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B. ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*
Tracey Heun Brennan & Co.

(Name — if individual, state last, first, middle name)

Court House Commons, 601 Route 9 South, Cape May Court House, NJ 08210
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OATH OR AFFIRMATION

Bugene W. Pashley, Jr. ssueas~{or affirm) that, fo the best of

.my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Pashley Financial Services, Inc.

, as

of Décember 31 ,2002

, are true and correct. I further&wear (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:

President

Title
&%m O@/ﬁ@.@%mgd/

Notary Public

This report ** contains (check all applicable boxes):
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(a) Facing Page.

(b) Statement of Financial Condition.

{c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ 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.

(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

(3) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 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
consolidation.

(1) An Oath or Affirmation.
(m) A copy of the SIPC Supplemental Report. _
(n) -Areportdescribing 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).



44

PASHLEY FINANCIAL SERVICES, INC.
FINANCIAL STATEMENT

DECEMBER 31, 2002




FINANCIAL STATEMENT

PASHLEY FINANCIAL SERVICES, INC.
YEAR ENDED DECEMBER 31, 2002

TABLE OF CONTENTS

Report of Independent Accountant...............o.ooiiiiiiiiiiiiiiiii

Statement of Financial Condition .........oviroenee i e

Statement of Income..........

Statement of Changes in Stockholder’s Equity ...........cooieiiiiiiiiiiiiiinn,

Statement of Cash Flows.....

Notes to Financial Statement

...........................................................

Supplementary Schedules to Financial Statements..................cocevieenenn..

ADDENDUMS

Independent Auditor’s Report on Internal Accounting Control....................



-————

ey Heun
Srennen & (e,

Certified Public Accountants, PA
M_%_{}ULMH@&%

To The Board of Directors and Stockholders
Pashley Financial Services, Inc.
Marmora, New Jersey 08223

REPORT OF INDEPENDENT PUBLIC ACCOUNTANT

We have audited the statements of financial condition of Pashley Financial Services, Inc. as of
December 31, 2002 and 2001 and the related statements of income, changes in stockholder’s
equity and cash flows for the years 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. Qur responsibility is to express an opinion on these financial
statements 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 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 material respects,
the financial position of Pashley Financial Services, Inc. and the results of their operations and
cash flows for the year then ended in conformity with accounting principles generally accepted
in the United States of America.

Our examination was made for the purpose of forming an opinion on the basic financial
statements, taken as a whole. The information contained in Schedule I 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 of the Securities and Exchange Commission.
Such information has been subjected to the auditing procedures applied in the examination 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.

juaywmfmm

TRACEY HEUN BRENNAN & C
Certified Public Accountants, PA

Cape May Court House, New Jersey
January 16, 2003

Ceniral Professional Plaza ¢ 327 Central Avenue, Linwood, NJ 08221 ¢ Ph: 609-927-2222 ¢ Fax:609-653-0675
601 Route 9 South, Cape May Court House, NJ 08210 ¢ Ph:609-465-2206 ¢ Fax: 609-465-2002
833 Route 37 West, Toms River, NJ 08755 ¢ Ph:732-818-9180 ¢ Fax:732-818-95633




PASHLEY FINANCIAL SERVICES, INC.
STATEMENTS OF FINANCIAL CONDITION
DECEMBER 31, 2002 AND 2001

ASSETS
2002 2001

Cash $ 67,779 $ 26,476

Certificates of Deposit 38,514 68,893

Commussions Receivable 11,660 11,739

Interest Receivable 269 513

Prepaid Expenses 7,174 7,637

Clearing Broker Deposit 5,000 5,000
TOTAL ASSETS $ 130,396 $ 120,258

LIABILITIES & STOCKHOLDERS' EQUITY

Accounts Payable $ 1,883 § 2,041

Commission Payable 579 641

Income Taxes Payable (Note 3) 200 200
Total Liabilities 2,662 2,882

Stockholders' Equity

Common Stock (2400 Shares Authorized --150 75,000 75,000
Issued and Outstanding in 2002)

Retained Earnings 52,734 42,376
Total Stockholders' Equity _ 127,734 117,376
TOTAL LIABILITIES & STOCKHOLDER'S

EQUITY $ 130,396 $ 120,258

The Accompanying Notes are an Integral Part
of these Financial Statements
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PASHLEY FINANCIAL SERVICES, INC.
STATEMENT OF INCOME
FOR THE YEARS ENDED DECEMBER 31, 2002 AND 2001

