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OATH OR AFFIRMATION
I, Martin Gross , swear (or affirm) that, to the
best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Sandalwood Securities, Inc. ,as of
December 31 ,2002 | 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:
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** contains (check all applicable boxes):

(a) Facing page.

(b) Statement of Financial Condition.

(c) Statement of Tncome (Loss).

(d) Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockholders' Equity or Partners' or Sole Proprietor's Capital.

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

(g) Computation of Net Capital.

(h) Computation for Determination of Reserve Requirements 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
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 Financial Condition with 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.

(o) Independent auditor's report on internal accounting control.
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(p) Schedule of segregation requirements and funds in segregation--customers' regulated commodity futures account
pursuant to Rule 171-5.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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INDEPENDENT AUDITORS' REPORT

To the Board of Directors and Stockholders of
Sandalwood Securities, Inc.

We have audited the accompanying statement of financial condition of Sandalwood Securities, inc. (the "Company”)
as of December 31, 2002. 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 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
statement of financial condition is free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures -in the statement of financial condition. "An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall statement of financial condition presentation. We believe that our audit of the statement of financial condition

provides a reasonable basis for our opinion.

In our opinion, the statement of financial condition referred to above presents fairly, in all material respects, the
financial position of Sandalwood Securities, Inc. as of December 31, 2002, in conformity with accounting principles

generally accepted in the United States of America.

Km, [Cass ;{ Cmufam?, Fl.

Roseland, New Jersey
February 15, 2003
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SECURITIES, INC.

STATEMENT OF FINANCIAL CONDITION

December 31, 2002

ASSETS

Cash $ 1,376,609
Advisory income receivable 1,345,099
Deferred advisory fee income receivable 3,814,354
Prepaid expenses 6,716
Investments in limited partnerships 2,732
Property and equipment, net 32,871
Other assets 268,362

$ 6,846,743

LIABILITIES AND STOCKHOLDERS'’ EQUITY

Liabilities
Accounts payable and accrued expenses $ 949,270
Deferred income taxes 58,500
Due to stockholder 18,363
Total liabilities 1,026,133

Commitments and contingencies

Stockholders’ equity
Common stock, no par value,
Class A authorized 2,500 shares,

issued and outstanding 500 shares 5,000
Class B non voting authorized 2,500 shares,
issued and outstanding 2,000 shares 20,000
Additional paid-in capital 602,220
Retained earnings 5,193,390
Total stockholders' equity 5,820,610

$ 6,846,743

See accompanying notes to financial statements. 2




SANDALWOOD SECURITIES, INC.

NOTES TO FINANCIAL STATEMENTS

!

1. Nature of operations

Sandalwood Securities, Inc. (the “Company”) was incorporated under the laws of New Jersey on April 27, 1990. The
Company is a broker-dealer registered with the Securities and Exchange Commission (SEC) and is a member of the
National Association of Securities Dealers, Inc. (NASD). The Company’s business is primarily comprised of
investment advisory fees. The Company does not carry security accounts for customers or perform custodial
functions relating to customer securities.

2. Summary of significant accounting policies

Investments in Limited Partnerships

The Company's investments in limited partnerships are stated at the fair market value at each balance sheet date,
with unrealized gains and losses reported in the statement of operations. Any distributions received from these
partnerships are accounted for as a return of capital.

Property and Equipment

Property and equipment is stated at cost less accumulated depreciation. The Company provides for depreciation on
a straight-line method over an estimated useful life of five years.

Leasehold Improvements
Leasehold improvements are amortized over the term of the lease.
Investment Advisory Income

Investment advisory fees are received quarterly but are recognized as earned on a pro rata basis over the term of the
contract.

Revenue and Expense Recognition from Investments
Investment transactions and the related revenues and expenses are recorded on the trade-date basis.
Income Taxes

The Company’s stockholder has elected to treat the Company as an “S” Corporation. As such, the stockholder is
liable for the federal and state tax on corporate income and receives the benefit of the corporate loss.

The Company complies with Statement of Financial Accounting Standards No. 109, “Accounting for Income Taxes,”
which requires an asset and liability approach to financial accounting and reporting for income taxes. Deferred state
income tax assets and liabilities are computed for differences between the financial statement and tax bases of
assets and liabilities that will result in taxable or deductible amounts in the future, based on enacted tax laws and
rates applicable to the periods in which the differences are expected to affect taxable income. Valuation allowances
are established, when necessary, to reduce the deferred income tax assets to the amount expected to be realized.




D SECURITIES, INC.

2. Summary of significant accounting policies (continued)

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the amounts disclosed in the
financial statements. Actual results could differ from those estimates.

3. Property and equipment

Details of property and equipment at December 31, 2002 are as follows:

Leasehold improvements $ 44,755
Furniture and fixtures 3,880
48,635

Less accumulated depreciation
and amortization 15,764
) 32,871

4, Commitments and contingencies

The Company is obligated under an office lease expiring in November 2006. In addition to base rent, the lease
provides for the Company to pay property taxes and operating expenses over base period amounts.

Rent expense was approximately $42,000 for the year ended December 31, 2002.

The future minimum annual lease payments are as follows:

Year ending December 31,

2003 $ 39,066
2004 39,449
2005 41,364
2006 34,470

$ 154,349




D SECURITIES, INC.

5. Net capital requirements

The Company is a member of the NASD, and is subject to the SEC Uniform Net Capital Rule 15¢3-1. This Rule
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 that equity capital may not be withdrawn, or cash dividends paid, if the
resulting net capital ratic would exceed 10to 1. At December 31, 2002, the Company's net capital was approximately
$1,222,000, which was approximately $1,158,000 in excess of its minimum requirement of $64,000.

6. Exemption from Rule 15¢3-3

The Company is exempt from the SEC Rule 15¢3-3 and, therefore, is not required to maintain a "Special Reserve
Bank Account for the Exclusive Benefit of Customers.”

7. Income taxes

The deferred income tax liability is the result of differences between the accrual method of accounting for financial

reporting and the cash basis for income tax reporting. The current and deferred portions of income tax expense
included in the statement of operations are as follows:

Total Current Deferred

State taxes $ 19352 § 8,352 $ 11,000

8. Deferred advisory fee income

Effective October 1, 1997, the Company entered into separate deferred advisory fee income agreements that call for
the Company to provide advisory services for several investment partnerships and to receive a portion of the general
partner's management fee at his discretion. In accordance with the provisions of the agreements a portion of these
fees have been deferred by the Company and are payable between 2003 and 2007. The total amount deferred as of
December 31, 2002 is $3,814,354. The majority stockholder of the Company is the general partner in these
investment partnerships.

9. Employee benefit plans

The Company established a defined contribution pension plan and a profit sharing plan to provide retirement benefits
for eligible employees. The Company, at its discretion, may contribute up to ten percent of aggregate compensation
of all participants in the defined contribution plan and no more than fifteen percent of aggregate compensation in the
profit sharing plan. The company’'s contributions vest immediately. For the year ended December 31, 2002, the
Company contributed $18,363 to the plans.




SANDALWOOD SECURITIES, INC.

NOTES TO FINANCIAL STATEMENTS

10. Concentrations of credit risk

The Company maintains its cash balances in various financial institutions. These balances are insured by the
Federal Deposit Insurance Corporation up to $100,000 per institution.

11. Related party transactions

Investments consist of partnership interests. The majority stockholder of the Company is the General Partner in
these investment partnerships.




