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AFFIRMATION

I, George R. Schinkel, affirm that, to the best of my knowledge and belief, the accompanying financial
statements and supplemental schedules pertaining to NBGI Securities Inc. (the “Company”) for the year
ended December 31, 2002 are true and correct. I further affirm that neither the Company nor any principal
officer or director has any proprietary interest in any account classified solely as that of a customer.

M/ MA/EI/ 223

George R. chmkel Date
Chief Financial Officer

sworn to bgfgre me,

/ \/I{btary Public

CLAUDIA TAYLOR
NOTARY PUBLIC, State of New York
No. 01 TAS068172

Qualified in Kings County
Commission Expires 10/28/&
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Deloitte & Touche LLP
Two World Finandial Center
New York, New York 10281-1414

Tel: (212) 436-2000
Fax:(212) 436-5000
www.us.deloitte.com

Deloitte
& Touche

INDEPENDENT AUDITORS’ REPORT

To the Stockholder and Board of Directors of
NBGI Securities Inc.:

We have audited the accompanying statement of financial condition of NBGI Securities Inc. (a wholly-owned
subsidiary of NBG International Inc.) (the “Company”) as of December 31, 2002 that you are filing pursuant
to Rule 17a-5 under the Securities Exchange Act of 1934. This financial statement is the responsibility of the
Company’s management. Our responsibility is to express an opinion on this financial statement 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 statement is free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statement. 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, such statement of financial condition presents fairly, in all material respects, the financial

position of the Company at December 31, 2002 in conformity with accounting principles generally accepted
in the United States of America.

Dttty € Towcku LLP

February 7, 2003

Deloitte
Touche
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NBGI SECURITIES, INC.

(A Wholly-Owned Subsidiary of NBG International Inc.)

STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2002

ASSETS

Cash and cash equivalents
Deposit with clearing broker
Receivable from clearing broker
Other assets

Investment in NASD (at cost)

TOTAL ASSETS

LIABILITIES AND STOCKHOLDER'S EQUITY

LIABILITIES:
Accrued expenses and other liabilities

Total liabilities

STOCKHOLDER'S EQUITY:
Common stock $.01 par value, 400 shares authorized,
issued and outstanding (see Note 3)
Additional paid-in capital (see Note 3)
Accumulated deficit

Total stockholder's equity

TOTAL LIABILITIES AND STOCKHOLDER'S EQUITY

See notes to statement of financial condition.

$ 169,194
100,216
93,849

27,046
3,300

3393605

$ 54751
54,751

4
2,002,763
(1,663,913)

338,854

S _393.605




NBGI SECURITIES, INC.
(A Wholly-Owned Subsidiary of NBG International Inc.)

NOTES TO FINANCIAL STATEMENT
YEAR ENDED DECEMBER 31, 2002

INTRODUCTION AND BASIS OF PRESENTATION

The statement of financial condition include the accounts of NBGI Securities, Inc. (“the Company”).
The Company is a wholly-owned subsidiary of NBG International Inc.

The Company is a registered broker-dealer under the Securities Exchange Act of 1934, and is a member
of the National Association of Securities Dealers, Inc. (“NASD”).

The Company operates principally under a clearance agreement with another broker, whereby such
broker assumes and maintains the Company’s customer accounts. The Company is therefore exempt
from the requirements of Rule 15¢3-3 under the Securities Exchange Act of 1934 pertaining to the
possession or control of customer-owned assets and cash reserve requirements. The Company is
responsible for payment of certain customer accounts (unsecured debits) as defined in the agreement.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Cash and Cash Equivalents - Cash equivalents include interest-earning deposits with maturities of
three months or less.

Use of Estimates - The preparation of the financial statements in conformity with accounting principles
general accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and 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 the estimates.

Concentrations of Credit Risk - Uninsured Cash Balances - The Company maintains its cash balances
in an account at a bank. The account at this bank is insured by the Federal Deposit Insurance
Corporation for up to $100,000, in the aggregate.

