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OATH OR AFFIRMATION

1, Emile J. Schoffelen , swear (or affirm) that, to the best of
my knowledge and belief the accompanying finaneial statement and supporting schedules pertaining to the firm of
Charles W. Cammack Aegociates, Ine. . 88
of December 31, , 2002 , are true and correct. I further swear (or affirm) that
neither the company nor any partner, proprietar, principal officer or director has any proprietary interest in any account
classified solcly as that of a customer, except as follows:

A Ay /S

Signature
Pragident
Title
ARLEEN SOBERMAN
i Commissioner of Deeds
: City of New York - No. 1-749
otary Fublic Certificate Filed in New York Coun

Commission Expires July 1,4
his report ** ¢contains (check all applicable boxes):
{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 Partmers® or Sole Propnctors Capltai
() Statement of Changes in Liabilities Subordinated te Claims of Creditors,
(g) Computation of Net Capital.
(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
() Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.
(i) 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 Financjal Condition with respect to methods of
consolidation.
(l) An Oath or Affirmation,
{m) A copy of the SIPC Supplemental Report. '
(n) Areportdescribing any material inadequacies found to exist or found 1o have existed since the date of the previous audit,

-
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**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-3{e)(3).
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k DANNIBLE & MICKEE, LLP

W Certified Public Accountants and Consultants Financial Plaza, 221 S. Warren St., Syracuse, New York 13202-2687
(315) 472-9127 Fax (315) 472-0026

Independent Auditor’s Report

January 17, 2003

To the Board of Directors of
Charles W. Cammack Associates, Inc.

We have audited the accompanying balance sheet of Charles W. Cammack
Associates, Inc. (an S Corporation) as of December 31, 2002, and the related statements of
income, changes in stockholders’ equity, changes in subordinated borrowings 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 financial 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 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 Charles W. Cammack Associates, Inc. as of
December 31, 2002, and the results of its operations and its cash flows for the year then
ended in conformity with accounting principles generally accepted in the United States of
America.

Our audit was conducted for the purpose of forming an opinion on the basic
financial statements taken as a whole. The supplementary schedule of operating expenses
and schedule of net capital are presented for purposes of additional analysis and are not
required parts of the basic financial statements. The schedule of net capital 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.
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CHARLES W. CAMMACK ASSOCIATES, INC.
(An S Corporation)

BALANCE SHEET
DECEMBER 31, 2002

Assets
Current assets:
Cash and cash equivalents (Note 1) $ 1,200,966
Investments (Note 2) 343,304
Commissions receivable (Note 1) 446,540
Consulting receivables (Note 1) 143,584
Grant receivable (Note 1) 153,145
Prepaid expenses 49.372
Total current assets 2336911
Leasehold improvements, furnishings and equipment, less accumulated
depreciation (Notes 1 and 3) 115,508
Security deposits 46,800
Deferred income taxes (Notes 1 and 5) 57.000
$ 2556219
Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payable ) $ 86,571
Accrued retirement (Note 4) 172,756
Accrued income taxes (Note 1 and 5) 73,400
Accrued payroll and payroll taxes 68,884
Deferred rent (Note 3) 11,278
Deferred compensation (Note 6) 75,000
Deferred income taxes (Notes 1 and 5) 44.000
Total current liabilities _ 531.889
Long-term liabilities:
Deferred rent (Note 3) 42,293
Deferred compensation (Note 6) 13,006
Deferred compensation, subordinated (Note 6) 590,000
Total long-term liabilities 645,299

Stockholders’ equity (Note 7 and 8):
Common stock, $.001 par value, 100,000 shares authorized, 100,000 shares

issued and outstanding : 100
Additional paid in capital 9,900
Retained earnings o 1.369.031

Total stockholders’ equity 1,379,031
$ 2,556,219

See accompanying notes to financial statements.
-2-
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CHARLES W. CAMMACK ASSOCIATES. INC.
{(An S Corporation)

STATEMENT OF INCOME
FOR THE YEAR ENDED DECEMBER 31, 2002

Revenue:
Commissions earned $ 6,714,336
Consulting revenue 244215
Net unrealized and realized gains on investments (Note 2) 7,131
Other income (Note 1) 274,012
Total revenue 7.239.694
Expenses:
Salary and related expenses 4,346,265
General and administrative expenses 1,079,233
Selling and marketing expenses 292.174
Total expenses 5.717.672
Income before income taxes 1,522,022
Provision for income taxes (Notes 1 and 5):
Currently payable 91,933
Deferred benefit (13.000)
Total provision for income taxes ‘ 78.933
Net income $ 1.443.089

See accompanying notes to financial statements.
-3-

DBA DanniBLE & MCKEE, LLP



CHARLES W. CAMMACK ASSOCIATES, INC.

STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY

(An S Corporation)

FOR THE YEAR ENDED DECEMBER 31, 2002

Common Stock
Shares

Balance at

December 31,2001 10,000 $

Net income

Stock split (Note 7) 90,000

- Stockholders’
distributions

Balance at

December 31,2002 100000 $ 100

Additional Total
Paid in Retained Stockholders’
Capital Earnings Equity
$ 9,990 $ 413,101 $ 423,101
1,443,089 1,443,089
90) - -
- (487.159) (487.159)
$ 9.900 $ 1.369.031 $ 1.379.031

See accompanying notes to financial statements.
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CHARLES W. CAMMACK ASSOCIATES, INC.
(An S Corporation)

STATEMENT OF CHANGES IN SUBORDINATED BORROWINGS
FOR THE YEAR ENDED DECEMBER 31, 2002

Subordinated borrowings, beginning of year $ 590,000
Increases: Issuance of subordinated notes -
Decreases: Expiration of subordinated notes -

Subordinated borrowings, end of year $  590.000

See accompanying notes to financial statements.

-5-
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CHARLES W. CAMMACK ASSOCIATES, INC.
(An S Corporation)

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2002

Cash flows from operating activities: -
Net income
Adjustments to reconcile net income to net cash provided by operating
activities:
Depreciation
Deferred compensation
Deferred tax benefit
Net realized/unrealized gains on investments
Changes in assets and liabilities:
Increase in receivables
Decrease in prepaid expenses
Decrease in security deposits
Increase in accounts payable
Increase in accrued retirement
Decrease in accrued payroll and payroll taxes
Increase in income taxes payable
Decrease in deferred revenue
Decrease in deferred compensation
Decrease in deferred rent

Net cash provided by operating activities

Cash flows from investing activities:
Purchase of investments
Proceeds from investments
Purchase of property and equipment

Net cash used for investing activities

Cash flows from financing activities:
Stockholders’ distributions

Net cash used for financing activities
Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

See accompanying notes to financial statements.
-6 -

$ 1,443,089

50,246
54,871
(13,000)

(7,131)

(321,384)
11,390
39,800

9,791
22,756
(7,233)
55,600
(10,000)
(75,000)
— (9.759)

1.244.036

(116,046)
6,941
(31.144)

(140.249)

(624.659)

(624.659)
479,128

721,838
$ 1.200.966
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CHARLES W. CAMMACK ASSOCIATES, INC.
(An S Corporation)

NOTES TO FINANCIAL STATEMENTS

Note 1 - Summary of significant accounting policies

Charles W. Cammack Associates, Inc. (the “Company”) is engaged in the business of
providing consulting services and installing and servicing: 1) Internet-based self-service employee
benefit administration communication packages; 2) Retirement plans; 3) Welfare benefit plans;
and 4) Financial planning programs. The Company, a New York corporation, is a broker-dealer
registered with the Securities and Exchange Commission (SEC) and is a member of the National
Association of Securities Dealers (NASD) and follows generally accepted accounting principles
applicable to brokers and dealers in securities.

Revenue recognition - The Company generates revenue through two main sources:
commissions and consulting services. Commissions are computed: 1) As a percentage of the
amount of funds that the employees/employer of the Company’s clients invest in their retirement
accounts; 2) As a percentage of the total assets of the employee and employer; 3) As a fee per
employee paid by either the employer or the employee; and 4) As a fee paid by the employer for
Internet-based services. The commissions are paid to the Company by vendors that sell insurance
and investment products to the Company’s clients. This revenue is recognized by the Company
monthly, based on the commission computed by the insurance companies. Consulting services are
billed based upon agreed hourly rates or other agreed upon criteria with the client. The timing of
such billing is concurrent with the rendering of services.

