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Independent Auditors’ Report

Board of Directors
Wittner Securities, Inc.
St. Petersburg, Florida

We have audited the accompanying statements of financial condition of Wittner
Securities, Inc. (a wholly-owned subsidiary of Wittner & Co.) as of December 31, 2002
and 2001, and the related statements of loss, 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. Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits 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 audits provide 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 Wittner Securities, Inc. as of December 31, 2002 and
2001, and the results of its operations and its cash flows for the years then ended, in
conformity with accounting principles generally accepted in the United States of
America.

Our 2002 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, TI1
and IV 1is 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
under the Securities Exchange Act of 1934. Such information has been subjected to the
auditing procedures applied in the audit of the basic 2002 financial statements and, in
our opinion, is fairly stated in all material respects in relation to the basic 2002
financial statements taken as a whole.

Qudiman , P % Camww, Pa.

January 28, 2003
Tampa, Florida

NDFK

NN INTERNATIONAL USA
Member of DFK International with affiliated offices worldwide



WITTNER SECURITIES, INC.

(A WHOLLY-OWNED SUBSIDIARY OF WITTNER & CO.)

STATEMENTS OF FINANCIAL CONDITION
DECEMBER 31, 2002 AND 2001

ASSETS
2002 2001
Cash $ 6,043 $ 3,165
Investments - 3,300
Prepaid expenses 625
$§ 6043 % 7,000,
LIABILITIES AND STOCKHOLDER'S EQUITY
Liabilities $ $
Stockholder’s equity:
Common stock, $.01 par value, 1,000,000
shares authorized; 1,000 shares 1ssued
and outstanding 10 10
Additional paid-in capital 27,922 23,632
Accumulated deficit ( 21.889) ( 16.552)
Total stockholder’s equity 6,043 7,090
$ 6,043 $ 7.090

See notes to financial statements.



WITTNER SECURITIES, INC.
(A WHOLLY-OWNED SUBSIDIARY OF WITTNER & CO.)
STATEMENTS OF LOSS
YEARS ENDED DECEMBER 31, 2002 AND 2001

2002 2001
Revenues | $ - $ 17,705
Expenses: }
Bonus - 2,570
Commaissions : - 4,881
Dues 403 461
General and administrative 90 2,050
Insurance 540 6,875
Licenses and permits - 420 150
Miscellaneous ' 582 440
Professional fees 3,303 3,522
Rent - 1,605
5.338 22.554
Loss from operations ( 5,338) ( 4,849)
Interest income 1 270
Net loss ($ 5,337) (3§ 4.579)

See notes to financial statements.



WITTNER SECURITIES, INC.
(A WHOLLY-OWNED SUBSIDIARY OF WITTNER & CO.)
STATEMENTS OF CHANGES IN STOCKHOLDER'S EQUITY
YEARS ENDED DECEMBER 31, 2002 AND 2001

Additional
Common Stock Paid-in Accumulated '
Shares Amount Capital Deficit, Total
Balances,

January 1, 2001 1,000 § 10 $ 38,632 (8 11,973) $ 26,669
Distribution of capital - - ( 15,000) - ( 15,000)
Net loss for the year - - - ( 4579 ( 4.579)
Balances,

December 31, 2001 1,000 10 23,632 ( 16,552) 7,090
Net loss for the year - - - ( 5,337) ( 5,337)
Contributions of capital - - 7,590 - 7,590
Distribution of

investment in

stock to stockholder - - ( 3.300) - ( 3.300)
Balances,

December 31, 2002 1,000 § 10 § 27922 (8§ 21889 % 6,043

See notes to financial statements. 4



WITTNER SECURITIES, INC.
(A WHOLLY-OWNED SUBSIDIARY OF WITTNER & CO.)
STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2002 AND 2001

2002 2001

Cash flows from operating activities: -
Net loss 3 5.337) (8 4,579)
Adjustments to reconcile net loss to net cash

flows from operating activities:
Increase in cash resulting from changes in:

Prepaid expenses 625 ( 625)

Advance to employee ' - 1.483

Total adjustments - 625 858

Net cash flows from operating activities ' ( 4.712) ¢ 3.721)
Cash flows from financing activities:

Contribution (distributions) of capital 7.590 ( 15.000)
Net cash flows from financing activities 7.590 ( 15.000)
Net change in cash 2,878 ( 18,721)
Cash, beginning of year 3,165 21,886

Cash, end of year , $ 6,043 $ 3,165

SUPPLEMENTAL INFORMATION ON INVESTING AND FINANCING ACTIVITIES:

The Company distributed 300 shares of stock it held in NASDAQ), with a carrying value
of $3,300, to its shareholder during 2002 (see Note 1).

See notes to financial statements. ' 5



WITTNER SECURITIES, INC.
(A WHOLLY-OWNED SUBSIDIARY OF WITTNER & CO.)
NOTES TO FINANCIAL STATEMENTS '
YEARS ENDED DECEMBER 31, 2002 AND 2001

1. Nature of business and summary of significant accounting policies:
Nature of business:

Wittner Securities, Inc. (the “Company”) was incorporated on April 24, 1997 in the
State of Florida and was granted its license by the National Association of Securities
Dealers (“NASD”) to operate as a broker/dealer on December 16, 1998. The
Company was engaged primarily as a broker/dealer for variable life insurance
products, annuities, and mutual funds. During the year ended December 31, 2002,
the Company had virtually no operating activity as it was actively seeking to sell its
broker/dealer license (see Note 2).

Investments:

Investments at December 31, 2001 consisted of 300 shares of common stock
purchased in conjunction with a private placement memorandum issued by
NASDAQ. These securities were not readily tradable (held for investment) and are
recorded in the accompanying 2001 balance sheet at cost. These shares were
distributed to the stockholder during 2002.

