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OATH OR AFFIRMATION

I, James D, Vaughan, IITX , swear (or affirm) that, to the best of my knowledge and
belief the accompanying financial statement and supporting schedules pertaining to the firm of
Vaughan & Company Securities, Inc. ' L asof
December 31 ,20_92  are true and correct. [ further swear (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

Notary Public

EILEEN M. VAUGKAN
NOTARY PUBLIC OF NEW JERSEY

This report ** contains (check all applicable boxes): My Commission Expires Jan. 2, 2007

Kl (a) Facing Page.

Bl (b) Statement of Financial Condition.

g (c) Statement of [ncome (Loss).and retained earnings

B (d) Statement of Glrengesix RoxxibGonditm. Cash Flows

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

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

& (g) Computation of Net Capital.

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

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

O () 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.

O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

&l (1) An Oath or Affirmation.

D (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 ceriain portions of this filing, see section 240.17a-5(e)(3).
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FLACKMAN

GOODMAN &

POIIER,PA.

CERTIFIED PUBLIC ACCOUNTANTS

106 Prospect Street
PO. Box 419
Ridgewood, NJ
07451-0419
Tel. (201) 445-0500
FAX (201) 445-8939

INDEPENDENT AUDITOR'S REPORT

To The Stockholders of _
Vaughan & Company Securities, Inc.
Ridgewood, New Jersey

We have audited the accompanying statements of financial condition of

Vaughan & Company Securities, Inc. as of December 31, 2002 and 2001, and
the related statements of income and retained earnings, changes in stockholders'
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 ﬁnanmal statements based on our

audit.-

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 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 Vaughan & Company 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 audits were made for the purpose of fofming an opinion on the basic

financial statements, taken as a whole. The information contained in Schedules
I'and II 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 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' n
relation to the basic financial statements taken as a whole

QM@QQ\.,_, e, @4

 February 3, 2003



"VAUGHAN & COMPANY SECURITIES, INC.

STATEMENTS OF FINANCIAL CONDITION
December 31, 2002 and 2001

ASSETS
' 2002 2001
CURRENT ASSETS : :
Cash - $73,469 - $282,341
Commissions receivable : , -~ 68,370 122,045
Prepaid lease : 3,378 11,760
Prepaid taxes : - 5.814
o TOTAL CURRENT ASSETS | v ' ' 145,217 421,960
PROPERTY AND EQUIPMENT, net | 3,974 __5.528
TOTAL ASSETS | $149.191 $427,488
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES | |
Accounts payable ' ‘ . $ 3252 $ 12,380
Accrued expenses ' - 62,115 38,867
Payroll taxes payable ‘ - 12,732 - 247,289
State tax payable S : g - 1,500 -
401(k) payable - o o - : 1,212
Notes payable - - - 912
- TOTAL CURRENT LIABILITIES , 79,599 300,660
OTHER LIABILITY - o | |
Notes payable, net of current portion ‘ - 535
TOTAL LIABILITIES | 79,599 301,195
STOCKHOLDERS' EQUITY S 69,592 126,293
- TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY  $149,191 - $427.488
FLACKMAN ~ The accompanying notes are an integral part of the financial statements.
GOODMAN & - o N ' o

'POITERPA, .~ s

CERTIFIED PUBLIC ACCOUNTANTS



VAUGHAN & COMPANY SECURITIES, INC.

STATEMENTS OF INCOME AND RETAIN ED EARNINGS

For the Years Ended December 31, 2002 and 2001

INCOME .

Commission and other income, net of clearance
and execution charges

Interest income

TOTAL INCOME

EXPENSES
Salaries -
Travel and selling
Commissions ,
Management services
‘Payroll taxes and benefits
Profit sharing

~ Securities fees
Rent and occupancy
Professional fees
Office and miscellaneous
Auto lease expense

~ Depreciation

TOTAL EXPENSES
INCOME (LOSS) BEFORE TAXES
(BENEFIT) PROVISION FOR INCOME TAXES
" NET INCOME (LOSS)
‘ RETAH\JED EARNINGS - beginniﬁg
DIVIDENDS |

- RETAINED EARNINGS - ending

2002

$1,525,437

: 1,245

1,526,082

980,620

220,414 -

55,774
79,700
74,790
8,830

9,878
31,500
21,933

16,414

8,411

1,554

1.509.818

16,864

(1.006)

17870

£ 96,293

- _(74.571)
$ 3959

- 2001

$1,937,196
4,035

1,941,231

1,044,068
248,624
201,296
137,450
100,944

16,974
11,327
30,000
160,768
12,873
8,441

1,554

1974319
(33,088)
2,260
(35,348)
164,133
(32.492) 1

$ 96,293

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

POITEREA. L _5-

" CERTIFIED PUBLIC ACCOUNTANTS
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'VAUGHAN & COMPANY SECURITIES, INC.

STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

For the Years Ended December 31, 2002 and 2001

Class A Class B Retained
Stock Stock Earnings Total
Balance at January 1, 2001 $ 300 _$ 29,700 $164,133 $v19>4,133
+ Net income (loss) - - (35,348) (35,348)

Dividend distributed - - (32.492) (32,492)

Balance at December 31, 2001 300 29,700 96,293 1‘26,293 |

Net income (loss) ; ; 17,870 17,870

Dividends distributed - - (74,571) (74,571)

Balance at December 31, 2002 $ 300 $ 29,700 $39.592 $ 69,592
W\&AN | The acéompénying notes are an integral part of the financial statements. .
GOODMAN & - o I : _ ‘
POTTER,PA.

CERTIFIED PUBLIC ACCOUNTANTS L

-6 -




)

(S

VAUGHAN & COMPANY SECURITIES, INC.

STATEMENTS OF CASH FLOWS

For the Years Ended December 31, 2002 and 2001

. , 2002 2001
CASH FLOWS FROM OPERATING ACTIVITIES
Net income (loss) ~ $ 17,870 $(35,348)
Noncash items included in net income: ,

Depreciation - 1,554 1,554
Amortization on prepaid lease 8,411 8,441
Change in: , ' '
Commissions receivable 53,675 113,181
Other current assets 5,814 (5,431)
Accounts payable- (9,128) - (18,992)
Other current liabilities , (211.050) 212,594

NET CASH (USED) PROVIDED BY OPERATING
ACTIVITIES -(132,854) 275,999
CASH FLOWS FROM FINANCING ACTIVITIES
Debt repayment: : ' : o
Long-term (1,447) (792)
Dividends paid (74.571) (32.492)
' NET CASH USED BY FINANCING ACTIVITIES - (76,018) - _(33,284)
NET (DECREASE) INCREASE IN CASH (208,872) 242,715
CASH - beginning 282,341 39,626
CASH - ending $ 73.469 $282.341
SUPPLEMENTAL DISCLOSURES:
Cash paid for:
Interest $ 261 $ 453
Income taxes. $ - § 7,691
FIACKMAN  The accompanying notes are an integral part of the financial statements.

 POITERBA, B

- CERTIFIED PUBLIC ACCOUNTANTS -




VAUGHAN & COMPANY SECURITIES, INC.

NOTES TO FINANCIAL STATEMENTS
December 31, 2002 and 2001

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Nature of Business

Vaughan & Company Securities, Inc. (the Company) is engaged in the sale of publicly
traded securities and is a member of the National Association of Securities Dealers
(NASD). The Company's office is located in Ridgewood, New Jersey. The Company was
incorporated in New Jersey in November 1986. Business commenced in March 1987.

Cash

The Company maintains accounts with the brokerage company executing the security
transactions. Included in these accounts are commissions earned but not yet forwarded by
the brokerage company. The brokerage company requires maintenance of a minimum
balance of $50,000 in order to execute transactions. These account balances earn interest.

Commissions Receivable

Commission revenue and related clearance expenses are recorded when earned, on a
settlement date basis, within the related brokerage account. Commissions receivable are
stated without provision for doubtful accounts. Management believes all amounts are

collectible. : '

Property and Equipment

Property and equipment are carried at cost. Depreciation is calculated on a straight-line

basis over seven years for furniture and fixtures and five years for automobiles.

Income Taxes -

The Company has elected to be taxed as “S” corporation under the Internal Revenue Code
and applicable New Jersey statutes. The stockholders of the corporation are taxed on their -
proportionate share of the Company’s taxable income on their personal tax returns. The
portion of the New Jersey income tax that is the responsibility of the Company is provided
for, using statutory rates. .

Management 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 reported revenues and expenses.
Estimates used in preparing these financial statements include those assumed in computing
commissions receivable, and those used in accruing liabilities for certain expenses. Actual
results could differ from those estimates. - . '

Reclassification

CERTIFED PUBLIT ACCOUNTANTS

Certain reclassifications have been made to the prior year’s financial statements in vorder“to
conform them to the classifications used for the current year.