Receivables and credit policies - Consulting receivables are unsecured customer
obligations due under normal trade terms requiring payment within thirty days from the invoice
date. Interest is not accrued on consulting receivables. '

Consulting receivables are stated at the amount billed to the customer. Payments of
consulting receivables are allocated to the specific invoices identified on the customer’s remittance
advice or, if unspecified, are applied to the earliest unpaid invoices. Customer account balances
with invoices dated over ninety days old are considered delinquent.

The carrying amount of consulting receivables is reduced by a valuation allowance that
reflects management’s best estimate of the amounts that will not be collected. At
December 31, 2002, management believes that an allowance for doubtful accounts is not required.

During 2002, the Company received an initial grant through the World Trade Center
Business Recovery Program in the amount of $102,096. The grant receivable of $153,145
represents a supplemental grant amount due under this program. These grants are included in
other income.
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Cash and cash equivalents - For purposes of the statement of cash flows, the Company
considers all short-term investments with a maturity of three months or less when purchased to be
cash equivalents. Cash and cash equivalents consisted of the following:

Checking accounts ‘ $ 304,609
Mutual funds - U.S. Treasury note 896.357
$ 1.200.966

Leasehold improvements, furnishings and equipment - Leasehold improvements,
furnishings and equipment for financial statement purposes consist primarily of furniture and
computer equipment and are recorded at cost. Depreciation for financial statement purposes is
recorded on straight-line and accelerated methods over the estimated useful lives of the items
ranging from five to seven years on furnishings and equipment and ten years on leasehold
improvements. For income tax purposes, depreciation is computed using methods and lives
prescribed by the appropriate income tax regulations. Maintenance and repairs are charged to
expense as incurred; major renewals and betterments are capitalized. When items of property and
equipment are sold or retired, the related cost and accumulated depreciation are removed from the
accounts and any gain or loss is included in income.

Concentration of credit risk - The majority of the Company’s income is derived from
commissions earned from sales of products by a select group of insurance and investment
companies to the not-for-profit sector, primarily in the Northeast. In 2002, approximately 54% of
commissions earned came from three companies. Approximately 13% of these commissions were
generated from one customer. Outstanding receivables at December 31, 2002, are due principally
from insurance and investment companies and are unsecured. The Company has cash balances
with financial institutions, which are insured by the Federal Deposit Insurance Corporation up to
$100,000. Uninsured balances approximated $1,477,000 at December 31, 2002. In addition, the
Company has certain investments in corporate stocks and bonds that are at risk for normal market
fluctuations.

Income taxes - The Company is taxed as an S Corporation for Federal and various state
income tax purposes, whereby the liability for generally all Federal and state income taxes is
assumed individually by the stockholders whether or not the income giving rise to such taxes has
been distributed. The Company is subject to local income taxes, which are accrued, in the
accompanying financial statements. For local income taxes, deferred income taxes are recorded
using the liability method. Under this method, income taxes are provided for the tax effects of
transactions reported in the financial statements and consist of income taxes currently due plus the
change in deferred taxes. Cash paid for income taxes was approximately $21,000 in 2002.

Use of estimates - In preparing the financial statements in conformity with accounting
principles generally accepted in the United States of America, management is required to make

“estimates and assumptions that affect the reported amounts of assets and liabilities, the 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. '

Advertising and promotional expense - Advertising and promotional costs are expensed as
incurred and amounted to approximately $64,000 in 2002. These costs are included in general and
administrative expense.

B DAnNiBLE &8 MCKEE, LLP



Note 2 - Investments

Investments are presented in the financial statements at fair value based on quoted market
prices. Investments consisted of the following:

December 31, 2002

Fair Unrealized
Cost Value Gain/(Loss)
Cash and cash equivalents $ 47,332 $ 47,332 $ -
Corporate bonds 246,519 256,222 9,703
Corporate stocks 18.045 39.750 21,705

$  311.896 § 343304 $ 31.408

Note 3 - Leasehold improvements, furnishings and equipment

Leasehold improvements, furnishings and equipment consist of:

Leasehold improvements $ 29,063
Furnishings 28,870
Office equipment 280.637
- 338,570
Less - Accumulated depreciation (223.062)

$ 115.508

Depreciation expense of $50,246 in 2002 is included in general and administrative
expenses. :

The Company leases its office facilities and certain vehicles and equipment under
agreements accounted for as operating leases. The difference between rental expense, which is
recognized on a straight-line basis over the terms of the leases, and the amount paid is reported as
deferred rent in the accompanying balance sheet. Rent expense was $182,832 in 2002.