Fixed Assets - Furniture, fixtures, equipment and leasehold improvements are stated at cost, less
accumulated depreciation. Depreciation, which commences when the related furniture, fixture or
equipment is placed into service, is computed using a straight line method over the estimated useful life
of the assets.




SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Goodwill - As of January 1, 2002, the Company adopted Financial Accounting Standard ("SFAS") No.
142, “Goodwill and Other Intangible Assets.” Under this standard, goodwill and intangibles with
indefinite useful lives are no longer amortized. This standard also requires, at a minimum, an annual
assessment of the carrying value of goodwill and intangibles with indefinite useful lives. If the carrying
value of goodwill or an intangible asset exceeds its fair value, an impairment loss shall be recognized.
The Company reviewed its goodwill for other than temporary impairment, and determined that the
carrying amount was not recoverable. In accordance with adoption of SFAS No. 142, the Company has
written off the net value of its goodwill in the amount of $430,200.

Income Taxes - The Company uses the asset and liability method in providing income taxes on all
transactions that have been recognized in the financial statements. The asset and liability method
requires that deferred taxes be adjusted to reflect the tax rates at which future taxable amounts will be
settled or realized. The effects of tax rate changes on future deferred tax liabilities and deferred tax
assets, as well as other changes in income tax laws, are recognized in net earnings in the period such
changes are enacted. Valuation allowances are established when necessary to reduce deferred tax assets
to the amounts expected to be realized.

STOCKHOLDER’S EQUITY

In May 2002, the Board of Director’s authorized the issuance of 100 additional shares of common stock
at a par value of $.01. Additionally, the Board of Directors approved a $199,999 contribution of
additional paid-in capital paid by NBG International Inc.

OFF-BALANCE SHEET RISK AND CONCENTRATION OF CREDIT RISK

The Company, as an introducing broker, clears all transactions. with and for customers on a fully
disclosed basis with a clearing broker and promptly transmits all customer funds and securities to the
clearing broker who carries all of the accounts of such customers. These activities may expose the
Company to off-balance sheet risk in the event that the customer and/or clearing broker are unable to
fulfill its obligations. The Company does not maintain margin accounts for its customers, and,
therefore, there were no excess margin securities.

INCOME TAXES

The Company is included in the consolidated federal income tax return of its parent, NBG International
Inc. Pursuant to an arrangement with its parent, the Company pays its current federal tax liability or
recelves its current tax benefit to the extent the related income or loss is included in the consolidated
federal income tax return.

The Company has separate company federal tax net operating loss (“NOL”) carry forwards of
approximately $1,398,022, which represent cumulative net operating losses incurred through December
31, 2002. The federal NOLs will begin to expire in the year ending December 31, 2020. The NOLs
result in a deferred tax asset of approximately $489,308 at December 31, 2002. The Company recorded
a 100% valuation allowance against this account. The sole temporary differences relates to amortization
of goodwill in the amount of $396,867, resulting in a deferred tax asset of $184,369. A full valuation
allowance has been recorded against this asset. Permanent differences are primarily attributable to
meals and entertainment, state and local taxes, and the change to the valuation allowance account.

For state and local purposes the Company is subject to tax as a corporation. The Company has a state
NOL carry forward of approximately $1,256,355, resulting in a deferred tax asset of approximately
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$71,659. The Company recorded a 100% valuation allowance against this account. For New York City
purposes, the Company has a NOL carry forward of approximately $1,255,442, resulting in a deferred
tax asset of approximately $72,219. A full valuation allowance has been recorded against this asset.

In assessing the realizability of deferred tax assets, management considers whether it is more likely than
not that some portion or all of the deferred tax assets will be realized. The ultimate realization of
deferred tax assets is dependent upon generation of future taxable income during the periods in which
the NOL can be utilized. Management believes it is more likely than not that the Company will not be
able to utilize these tax benefits, therefore, at December 31, 2002 a valuation allowance has been
established for the full amount of the deferred tax asset.