._87
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VAUGHAN & COMPANY SECURITIES, INC. -

NOTES TO FINANCIAL STATEMENTS
December 31, 2002 and 2001

2. PROPERTY AND EQUIPMENT :
Major classifications of property and equipment and thelr respectlve useful lives are as

follows:
Useful
2002 . 2001 Lives
Computer equipment | ‘ $ 7,768 - $7,768 5 years
Furniture and fixtures 7.481 _ 7481 7 years
‘ , 15,249 . 15,249 '
Accumulated depreciation : 11,275 9.721
Total property and equipment | o $.3974 $ 5,528

Depreciation charged to operations amounted to $1, 554 and $1, 554 during the years ended .
December 31, 2002 and 2001, respectively. :

3. PENSION PLAN
The Company adopted a 401(K) plan in the fiscal year ended September 30, 1988 for all full

time employees. Any Company contributions are elective. The Company’s expense at
December 31, 2002 and 2001 was $8,830 and $16,974, respectively.

‘4. RELATED PARTY TRANSACTIONS °
Vaughan & Company Securities, Inc., Pension Administrators, Inc., Vaughan & Company
Retirement and Estate Planners, Inc. and Lois M. Vaughan, Esq. are controlled under
common ownership. The services performed for their clients and the revenues received are
~ interrelated. Employees of related companies perform many duties, including bookkeeping,
accounting, legal and other administrative functions. The Company pays management and
other fees to related companies for these expenses. : ‘

The Company rents office space from the principal shareholder of the related companies. No
long-term lease agreements exist. Rent expense paid to related party for the periods ending
December 31, 2002 and 2001 were $31,500 and $30,000, respectively. Various other general
building and office expenses are shared with the related companies. The allocation of these
expenses is not based on any formula.

The Compény manages an investment fund. The Company receives a fee for managing the
fund. During the years ended December 31, 2002 and 2001 the Company received $1,705
and 35,315 in managmg fees relatmg to the fund.

FLACKMAN -
GOODMAN &
POITER,PA.

CERTIFIED PUBLIC ACCOUNTANTS R ’ . ) : . - 9 -
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VAUGHAN & COMPANY SECURITIES, INC. -

NOTES TO FINANCIAL STATEMENTS
December 31, 2002 and 2001

4. RELATED PARTY TRANSACTIONS (continued)
Related party transactions are summarized as follows:

. Expenses : ' 2002 : 2001
Management fees - $79,700 . $137,450
Rent and occupancy 31,500 30,000
Legal fees 1,633 148,618

$112,833. $316,068

5. NET CAPITAL REQUIREMENTS
The Company is subject to the Securities and Exchange Commission Unlform 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.

At December 31, 2002, the Company had net capital of $12,233, which was $7,233 in excess
of its required net capital of $5,000. The Company's net capital ratio was 6.50 to 1.

The Company has not been in compliance with Bank of America’s (the Clearing Broker) net
capital requirement of $100,000. At December 31, 2002 and 2001 the company has been
under the minimum capital requirement by $87,760 and $51,995, respectively. The Clearing
Broker has agreed to continue in the normal course of business in order to allow the Company
a reasonable time to correct the position of non-compliance. |

6. NOTES PAYABLE
Notes payable include:

: _ o 2002 2001
. Note payable, monthly payment of $95 '
including interest at 21.7% through June
2003.. Paid off'in 2002. Secured by , ‘ _
computer. : ’ $ - _ § 1447
Total | - 1,447
" Less current maturities - s 912
Long-term debt | , 8 - | 3 535.

~ Total interest expense at December 31, 2002 and 2001 was $0 and $453, respectively. The
Company has pald the note payable in full as of the year ended December 31, 2002. '

POITER,PA. o SR

CERTIFIED PUBLIC ACCOUNTANTS
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VAUGHAN & COMPANY SECURITIES, INC.

NOTES TO FINANCIAL STATEMENTS
December 31, 2002 and 2001

7 INCOME TAXES |
' The provision for income taxes consists of:

2002 2001
State $1,500  $1,877
~ Additional tax - 240 -
- Prior year’s under (over) accrual _ (2,746) 383
Total Provision §(1,006) - $2.260

8. CONCENTRATION OF CREDIT RISK
Financial instruments that potentially subject the Company to credit risk consist principally of
commissions receivable and cash. The Company earns commissions entirely from financial
institutions and. investment management firms. Historically, the Company has not incurred
any credit related losses. Cash, which consists pnmanly of cash held in brokerage accounts,
- 1s not subject to FDIC insurance protection.

9. FAIR VALUES OF FINANCIAL INSTRUMENTS , .

The Company has financial instruments, none of which are held for trading purposes. The
Company estimates that the fair value of all financial instruments at December 31, 2002 and
2001, does not differ materially from the aggregate carrying values of its financial instruments
recorded in the accompanying balance sheet. The estimated fair value amounts have been
determined by the Company using available market information and appropriate valuation
methodologies. Considerable judgment is necessarily required in interpreting market data to
.develop the estimates of fair value, and, accordingly, the estimates are not necessarily
indicative of the amounts that the Company could realize in a current market exchange.