2002 2001
Revenues
Commissions - Insurance Products $ 110,236 § 106,597
Commissions - Securities & Mutual Funds 180,805 210,605
Consulting Fees 355,800 331,800
Interest 3,458 5,343
Total Revenues 650,299 654,345
Operating Expenses
Broker Commission 377,688 389,236
Salaries 61,606 59,379
Trade Charges 12,845 16,997
Telephone 11,240 13,559
Office Expense 12,465 12,651
Licenses 3,190 3,945
Professional Services 5,655 5,438
Office Supplies 4,699 3,611
Advertising 639 659
Publications - ' 778
Postage 3,763 3,423
Travel 1,084 2,080
Payroll Taxes 21,554 20,865
Insurance 35,891 30,447
Property and Use Taxes 90 51
Rent 18,000 18,000
Retirement Plan Expense (Note 6) 58,185 54,540
Other 10,847 13,622
Total Operating Expenses 639,441 649,281
Income Before Provision for Income Taxes 10,858 5,064
Provision for Income Taxes (Note 3) 500 200
Net Income $ 10,358 § 4,864
Earnings Per Share $ 69.05 $ 32.43

The Accompanying Notes are an Integral Part
of these Financial Statements
3



PASHLEY FINANCIAL SERVICES, INC.
STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2002 AND 2001

Common Retained

Stock Earnings
BALANCE, December 31,2000 | $ 75,000 $ 37,512
Net Income 4,864
BALANCE , December 31, 2001 $ 75,000 42,376
Net Income 10,358
BALANCE , December 31, 2002 $ 75,000 52,734

The Accompanying Notes are an Integral Part
of these Financial Statements
4
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PASHLEY FINANCIAL SERVICES, INC.
STATEMENT OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2002 AND 2001

2002 2001
Cash Flows From Operating Activities:
Net Income (Loss) $ 10,358 $ 4,864
Adjustments to Reconcile Net Income to
Cash Provided by Operating Activities:
(Increase) Decrease in:
Commussions Receivable 79 3,020
Interest Receivable 244 (16)
Prepaid Expense 463 (113)
Increase (Decrease) in:
Accounts Payables (158) 76
Retirement Plan Payable - (55,322)
Commissions Payable (62) 432
Net Cash Provided (Used) in Operating Activities 10,924 (47,059)
Cash Flows From Investing Activities:
(Purchase) Sale of Investments 30,379 (3,446)
Net Cash Provided (Used) in Investing Activities 30,379 (3,446)
- Net Increase (Decrease) In Cash and Equivalents 41,303 (50,505)
Cash and Equivalents, Beginning of Year 26,476 76,981
Cash and Equivalents, End of Year $ 67,779 $ 26,476

SUPPLEMENTAL SCHEDULE OF DISCLOSURES OF CASH FI.OW INFORMATION

Cash Paid during the Year for:

Income Taxes $ 600 $ 200
Interest $ 0 $ 0

The Accompanying Notes are an Integral Part
of these Financial Statements
5




PASHLEY FINANCIAL SERVICES, INC.
NOTES TO FINANCIAL STATEMENT

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

NATURE OF OPERATIONS

The company was formed April 15, 1988 as a New Jersey Corporation, and is a wholly
owned subsidiary of Pashley Insurance Agency, Inc. (also a New Jersey Corporation).
Registration with the Securities and Exchange Commission and National Association of
Security Dealers was granted October 31, 1988 and November 22, 1988, respectively.
The company’s business activity includes the sale of securities and insurance. The
company maintains offices in New Jersey and Indiana.

RECOGNITION OF REVENUE

The company recognizes revenue and expenses under the accrual method of accounting
for financial reporting and income tax purposes. '

Commission Revenue is recognized on a settlement date basis.

INVESTMENTS

Investments are recorded at market value. Any resulting difference between cost and
market is reflected in income. Investments consist of certificates of deposit and money
market accounts.

USE OF ESTIMATES

The process of preparing financial statements in conformity with accounting principles
generally accepted in the United States of America requires the use of estimates and
assumptions regarding certain types of assets, liabilities, revenues and expenses. Such
estimates primarily relate to unsettled transactions and events as of the date of the
financial statements. Accordingly, upon settlement, actual results may differ from
estimated amounts.

CASH AND CASH EQUIVALENTS

For the purposes of the Statement of Cash Flows, the company considers cash to be all
highly liquid investments with a maturity of three months or less.

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 being the
greater of $50,000 or 6 2/3% of the aggregate indebtedness. At December 31, 2002, the
company had net capital of $118,371, which was $68,371 in excess of its required net
capital of $50,000.



PASHLEY FINANCIAL SERVICES, INC.
NOTES TO FINANCIAL STATEMENT

INCOME TAXES

The company and its parent, file a consolidated federal income tax return. Effective
January 1, 1999, the shareholders of the parent company elected to have it taxed as an S-
Corporation. The shareholders of that entity also elected to have the company treated as
a qualifying Subchapter S subsidiary. The income tax liability and expense reflected on
these financial statements are those of the company. State income taxes are filed
separately and are calculated in accordance with revenue provisions of Indiana and New
Jersey. For the years ended December 30, 2002 and 2001, income tax expense was $500
and $200 respectively.

