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OATH OR AFFIRMATION

L Michael E. Stupay

, swear (or affirm) that, to the
best of my knowledge and belief the accompanymg financial statement and supporting schedules pertaining to the firm of

Stockback Capital, LLC

, as of

, are true and correct. I 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:

December 31 20 02

ety Z S e—

Signature

Financial and Operations Principal

2: Title

CARL GOODMAN
Notary Public, State of New York
‘, ‘ No.01G09821038
This report** contains (check all applicable boxes): Qualified in Rockland County
(a) Facing page. Commission Expires March 30, 2006
" (b) Statement of Financial Condition.
(c) Statement of Income (Loss).
(d) Statement of Cash Flows.
(e) Statement of Changes in Stockholder’s Equity or Partners' or Sole Proprietor's Capltal
(f) Statement of Changes in Liabilities Subordinated to Clamms of Creditors.
(g) Computation of Net Capital
(h) Computation for Determination of Reserve Requlrements Pursuant to Rule 15¢3-3.
(i) Information Relating to the Possession or control Requirements Under Rule 15¢3-3.
() A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
Computatlon for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.
(k) A Reconciliation between the audxted and unaudited Statements of Financial Condition w1th respect to methods of con-
solidation.
- (1) An Oath or Affirmation.
(m)A copy of the SIPC Supplemental Report '
.(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.
(0)Independent auditor's report on internal accounting control

ORODOR O DDDDDDGD&&

(p) Schedule of segregation requirements and funds in segregation - customers' regulated commodity futures
account pursuant to Rule 171-5.

**For conditions of confidential ireatment of certain portions of this filing, see section 240.17a-5(e)(3).



Stockback Capital LLC

(a wholly owned subsidiary of Stockback LLC)
Statement of Financial Condition
As of December 31, 2002
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PricewaterhouseCoopers LLP
1177 Avenue of the Americas
New York NY 10036
Telephone (646) 471 4000
Facsimile  (813) 286 6000

Report of Independent Accountants

To the Member of
Stockback Capital LLC

In our opinion, the accompanying statement of financial condition presents fairly, in all material
respects, the financial position of Stockback Capital LLC (the “Company”) at December 31, 2002 in
conformity with accounting principles generally accepted in the United States of America. This
statement of financial condition is the responsibility of the Company’s management; our responsibility
is to express an opinion on this statement of financial condition based on our audit. We conducted our
audit of this statement in accordance with auditing standards generally accepted in the United States of
America, which require that we plan and perform the audit to obtain reasonable assurance about
whether this 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, assessing the
accounting principles used and significant estimates made by management, and evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

The accompanying statement of financial condition has been prepared assuming that the Company will
continue as a going concern. As discussed in Note 2 to the statement of financial condition, the
Company faces significant uncertainty with regard to the continued operations and support of its sole
Member, which raises substantial doubt about the Company’s ability to continue as a going concern.
Management’s plans in regard to these matters are also described in Note 2 to the statement of financial

condition. The statement of financial condition does not include any adjustments that might result
from the outcome of this uncertainty:. :

RucenetpasasCoepuo F4

February 28, 2003



Stockback Capital LLC 2
Statement of Financial Condition
December 31, 2002
Assets
Cash and cash equivalents 380,393
Cash segregated under federal regulations 481,929
Interest receivable from bank 369
Other assets 5,833
Total assets 868,524
Liabilities and member's capital
Liabilities \
Payable to customers 524,361
Payable to Member 18,567
Total liabilities 542,928
Member's capital 325,596
Total liabilities and member's capital 368,524

The accompanying notes are an integral part of this statement of financial condition.



Stockback Capital LLC

Notes to Statement of Financial Conditior, .

1.

Organization and Business

Stockback Capital LLC (the “Compény”) is a wholly owned subsidiary of Stockback LLC, (the
“Member”), formerly named Stockback.com LLC, which in tum is a wholly owned subsidiary of
Stockback Holdings, Inc. (“Holdings™). The Company is a single member limited liability
company. o

The Company is registered as a broker-dealer with the Securities and Exchange Commussion
(“SEC”) and is a member of the Nationa] Association of Securities Dealers, Inc. In March 2000,

the Company commenced its operations as a broker dealer.

The purpose of the Company is to engage in investing activities as determined by the Member, as
described in the Single Member Limited Liability Company Agreement {(the “Agreement”).

The Company and its affiliates operate a Web site, as part of a consumer stock ownership

-program (“Consumer Stock Ownership Program™). The Web site allows customers to directly
‘access the Web sites of providers (“Participating Merchants”) of goods and services that

participate in the Consumer Stock Ownership Program. Under the Consumer Stock Ownership
Program, each time a customer of the Consumer Stock Ownership Program makes a purchase
from a Participating Merchant, the Participating Merchant will rebate a percentage of the
purchase price in cash to the Company for the benefit of the customer. The customer may then
choose to either i) use the cash rebates to purchase shares of the Stockback Fund, an affiliated
registered investment company, or i) hold the rebates as cash in a non-interest bearing
investment account with the Company.

In November 2001, the Member launched a test marketing of a co-branded credit card that
enables cardholders/customers to make purchases using such card and receive a percentage rebate
of their aggregate purchases in cash. During 2002, the Member entered into a formal agreement
with JP Morgan Chase (“JP Morgan marketing agreement”) and launched the Stockback Chase
co-branded credit card. The card-issuing bank pays such rebates to the Company for the benefit
of the cardholder/customer. Once rewards are credited to the customers account, they then
choose either to 1) use the cash rebates to purchase shares of the Stockback Fund, or 1i) hold the
rebates as cash in a non-interest bearing investment account with the Company.

