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Certified Public Accountants
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Suite 949 2492 Merrick Road Brooklyn, NY 11234
New York, NY 10123 Bellmore, New York 11710

Tel (516) 826-7600
Fax (516) 826-4343

February 12, 2003

Independent Auditors’ Report on Internal
Accounting Control Required by Securities
And Exchange Commission Rule 17a-5

In planning and performing our audit of the financial statements of Cahn Capital Corp.
(“Cahn”) for the year ended December 31, 2002, we considered its internal control 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 Cahn
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 Cahn
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 Cahn 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 Cahn 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 Cahn has
responsibility are safeguarded against loss from unauthorized use or disposition and that
transactions are executed in accordance witih 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 Cahn’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 management, the SEC, the
NASD 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.

Berman & Sosman, LLC

/
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BERMAN & SOSMAN, LLC.

Certified Public Accountants

450 7th Avenue ALL CORRESPONDENCE TO: 2079 East 65th Street
Suite 949 2492 Merrick Road Brooklyn, NY 11234
New York, NY 10123 Bellmore, New York 11710

Tel (516) 826-7600
Fax (516) 826-4343

INDEPENDENT AUDITORS' REPORT

TO THE STOCKHOLDER OF CAHN CAPITAL CORP.

We have audited the accompanying balance sheet of CAHN CAPITAL CORP. as of
December 31, 2002 and the related statements of operations, changes in stockholder's
equity and cash flows for the year then ended. 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 generally accepted auditing standards. 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 CAHN CAPITAL CORP. as of December 31, 2002, and

the results of its operations and its cash flows for the year then ended, in conformity with
generally accepted accounting principles.

éﬁwa« ‘?/fbman Z_LC

Berman & Sosman, LLC

Bellmore, New York
January 30, 2003




CAHN CAPITAL CORP.
BALANCE SHEET
DECEMBER 31, 2002
ASSETS
Current assets

Cash

Accounts receivable

Prepaid expenses

Total current assets

Property and equipment - at cost, less accumulated
depreciation and amortization of $38,202

Other assets
Security deposits

LIABILITIES AND STOCKHOLDER'S EQUITY

Current liabilities
Accrued expenses
Loan payable - officer

Total current liabilities

Stockholder's equity
Common stock, no par value
Authorized: 200 shares
Issued and outstanding: 20 shares
Additional paid-in capital
Accumulated deficit

The accompanying notes are an integral part of these financial statements.

-2 -

$14,557
15,314
5,988
$35,859
7,590
10,234
$53,683
$212
22,500
$22,712
1,000
31,350
(1,379)
30,971
$53,683
BERMAN & SOSMAN, LLC.
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CAHN CAPITAL CORP.
STATEMENT OF OPERATIONS

YEAR ENDED DECEMBER 31, 2002

Amount Percent
Revenues
Fee income $89,145
Other income 6,002
95,147 100.0
Operating expenses 137,251 144.3
Loss before income taxes (42,104) (44.3)
Income taxes 525 0.6
Net loss ($42,629) (44.8)

The accompanying notes are an integral part of these financial statements.

-3 - BERMAN & SOSMAN, LLC.
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CAHN CAPITAL CORP.
STATEMENT OF CHANGES IN STOCKHOLDER'S EQUITY

YEAR ENDED DECEMBER 31, 2002

, Additional
Common Paid-in Accumulated
Stock Capital Deficit Total
Balance January 1, 2002 $1,000 $31,350 $41,250 $73,600
Net loss from operations ($42,629) (%42,629)
Balance December 31, 2002 $1,000 $31,350 ($1.,379) $30,971

The accompanying notes are an integral part of these financial statements.
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CAHN CAPITAL CORP.
STATEMENT OF CASH FLOWS

YEAR ENDED DECEMBER 31, 2002

Operating activities
Net loss ‘ ($42,629)
Adjustments to reconcile net loss to net
cash used for operating activities

Depreciation and amortization 1,226
Changes in assets and liabilities

Accounts receivable (15,314)

Prepaid expenses 300

Other assets (53)

Accrued expenses (72)

Net cash used for operating activities , (56,542)

Investing activities
Proceeds from sale of investment 33,100

Financing activities

Loans received from officer 22,500
Decrease in cash ‘ (942)
Cash, beginning of year 15,499
Cash, end of year $14,557

Supplemental cash flows information
Income taxes paid $525

The accompanying notes are an integral part of these financial statements.
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CAHN CAPITAL CORP.
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2002

1-  SIGNIFICANT ACCOUNTING POLICIES

General

The Company provides investment banking services and is a member of the National
Association of Securities Dealers Inc.

