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OATH OR AFFIRMATION

SHARON J KALIN

1, . _ : : , swear (or affirm).that, to the
best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to ‘the firm of

KALIN ASSOCIATES, INC.
Dec 31 éx » |

, as.of

2091% true and correct I further swear (or affirm) that nexther the company
nor any partner, propnetor principal officer or director has any proprietary interest in any account classxf"ed soley as that of
a customer, except as follows: : :

RISK ARBITRAGE MONTIOR PROFIT SHARING ACCOUNT / KEOGH

PERSHING CUSTODIAN ACCOUNT:

SHARON .J' KALIN, PERSONAL ACCOUNT /
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ROBERT J. SPONTAK
Certified Public Accountants

75 EIGHTH AVENUE

BROOKLYN, NEW YORK 11215-1511
(718) 622-3780 Fax (718) 636-3114-11

Member: American Institute of Certified Public Accountants -

New York State Society of Certified Public Accountants

January 27, 2003

Board of Directors

Kalin Associates, Inc.

50 Broadway, Suite #1601
New York, New York 10004

In planning and performing my audit of the financial statements of Kalin Associates, Inc.
for the year ended December 31, 2002 | considered its internal control structure,
including procedures for safeguarding securities, in order to determine my auditing
procedures for the purpose of expressing my opinion on the financial statements.and
not to provide assurance on the internal control structure. :

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange:Commission, |
have made a study of the practices and procedures (including tests of.compliance with
such practices and procedures) followed by Kalin Associates, Inc. that | considered
relevant to the objectives stated in Rule 17a-5(g)(1) in making the periodic computations
of aggregate indebtedness (or aggregate debits) and net capital under. Rule 17a-
3(a)(11). 1did 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 Reguiation T of the.
Board of Governors of the Federal Reserve System because the Cornpany does not
carry security accounts for customer securmes or per’orm custodlal funcuons relating to -
customer securities. S

The management of the Company is responsible for establishing and malntalnlng an
internal control structure and the practices and procecdures 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 structure
policies and procedures 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 Commission’s above-mentioned objectives. Two of the.
objectives of an internal control structure 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 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. '



S

© - Because of inherent limitations in any internal control structure or the practices and
- procedures: referred to above, errors or irregularities 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 effectlveness of

. their design and operation may deteriorate.

My consideration of the internal control structure would not necessarily disclose all
matters in the internal control structure 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 structure elements does not reduce to a relatively low level the risk that errors or

~ irregularities 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, | noted no matters
“involving the internal control structure, including procedures for safeguardmg securmes
~ that | consider to be matenal weaknesses as defined above. : Co

| 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 my study, | 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-use of management, the Securities and Exchange -

Commission, the New York Stock Exchange, Inc. ‘and other regulatery agencies which -

*" rely on Rule 17a-5(g) under the Secuntnes Exchangs Act cf 1934 and should not be
 used for'any other purpose. ‘

Sy
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ROBERT J. SPONTAK
Certified Public Accountants

75 EIGHTH AVENUE

BROOKLYN, NEW YORK 11215-1511
(718) 622-3780 Fax (718) 636-3114-11

Member: American Institute of Certified Public Accountants
New York State Society of Certified Public Accountants

Independent Auditor’'s Report

The Board of Directors o ; o
Kalin Associates, Inc. o - Ty

I have examined the balance sheet of Kalin Associates, Inc. as of December 31, 2002.
and the related statement of income, changes in stockholder’s equity and cash flows for
the year then ended. These financial statements are the responsibility of the company’s
management. My responsibility is to express an opinion on these flnanC|aI statements
based on my audit. 2

| conducted my audit in accordance with U.S. generally accepted auditing standards.
Those standards require that | plan and perform the audit to obtain reasonable v
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. | believe that my audit provudes a
reasonable basis for my opinion.

In my opinion, the financial statements referred to above present fairly, in ail rnaterial
respects, the financial position of Kalin Associates, Inc. as of December 31, 2002, and
the results of its operations and changes’in stockholder's equity and cash flows for the-
year then ended in conformity W|th U.S. generally accepted accounting-principles.

My audit was made for the purpose of forming an opinion on the basic financia! -
statements taken as a whoele. The information contained in Schedule l and il 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 of the -
Securities and Exchange Commission. Such information has been subjected:to the . .
procedures applied in the audit of the basic financial statements and, in.cur opinion, is
fairly stated in all material respects in relation to the basic financial staten ents taken as
a whole.

Jlmne "

Brooklyn, New York
January 27, 2003



ASSETS

Current Assets

Cash and equivalents

Investments
Receivables

Prepaid expenses - :

Employee loan

Fixed Assets

Other Assets

KALIN ASSOCIATES, INC.