Future minimum rental payments required under operating leases that have remaining
noncancelable lease terms in excess of one year are as follows:

Office
Facilities Equipment

2003 $§ 169,491 $ 30,924
2004 137,806 29,042
2005 137,806 4,148
2006 137,806 -
2007 103,355 -

Total minimum payments required S 686,264 $ 64.114

BB DANNIBLE & MCKEE, LLP




Note 4 - Retirement plan

The Company has a defined contribution profit sharing plan, which contains employee
contribution provisions under Section 401(k) of the Internal Revenue Code. The Plan covers all
employees as they become eligible. - Under the provisions of the Plan, each non-highly
compensated employee may contribute up to 100% of their compensation, on a pre-tax basis, not
to exceed the maximum amount allowed under section 401(k) of the Internal Revenue Code.
There is no employer matching under the 401(k) provision. The Company’s contributions to the
profit sharing trust fund are determined annually at the discretion of the Board of Directors. The
Board of Directors elected to contribute $207,775 to the Plan for the year ended
December 31, 2002. Contributions of $35,019 were paid during 2002; the remaining contribution
is included in accrued retirement liabilities in the accompanying financial statement.

Note 5 - Income taxes

As explained in Note 1, the Company has elected under the Internal Revenue Code and
various state laws to be taxed as an S Corporation. For New York City tax purposes, the
Company is taxed as a C Corporation. The Company must determine its New York City income
tax liabilities at the higher of the regular corporate rates applied to taxable income or the tax due
under the alternative tax calculation, which is based on taxable income and officers’ salaries.

The Company had New York City taxable income of approximately $1,102,000 in 2002.
The Company’s current provision for income taxes for New York City and certain state taxes were
approximately $92,000.

The accompanying financial statements include the following components of net deferred
income taxes at December 31, 2002:

Net deferred income taxes in the balance sheet:

Deferred tax liabilities $  (53,000)
Deferred tax assets 66.000
Net deferred taxes 13,000
Current deferred tax liability (44,000)
Long-term deferred tax asset 3 57.000

The provision for deferred income taxes consists of the following:

Deferred tax expense from changes in temporary differences $  (20,000)
Change in valuation allowance 33,000
Deferred income tax benefit b 13,000

At December 31, 2002, the Company has net temporary differences between the financial
reporting basis and the income tax basis, resulting principally from: 1) The conversion from the
accrual method of reporting for financial statement purposes to the cash method of reporting for
income tax purposes; 2) Leasehold improvements, furnishings and equipment; and 3) Deferred
compensation. Should the Company terminate its election to be taxed as an S Corporation for
Federal and New York State tax purposes, the obligation resulting from the tax effect of these
timing differences would revert to the Company at the then corporate income tax rate.

-10 -
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Note 6 - Deferred compensation and covenant not-to-compete

During 1996, the Company agreed in principal to a deferred compensation agreement and a
covenant not-to-compete with a stockholder. Under the deferred compensation agreement, a
benefit of $75,000 per year will be paid until the earlier of the following occurs: 1) The expiration
of the twenty-year period beginning January 15, 1999; or 2) The death of both the stockholder and
his spouse. Upon the death of the stockholder and his spouse, the Company shall have no further
obligation for payments. Interest on the unpaid balance is computed at 8% per annum. Interest
expense was $54,871 in 2002, and is included in executives’ compensation expense.

The stockholder has entered into a series of NASD Form SLS5 (three years) and NASD
Form SL1 (one year) subordination agreements concerning portions of this obligation.

Under a covenant not-to-compete agreement, the Company agrees to pay the stockholder
$89,000 per annum and continuing thereafter until the earlier of the following occurs: 1) The
expiration of the twenty-three year period commencing January 15, 1999; or 2) The death of both
the stockholder and his spouse. Upon the death of the stockholder and his spouse, the Company
shall have no further obligation for payments. This amount is expensed in salary and related
expenses.