Use of estimates:

The preparation of financial statements in conformity with generally accepted
accounting principles 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 income and expenses during the reporting period. Actual results could
differ from those estimates.

Income taxes:

The Company 1s a wholly-owned Qualified Subchapter S Subsidiary of Wittner & Co.
(the “Parent”) and is, therefore, not treated as a separate corporation for income tax
purposes. All of the Company’s income and expenses are treated as those of the
Parent for tax purposes and, as such, the Company does not recognize any income
tax expense or tax benefits in its financial statements.

Revenue recognition:

The Company recognizes revenue from brokerage commissions upon completion of
the related transactions.



WITTNER SECURITIES, INC.
(A WHOLLY-OWNED SUBSIDIARY OF WITTNER & CO.)
NOTES TO FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2002 AND 2001

. Status of operations and capital resources:

The Company’s operating activity has been substantially curtailed since May 2001.
The Parent is considering various options, including the possible sale of the
Company or the sale by the Company of its broker/dealer license. As of January 28,
2003, the Company is involved in active negotiation to sell the license and expects to
conclude such sale with the prospective buyer in the near future, once NASD
approval is received. The Parent has agreed to fund the Company’s working capital
and net capital requirements, if any, until at least January 1, 2004.

. Major customer information:

During the year ended December 31, 2001, the Company generated revenues from
certain customers, each of which represented over 10% of total revenues (revenues
from these customers represented 50%, 17% and 14%, respectively, of total 2001
revenues). -

. Related party transactions:
Expense agreement:

Through April 2001, the Company had an expense agreement with a company
affiliated through common ownership whereby the affiliate provided utilities,
supplies, telephone, employees and other administrative services for a minimum
monthly fee of $500 plus additional charges as deemed necessary. Expenses under
this agreement were $2,050 for 2001 and are included as general and administrative
expenses in the 2001 statement of loss.

. Net capital requirements:

The Company is subject to the Securities and Exchange Commission Uniform Net
Capital Rule (SEC rule 15cl), 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 of the “applicable” exchange 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 December 31, 2002, the Company had net
capital of approximately $6,043. The Company was in excess of its required net
capital by approximately $1,043 as of December 31, 2002.

The Company had a net capital deficiency at December 31, 2001, which was
subsequently corrected by a $6,000 infusion of cash capital from the Parent on
February 1, 2002.



WITTNER SECURITIES, INC.
(A WHOLLY-OWNED SUBSIDIARY OF WITTNER & CO.)
COMPUTATION OF NET CAPITAL
UNDER RULE 15¢3-1 OF THE SECURITIES
AND EXCHANGE COMMISSION
AS OF DECEMBER 31, 2002

SCHEDULE 1

Net capital

Total stockholder’s equity $ 6,043

Non-allowable assets

Non-allowable liabilities

Net capital . | § 6,043
Aggregate indebtedness

Total aggregate indebtedness 4 &8 -

Computation of basic net capital requirement

Minimum net capital required based on aggregate indebtedness B -
Minimum dollar requirement 3 5,000 |
Minimum net capital required 3 5,000
Net capital deficiency & -

Excess net capital at 1000% (net cap - 10% of Al) 3 6.043



WITTNER SECURITIES, INC.

(A WHOLLY-OWNED SUBSIDIARY OF WITTNER & CO.)
RECONCILIATION PURSUANT TO RULE 17a-5(d)(4) OF
THE SECURITIES AND EXCHANGE COMMISSION
AS OF DECEMBER 31, 2002

SCHEDULE II

Reconciliation with Company’s net capital requirement computation:
(included in Part II of Form X-17a-5 as of December 31, 2002)

Net capital, as reported in Company’s Part II
(unaudited) FOCUS report $ 6,043

Adjustments

Net capital, as adjusted 3 6,043



WITTNER SECURITIES, INC.

(A WHOLLY-OWNED SUBSIDIARY OF WITTNER & CO.)
COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS UNDER
EXHIBIT A OF RULE 15¢3-3 OF
THE SECURITIES AND EXCHANGE COMMISSION
AS OF DECEMBER 31, 2002

SCHEDULE III

Exemption based on subparagraph k(2)(@i) of Rule 15¢3-3.

10



WITTNER SECURITIES, INC.

(A WHOLLY-OWNED SUBSIDIARY OF WITTNER & CO.)
INFORMATION RELATING TO THE POSSESSION OR CONTROL
REQUIREMENTS UNDER RULE 15¢3-3 OF
THE SECURITIES AND EXCHANGE COMMISSION
AS OF DECEMBER 31, 2002

SCHEDULE IV

Exemption based on subparagraph k(2)(i) of Rule 15¢3-3.

Note: Company does not receive or hold customer securities.

11
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Independent Auditors’ Report on Internal Control
Required by SEC Rule 17a-5 .

Board of Directors
Wittner Securities, Inc.
St. Petersburg, Florida

In planning and performing our audit of the financial statements and supplemental schedules
of Wittner Securities, 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
such practices and procedures that we considered relevant to the objectives stated in rule 17a-
5(g) in making the periodic computations of aggregate indebtedness (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 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 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 conformity with generally accepted accounting principles. Rule 17a-5(g) lists
additional objectives of the practices and procedures listed in the preceding paragraph.

RPN (NTERANATIONAL USA
Member of DFK International with affiliated offices worldwide

NDFK o2



Wittner Securities, Inc.
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 of internal control would not necessarily disclose all matters on 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 no
matters involving internal control 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 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 and other regulatory
organizations and agencies which 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.

Tampa, Florida
January 28, 2003
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