

New York, New York
December 26, 2002