Use of estimates

Management uses estimates and assumptions in preparing financial statements. Those
estimates and assumptions affect the reported amounts of assets and liabilities, the
disclosure of contingent assets and liabilities and the reported revenues and expenses.

Income taxes

The Company has elected S corporation status for Federal and New York State tax
purposes. Under these elections, the Company's taxable income is reportable on the
stockholder's individual income tax return, and the Company makes no provisions for
Federal and New York State income taxes. Provision are made for New York State S
Corporation franchise tax and New York City general corporation tax.

2- ACCOUNTS RECEIVABLE

Accounts receivable, which were billed in December 2002, were collected in full by
January 10, 2003.

-6 - BERMAN & SOSMAN, LLC.
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CAHN CAPITAL CORP.
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2002

LEASE COMMITMENT

The Company leases its office facilities under an operating lease expiring December 31,
2006. The lease requires additional rent payments based on increases in real estate taxes
and certain operating expenses over base period amounts. Future minimum rent
payments are approximately as follows:

Calendar
Year i Amount
2003 $49,000
2004 ‘ 55,000
2005 55,000
2006 55,000

$214,000

Rent expense expense for the year ended December 31, 2002, net of $16,439 received
from a sub-tenant occupying the facilities, was $31,945.

BERMAN & SOSMAN, LLC.

Certified Public Accountants
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450 7th Avenue ALL CORRESPONDENCE TO: 2079 East 65th Street
Suite 949 2492 Merrick Road Brooklyn, NY 11234
New York, NY 10123 Bellmore, New York 11710

Tel (516) 826-7600
Fax (516) 826-4343

INDEPENDENT AUDITORS' REPORT ON ACCOMPANYING INFORMATION

TO THE STOCKHOLDER OF CAHN CAPITAL CORP.

Our audit of the basic financial statements in the preceding section of this report was
made for the purpose of forming an opinion on the basic financial statements taken as a
whole. The accompanying information shown on pages 9 and 10 are presented for
purposes of additional analysis and is not a required part of the basic financial
statements. Such information has been subjected to the auditing procedures applied in
the audit of the basic financial statements and, in our opinion, such information is fairly
stated in all material respects in relation to the basic financial statements taken as a
whole.

%M“ /é@»-aw Lie

Berman & Sosman, LLC

Bellmore, New York
January 30, 2003



CAHN CAPITAL CORP.
SCHEDULE OF OPERATING EXPENSES

YEAR ENDED DECEMBER 31, 2002

Salaries and wages $28,161
Payroll taxes and related expenses 3,830
Rent 31,945
Professional fees 3,300
Insurance 25,637
Travel - 2,570
Telephone ‘ 4,694
Consulting 7,515
Commissions 13,500
Dues and subscriptions 4,818
Office expenses | 6,934
Promotiom and entertainment ' 1,308
Donations 425
Depreciation and amortization | 1,226
Miscellaneous 1,388

$137,251

See Independent Auditors' Report on Accompanying Information.
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Total Ownership Equity

Total Non Allowable Assets
Security deposits
Property assets
Prepaid expenses

Total non allowable assets

Net Capital Before Haircuts

Haircuts on Securities

Total Net Capital

Net Capital Requirement

Excess Net Capital

CAHN CAPITAL CORP.

NET CAPITAL COMPUTATION

DECEMBER 31, 2002

$30,971

$10,234

7,590

5,988
23,812

7,159

7,159

5,000

__ 82150

See Independent Auditors' Report on Accompanying Information.
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