RETIREMENT PLAN

The Company sponsors a qualified defined contribution 401(k) profit sharing plan covering eligible
employees. Subject to certain limitations, the annual contributions are at the discretion of the members.
The Company makes matching contributions up to 50% of the employees’ contributions, up to a
maximum of 5%. The plan provides generally for normal retirement at age 65.

RELATED PARTY TRANSACTIONS

The Company moved office space to 960 Avenue of the Americas, which it shares with two affiliated
entities. The lease on the Company’s former office space expired in October, 2002. The Company’s

new office space covered by an operating lease with a related-party entity which expires in October
2007

The Company maintains cash accounts with an affiliate. Deposits included in cash and cash equivalents
at year-end were $32,057. In addition, the company maintains receivables from an affiliate totaling
$8,263 and payables totaling $2,670 at December 31, 2002.

NET CAPITAL REQUIREMENTS

The Company is subject to the Uniform Net Capital Rule (Rule 15¢3-1) under the Securities Exchange
Act of 1934, 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 $199,250 which was $149,250 in excess of its
required net capital of $50,000. The Company’s ratio of aggregate indebtedness to net capital was
28to 1.

FAIR VALUE OF FINANCIAL INSTRUMENTS

Substantially, all financial instruments on the Company’s Statement of Financial Condition are carried
at fair value or at amounts which approximate fair value. Assets including cash and cash equivalents
and receivables are carried at amounts which approximate fair value. Similarly, accrued expenses are
carried at amounts which approximate fair value.

SUBSEQUENT EVENTS

On February 7, 2003, the Board of Directors authorized a capital contribution of $500,000 to be paid by
NBG International Inc.

% 3k ok ok ok Xk
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Deloitte
& Touche

February 7, 2003

NBGI Securities Inc.
1270 Ave of the Americas
New York, New York 10001

In planning and performing our audit of the financial statements of NBGI Securities Inc. (a wholly-
owned subsidiary of NBG International Inc.) (the “Company”) for the year ended December 31, 2002
(on which we issued our report dated February 7, 2003), we considered its internal control in order to
determine our auditing procedures for the purpose of expressing an opinion on the statement of
financial condition and not to provide assurance on the Company’s internal control.

Also, as required by Rule 17a-5(g)(1) under the Securities Exchange Act of 1934, we have made a
study of the practices and procedures (including tests of compliance with such practices and
procedures) followed by the Company 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 for determining compliance with the exemptive provisions of Rule 15¢3-3. We
did not review the practices and procedures followed by the Company in making the quarterly
securities examinations, counts, verifications and comparisons, and the recordation of differences
required by Rule 17a-13 or in complying with the requirements for prompt payment for securities
under Section 8 of Regulation T of the Board of Governors of the Federal Reserve System, because the
Company does not carry security accounts for customers or perform custodial functions relating to
customer securities. ‘

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 internal control and of the practices and procedures, and to assess whether those practices and
procedures can be expected to achieve the Securities and Exchange Commission’s (the “Commission’)
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 acquisition, use
or disposition, and that transactions are executed in accordance with management’s authorization and
recorded properly to permit the preparation of the statement of financial condition in conformity 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.

Because of inherent limitations in any internal control or the practices and procedures referred to
above, misstatements due to error or fraud may occur and not be detected. Also, projections of any
evaluation of the internal control or of such practices and procedures to future periods are subject to
the risk that they may become inadequate because of changes in conditions or that the degree of
compliance with the practices or procedures may deteriorate.

Deloitte
Touche
Tohmatsu




NBGI Securities Inc.
February 7, 2003
Page 2

Our consideration of the Company’s internal control would not necessarily disclose all matters in the
Company’s 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 one or more of the internal control components does not reduce to a relatively
low level the risk that misstatements caused by error or fraud in amounts that would be material in
relation to the statement of financial condition 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 the Company’s internal control and its operation 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 Commission 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, the National Association of Securities Dealers, Inc. 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.

Yours truly,

Dedoillt ¢ Tocl P