BALANCE SHEET

DECEMBER 31, 2002

Deposits with clearing organizatioh

Security deposits
Other assets

Total Assets

iy

Liabilities: )
Accounts payable

LIABILITIES AND STOCKHOLDER'S EQUITY

State and local income tax

Due to stockholder

Stdckholdéf’s Equity

Total Liabilities and Stockholder's Equity

See notes to financial statements and auditor’'s report.

82,617

$ 215886
45.480
104962

. 24,000

+:49,000
430,328

100,000
11,049
193,666

$_ 632,994

$§ 15,907

.81t
105,000
121,718

511,276

$ 632994

N



_KALIN ASSOCIATES, INC.
STATEMENT OF INCOME
YEAR ENDED DECEMBER 31, 2002

Revenues:
Floor broker fee
Commissions

Interest
Dividends
Facility fees
+ Unrealized gain (loss)

Other

Expenses: o
Payroll $ 226,671
Floor brokerage 337,550
Commissions 4,670
Rent 65,568.
Floor facility fees 32,594
Telecommunications 36,519
Error expense 96,668
Accounting and legal 9,260
Payroll tax and insurance 28,821
Clearing expenses and fees 32,562
Input data charges 9,164
Registration and filing fees 18,187
Seat lease fee 79,500
Interest expense 983
insurance 3,536
Travel and entertainment 4,410
Miscellaneous 4,676

Supplies

Income Before Income Taxes
Income Taxes (Note 9)

Net Profit

See notes to financial statements and auditor’s report.

— 3343

$ 584,227
479,350
- 2,224
© 8,773
. 7,476
17,812

1,071,196

994.752

76,444
792
75,652




KALIN ASSOCIATES, INC.

STATEMENT OF CHANGES IN STOCKHOLDER’S EQUITY

YEAR ENDED DECEMBER 31, 2002

ADDITIONAL

COMMON PAID-IN RETAINED

STOCK CAPITAL EARNINGS TOTAL
Balance, January 1 $ 17,400 $ 470611 $ (52,387) $ 435624
Net Profit - - 75,652 75,652
Balance, December 31 $ 17.400 $ 470611 $ 23265 $ 511,276

See notes to financiai statements and auditor's report.



KALIN ASSOCIATES, INC.
STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2002

CASH FLOWS FROM OPERATING ACTIVITIES: ' _
Net Income $ 75,652
Adjustments to reconcile net income to net cash :
provided by operating activities:
Depreciation

75,652
Changes in assets and liabilities
. Other Receivables ' $ (65,602)
Prepaid expenses (24,000)
- Employee loan (49,000)
Other assets , (94)
Accounts payable (35,432)
. State and local tax payable 17 .
' {174,111)
(98,459)
CASH FLOWS FROM INVESTING ACTIVITIES i E -
Purchase of mutual funds {45,480)
CASH FLOWS FROM FINANCING ACTIVITIES ,
Borrowing from stockholder __ 105,000
Net decrease in-cash : (38,939)
Cash - January 1 . 254,825
Cash - December 31 - $ 215886:

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Cash paid during the year for:

Interest $ 993
Income taxes $ 775

See notes to financial statements and auditor’s report.



KALIN ASSOCIATES, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2002

NOTE 1 Organization

The company is a broker-dealer specializing in the trades of institutions..

NOTE 2 Summary of Significant Accounting Policies

This summary of significant accounting policies of the company is presented to.
assist in understanding the financial statements. The financial statements and .
notes are representations of management, which is responsible for thelr lntegnty
and objectivity.

a. Property and Equipment

The cost of property and equiprnent is depreciated over the estimated .-
- useful lives of the related assets.

b. Financial Instruments ;

* Financial instruments of the company consist primarily of short tern:
assets and payables. Their carrying amounts approximate fair values -
because of the short maturity of these instruments.

c. Statement of Cash Flows

For the purposes of the statement of cash flows, the company considers
all highly iiquid debt instruments purchased with a maturity of six: month
or less to be cash equivalents.

NOTE 3 Use of Estimates

The company uses estimates and assumptions in preparing financial statements
in accordance with generally accepted accounting principles. Those estimates™
and assumptions affect the reported amounts of assets and liabilities, the
disclosure of contingent assets and liabilities, and reported revenues and ,
expenses. Actual results could vary from: the estimates that were assumed in
preparing the financial statements. :

NOTE 4 Investments

At December 31, 2002 the Company owned 12,000 shares of a equity mutual
fund with a cost of $ 74,146.