In addition, as part of the agreement, the Company will pay to the stockholder $33,656
annually, commencing February 1999 and continuing until the death of the stockholder and his
spouse or until the date a certain life insurance policy is paid in full. This amount is expensed in
salary and related expenses.

Note 7 - Stock split

The Board of Directors approved a ten-for-one stock split for the Company’s common
stock effective January 2, 2002.

Note 8 - Net capital requirements

The Company is subject to the Securities and Exchange Uniform Net Capital Rule
(SEC rule 15c3-1), 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 (and 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 exceeds 10 to 1). At December 31, 2002, the
Company had net capital of $560,804, which was $524,595 in excess of its required net capital of
$36,209. The Company’s net capital ratio was .97 to 1 at December 31, 2002.

211 -
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CHARLES W. CAMMACK ASSOCIATES, INC.

(An S Corporation)
SCHEDULE OF OPERATING EXPENSES
DECEMBER 31, 2002

Salaries and related expenses:
Executives’ compensation
Administrative compensation
Group insurance
Payroll taxes
Profit sharing contribution
Transit checks
Tuition and training
Workers compensation insurance

Total salaries and related expenses

General and administrative expenses:
Advertising and promotion
Books and subscriptions
Depreciation
Dues, memberships and licenses
Directors’ fees
Insurance
Office supplies and stationary
Postage
HRIS expense
Printing
Professional fees
Rent
Repairs and maintenance
Telephone

Total general and administrative expenses

Selling and marketing expenses:
Automotive expense
Selling expense
Travel and entertainment

Total selling and marketing expenses

Total operating expenses

-12-
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$ 669,516
3,049,313
145,868
203,860
207,775
23,149
29,317
17.467

4.346.265

63,837
12,321
50,246
35,993
3,600
60,249
69,846
21,353
417,051
12,486
64,300
173,399
24,590
_69.962

1.079.233

16,932
11,496
263,746

292.174
$ 5717672
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CHARLES W. CAMMACK ASSOCIATES, INC,
(An S Corporation)

SCHEDULE OF NET CAPITAL
DECEMBER 31, 2002

Total stockholders’ equity
Liabilities subordinated to claims of general creditors allowable in computation
of net capital under SL5 agreements

Total capital and allowable subordinated liabilities

Non-allowable assets deductions and/or charges:

Accounts receivable

Leasehold improvements, furnishings and equipment
Deferred taxes

Prepaid expenses

Security deposits

Total other deductions and/or charges
Net capital before haircuts on securities positions

Haircuts on securities:
Other, Citibank Landmark account
Other, Morgan Stanley Dean Witter
QOther, NASD warrants

Net capital

Total liabilities per balance sheet
Less - Subordinated debt
Deferred tax liabilities

Aggregate indebtedness

Computation of basic capital requirement:
Minimum net capital requirement
Minimum dollar requirement
Net capital requirement (the greater of the above amounts)
Excess net capital at 1000%
Ratio - Aggregate indebtedness to net capital

Reconciliation with Company’s computation (included in Part I of Form X-
17A-5 as of December 31, 2002) of net capital as reported in Company’s
Part II (unaudited) FOCUS report

Audit adjustments:

Other revenue

Other expenses

Non-allowed assets

Non-allowable subordinated liabilities
Other

Net capital

-13 -

$ 1,379,031

280.000
1.659.031

743,269
115,508
57,000
49,372
46,800

1.011.949
647,082

62,745
20,233
— 3.300

$ 560.804

$ 1,177,188
590,000

44.000

$ 543188

S 36209
$ 5.000
3 36.209
$ 506485

97

$ 1,107,210

(62,775)

(191,235)
65,212

(310,000)

47,608
$ 560.804

& DANNIBLE & MCKEE, LLP
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Independent Auditor’s Report on
Internal Controls Required by SEC Rule 17a-5

January 17, 2003

To the Board of Directors of
Charles W. Cammack Associates, Inc.

In planning and performing our audit of the financial statements and supplemental
schedules of Charles W. Cammack Associates, Inc. (the Company), 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 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
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.

-14 -
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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 the 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 generally
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 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 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 SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors,
management, the Securities and Exchange Commission, the New York Stock Exchange
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.
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