LEASING ARRANGEMENTS

The company leases office equipment under operating leases expiring on various dates
through August 2003.

The following is a schedule of future minimum rental payments required under the above
operating leases as of December 31, 2002.

Year Ending December 31:
2003 $ 2,219
2004 794
2005 35
5 __ 3.048
RELATED PARTY

The company leases space for its New Jersey location from 1314 South Shore Road
Associates, LLC an entity related through common control. The monthly lease was
$1,000 in 2002 and 2001. Space is also leased for the Indiana location from Hyden
Shore, Inc., a related entity, at a monthly rate of $500 in 2002 and 2001. During 2002
and 2001, $18,000 was paid under these lease agreements.

As indicated in Note 4 above the company leases equipment from a related party, Hyden
Shore, Inc. which has common ownership with the company. Hyden Shore, Inc. received
lease payments totaling $3,998 during 2002 and $4,895 during 2001.

During 2002 the company received consulting revenues from related parties Hyden

Shore, Inc. and Pashley Insurance Agency, Inc. Consulting revenues for 2002 were
$22,800 and $333,000, respectively and $22,800 and $309,000 respectively in 2001.



PASHLEY FINANCIAL SERVICES, INC.
NOTES TO FINANCIAL STATEMENT

PENSION PLAN

The Company maintains a Simplified Employee Pension (SEP) Plan. Employees must be
twenty-one years of age and have a minimum of one-year experience to be eligible to
participate. Presently there are 4 active participants in the plan.

Contributions are funded by the company and are determined annually at the company’s
discretion. Pension plan assets are held by a trustee and are not owned by the company.
The provision for the years end December 31, 2002 and December 31, 2001 was $58,185
and $54,540 respectively.



SUPPLEMENTARY INFORMATION

Pursuant to Rule 17a-5 of the
Securities Exchange Act of 1934



. PASHLEY FINANCIAL SERVICES, INC.
- SUPPLEMENTARY SCHEDULES TO FINANCIAL STATEMENTS
PURSUANT TO RULE 17A-5 OF THE SECURITIES EXCHANGE ACT OF 1934
AS OF DECEMBER 31, 2002

SCHEDULE I

COMPUTATION OF NET CAPITAL AND AGGREGATE INDEBTEDNESS UNDER
RULE 15C3-1 OF THE SECURITIES AND EXCHANGE COMMISSION
AS OF DECEMBER 31, 2002

2002 2001
Total Ownership Equity $ 127,734 § 117,376
- Deduct - Nonallowable Assets 8,327 10,819
- Hair Cut Money Market 1,036 222
; NET CAPITAL 118,371 106,335
Computation of Basic Capital Requirements
Minimum Net Capital Required 6 2/3 of Aggregate
Indebtedness or $50,000 whichever is Greater
) 50,000 50,000
EXCESS NET CAPITAL $ 68,371 § 56,335
Computation of Aggregate Indebtedness
Liabilities h) 2,662 $ 2,882
Percentage of Aggregate Indebtedness to Net Capital 2.2% 2.7%

RECONCILIATION OF NET CAPITAL UNDER RULE 15C3-1 OF THE
SECURITIES AND EXCHANGE COMMISSION PER UNAUDITED FOCUS IIA AND
AUDITED COMPUTATION AS OF DECEMBER 31, 2002

Net Audit Difference $ 0% 0
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Certified Public Accountants, PA
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Board of Directors
Pashley Financial Services Inc.
Marmora, New Jersey 08223

INDEPENDENT AUDITOR’S REPORT ON
INTERNAL ACCOUNTING CONTROL
REQUIRED BY SEC RULE 17A-5

In planning and performing our audit of the financial statements of Pashley Financial Services,
Inc. for the year ended December 31, 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
the 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 (or aggregate debits)
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 an internal
control structure 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.

Central Professional Plaza ¢ 327 Central Avenue, Li ,NJ 08221 ¢ Ph:609-927-2222 ¢ Fax 609-653-0675
601 Route 9 South, Cape May Court House, NJ 08210 ¢ Ph:600-465-2206 ¢ Fax:609-465-2002
833 Route 37 West, Toms River; NJ 08755 ¢ Ph:732-818-9180 ¢ Fax: 732-818-9633



Report on Internal Control
Page 2

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 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 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, 2002, to meet the
Commission’s objectives.

This report is intended solely for the information and use of the Board of Directors, management,
the Securities and Exchange Commission and the National Association of Securities Dealers, and
other regulatory agencies that rely of rule 17a-5(g) under the Securities Exchange Act of 1934 in
their regulation of registered brokers and dealers, and should not be used for any other purpose.

. AAWBW/@W)W)
TRACEY HEUN BRENNAN & COMPANY
Certified Public Accountants, PA

Cape May Court House, New Jersey
January 16, 2003
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