During the year, Trustees of The Stockback Trust determined that the operation of the Stockback
Fund was not performing and generating the necessary profits for the holders of the mutual fund
to continue to operate under the agreement with the Member, Stockback Advisors, other third
party providers and the Company. As such, the Board of Trustees voted to place before the
shareholders of the mutual fund the option of closing of the fund and the distribution of the assets
or continuing the fund. - A vote was taken of the shareholders and the resulting vote called for the
liquidation of the fund and the immediate distribution. In April 2002, the fund was liquidated and
all proceeds were distributed.

Based on the liquidation of the Stockback Fund, the Member needed to offer its consumers
another type of investment activity for the investment of rewards earned as a direct result of the
rewards program,



Stockback Capital LLC 4

Notes to Statement of Financial Condition:

In April 2002, an agreement with Merrill Lynch was signed that allowed the Company to sell and
hold in its name Class D shares of the Merrill Lynch S&P 500 Index Fund (the “Index Fund™) for
the benefit of members of the Stockback LLC rewards program (“SBRP”). The Company began
offering the opportunity to purchase and sell shares in the Index Fund through the Stockback LLC
Rewards program (“SBRP”) or on a direct purchase basis. ‘

Therefore, the shares can be purchased either directly by means of a check payable to the
Member with a minimum amount of $50 or by the authorized use of rewards earned via the
SBRP. Purchase and sales of the shares are done via the web site with payments being made
weekly for the redeemed amount based on the then current net asset value of the Index Fund on
the day the order is placed or the payment of cash savings rewards earned.

Once eamned the rewards are credited to the consumers account and available for either
investment into the Index Fund, payout directly by means of a check or allowed to remain in the
non-interest-bearing account. : :

2. Going Concern

The ability of the Company to continue operating in the upcoming year is dependent upon the
financial and operational support of the Member and Holdings. The ability of the Member and
Holdings to continue operating in the upcoming year is, in turn, dependent on the success and
continuation of the JPMorgan Chase marketing agreement and the ability of the Company, the
Member and Holdings to continue to finance their individual and collective operations. The
potential inability of the Member or Holdings to provide continued business, financial and
operational support raises substantial doubt about the Company’s ability to continue as a going
concern.

3. Significant Accounting Policies

Cash and cash equivalents are defined as short-term, highly liquid investments with original
" maturities of three months or less. Cash segregated under federal regulations represents the
amount held on deposit in a special reserve bank account pursuant to SEC Rule 15¢3-3.

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 revenues and expenses during the reporting
period. Actual results could differ from those estimates.

The Company itself is not subject to federal and state income taxes; the Member is individually
liable for income taxes, if any, on the Company’s net taxable income. The Company has not
recorded a provision for unincorporated business taxes as the Member or Holdings will pay such
taxes, if any, on behalf of the Company.

4, Payable to Customers

Payable to customers represents rebate amounts received from Participating Merchants and from
JP Morgan Chase.

At December 31, 2002, the Company has potential additional rebates of $350,379, which
represent bounties and rebate amounts from Participating Merchants and JP Morgan Chase for



Stockback Capital LLC 5
Notes to Statement of Financial Condition, ’

purchases using the Stockback Chase co-branded credit card, that were not yet received, due to
the terms of the rebate polices in place with each Participating Merchant and the issuing bank.

5. Related Party Transactions

The Member has the sole and entire economic interest in the Company. All items of income,
expense, gain and loss, are allocated to the Member in accordance with applicable tax rules and
representations.

Under a service agreement between the Company and the Member, the Member pays for all
operating expenses and taxes except for bank charges, 1f any, on behalf of the Company and does
not expect to be reimbursed for such expenses.

At December 31, 2002, the Company owed its sole Member $18,567 for amounts advanced to the
Company.

6. Regulatory Requirements

The Company is subject to the SEC Uniform Net Capital Rule (SEC Rule 15¢3-1). The
Company has elected to operate under the alternative method for determining net capital under
paragraph (f) of SEC Rule 15¢3-1, under which the Company is required to maintain minimum
net capital, as defined, equal to the greater of $250,000 or 2% of aggregate debit items. At
December 31, 2002, the Company had net capital of $313,677, which was $63, 677 in excess of
its required net capital of $250,000.

The Company is also subject to Rule 15¢3-3 of the Securities and Exchange Commission. At
December 31, 2002, the Company computed the reserve requirements for customers and was
required to segregate $556,929 in the special reserve bank account for the exclusive benefit of
customers and held $481,929 in such account, and deposited $75,000 on January 2, 2003,
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PricewaterhouseCoopers LLP
1177 Avenue of the Americas
New York NY 10036
Telephone (646) 471 4000
Facsimile  (813) 286 6000

Report of Independent Accountants on Internal Control
' Required by SEC Rule 17a-5

To the Member of Stockback Capital LLC:

In planning and performing our audit of the financial statements and supplemental schedules of
Stockback Capital LLC (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 (the "SEC"), we have
made a study of the practices 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 the following: : . o

1. Making the periodic computations of aggregate debits and net capital under rule 17a-3(a)(11)
and the reserve required by rule 15¢3-3(e)

2. Making the quarterly securities examinations, counts, verifications, and comparisons, and the
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

4. Obtaining and maintaining physical possession or control of all fully paid and excess margin
securities of customers as required by rule 15¢3-3

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. 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.



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 1s 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 safeguardmg securities, that we consider to
be matenal 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, 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.

@mmw S

February 28, 2003