- POITER PA. | . -11 -

CERTIFED PUBLIC ACCOUNTANTS



' VAUGHAN & COMPANY SECURITIES, INC.

NOTES TO FINANCIAL STATEMENTS
December 31, 2002 and 2001

10. STOCKHOLDERS’ EQUITY
' Stockholders’ equity is as follows:

" Common stock ,
Class A, voting, no par value — 100 shares
authorized, 100 shares issued and
“outstanding ‘
Class B, nonvoting, no par value — 9,900
~ shares authorized, 9,900 shares issued and
outstanding

Retained earnings

Total Stockholders® Equity

FLACKMAN , |
GOODMAN& -
'POTTERPA. BT L 12-

CERTIFIED PUBLIC ACCOUNTANTS

2002
$ 300
29,700

39,592

$ 69,592

29,700
_ 96,293

$126,293



FIACKVMAN
GOODMAN &
"POITER,PA.

CERTIFIED PUBLIC ACCOUNTANTS

SUPPLEMENTARY INFORMATION



0

VAUGHAN & COMPANY SECURITIES, INC.

SCHEDULE I ‘
Computation of Net Capital under Rule 15¢3-1 of the

Securities and Exchange Commission

December 31, 2002 and 2001

Total stockholders' equity

Less nonallowable assets: =
Property and equipment

Specified commissions receivable
Prepaid lease

Total

Net Capital

CERTIRED PUBLIC ACGOUNTANTS -

14 -

2002

$ 69,592

3,974
50,000
3,378

57,352

$12.240

2001

$126.293

5,528
61,000
11,760

78,288

$48,005
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VAUGHAN & COMPANY SECURITIES, INC.

SCHEDULE I
Reconciliation Pursuant To Rule 17a-5(d)(4) of the
Securities and Exchange Commission
December 31, 2002 and 2001

2002
Net capital per unaudited report A - §$12,233
Assets ihclﬁded in unaudited report | ‘ | 427
* Liabilities (hot included)/included in unaudited report ‘ _(420)
Net capital per computaﬁon of net capital ‘_ | $12,240 |

FLACKMAN . _
GOODMAN & o
POITER,PA. - o o115 -

CERTIFIED PUBLIC ACCOUNTANTS

2001

$43,009

3,676
1,320

3 48,005
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CERTIFIED PUBLIC ACCOUNTANTS

106 Prospect Street
PO. Box 419
Ridgewood, NJ
07451-0419
Tel. (201) 445-0500
FAX (201) 445-8939

To the Stockholders of
Vaughan & Company Securities, Inc.
Ridgewood, New Jersey

In planning and performing our audit of the financial statements and
supplemental schedules of Vaughan & Company Securities, 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 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
(including tests of compliance with such practice 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 making
the periodic computations of aggregate indebtedness and net capital under rule
17a-3(a)(11) and the procedures for determining compliance with the

_exemption 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 an 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. The objectives
of internal control and the practices and procedures are to provide management
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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 generally accepted accounting
principles. Rule 17a-5(g) lists additional objectives of the. practlces and
procedures listed in the preceding paragraph.

Because of inherent limitations in internal control or the practices and
procedures referred to above, errors 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 operations may deteriorate.

‘Our consideration of internal control would not necessarily disclose all matters

in the 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 errors 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. However, such' study,
evaluation and examination has resulted in the following comments and
recommendations, which existed in prior years also.

‘1) Segregation of duties are not currently in place. All of the check
disbursement functions are performed by one person from writing and
signing checks to receiving the bank statement and reconciling.
Accordingly, we recommend that checks written for over a certain
amount be signed by an additional signator and the invoice stamped or
initialed to approve payment. Recognition, however is given to the
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relationship of the person writing the checks to the ownership of the
Company.

2) Fees charged from or to related entities should be pursuant to a

~ specified formula in a written agreement. Occupancy costs of the
entities sharing your office facilities should be specified in written
agreements between the property owner and the entity.

3) Self evaluation and monitoring activities for reporting information and
providing assurance of compliance need to be implemented to assess
controls and if necessary take corrective actions on a timely basts.

This report is intended solely for the use of management, the Securities and
Exchange Commission, the New York Stock Exchange and other regulatory
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.

(ﬁ Z@cQ‘/ oo »@'CT'QQA |

February 3, 2003