- KALIN ASSOCIATES, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2002

NOTE 5 Deposits With Clearing Organization

Customers accounts are introduced and cleared on a fully disclosed basis
through Pershing and Company ("Pershing"). .

A deposit is held by Pershing to indemnify the carrying broker against the failure
of the company’s customers to perform their obligations with respect’ to thenr
accounts. The deposit consnsts of cash.

NOTE 6 Other Assets

Other assets primarily consists of receivables from Adler Coleman, the:-
Company’s previous clearing broker, who went into bankruptcy in 1995. In 1997
at the demand of the bankruptcy trustee, an additional $ 104,511 deposit was
made to Adler Coleman, to replace monies erroneously returned to the . ‘
organization in prior'years. A reserve of $ 50,000 was taken in 1997 agamst the
new deposit.

At December 31, 2002 the receivables from Adler Coleman have been: stated at
what is reasonably expected to recovered. X

Other assets also inCludee.$ 3,300 for the,purchase of NASD stuck.
NOTE 7 Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform-
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. in addition the ability to withdraw equity
capital or pay cash dividends is also dependent upon meeting predefmed levels
of net capital adequacy.

At December 31, 2002 the Company had net capital and net capital reqmrements

of $:335,319 and $ 8,115 respectively. The Company'’s ratio of aggregate
mdebtedness to net capltat was .362 to 1.

NOTE 8 Capital Stock

At December 31, 2002 there were 200 nc par value shares authorlzed 10
shares issued and outstandmg



- KALIN ASSOCIATES, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2002

NOTE 9 Income Taxes

The Company has elected to be treated as a subchapter S corporation for tax

-~ purposes. As suchthere are no federal taxes due. The current provision for
income tax consists of an over accrual of 2000 corporate income taxes owed to
New York State and New York Clty :

NOTE 10 Office Space Rental | W

The company occuples space under a five year lease, expiring November 30,
2004. Required rent is $ 73,038 per year, with rent escalations.

The company obtains an abatement against payments each year from New York
City under the Commercial Revitalization Program. In 2002, $ 5,975 was
returned. ‘

NOTE 11 Related Party Transacfiens
. Office facilities are shared with other companies owned by the shareholder. in -
2002, $ 8,750 was received as reimbursement of rent and telecommumcatlons

expense.

Payments of $ 48,000 were made to the stOekhoIder as lease rental for a New
York Stock Exchange ("NYSE") membership seat. ‘

NOfE 12 Concentration of Risk -

At December 31, 2002 Kalln had no srgnmcanf concentrations of credit rlsk or
- customer nsk

NOTE 13 Seat Lease Fees

The company is currently paying $ 51,750 monthly in NYSE seat lease fees. Of
this amount $ 24,000 is paid to the stockholder as described in Note 12 These
leases will expire in May 2003 and October 2003. ;

NOTE 14 Enforcement Proceedings

The Company is currently negotiating with the New York Stock Exchange
Enforcement Division concerning violations for the period from 1999 through
2002: The Company intends to vigorously defend its actions, however, a
payment is expected to be made as a result.
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SCHEDULE |
KALIN ASSOCIATES, INC.
DECEMBER 31, 2002

COMPUTATION OF NET CAPITAL

Total ownership equity qualified for net capital - $ 511,276
Less: ,
Employee loan $ 49,000
Prepaid asset 24,000
Security deposits 11,049
- Other assets ' 82,617 r o
‘ : 166.666
Net capital before haircuts . 344,610
Haircuts : 9.291

NET CAPITAL - 3 19

COMPUTATION OF NET CAP!TAL REQUIREMENT

Minimum net capital requirement (6 2/3%of aggregate indebtedness) 3 - 8,115

Minimum dollar net capital requirement $ 5000
Net capital requirement (greater of above) 3 8.115

COMPUTATION OF AGGREGATE INDEBTEDNESS

Accounts payable $ 15,907
State and local taxes payable . - 811
Due to stockholder ‘ 105,000

3 121,718

10



SCHEDULE |l
KALIN ASSOCIATES, INC.
DECEMBER 31, 2002

COMPUTATION FOR DETERMINATION OF THE
RESERVE REQUIREMENTS OF RULE 15C3-3 AND INFORMATION
RELATING TO THE POSSESSION OR CONTROL REQUIREMENTS OF
RULE 15C3-3

The company is an introducing broker-dealer who clears all transactions with and for -
customers on a fully disclosed basis with a clearing broker or dealer, and who promptly
transmits all customer funds and securities to the clearing broker or dealer which carries
all of the accounts of such customers and maintains and preserves such books and
records pertaining thereto pursuant to the requirements of Rules 17a-3 and 17a-4, as
are customanly made and kept by a clearing broker or dealer. g

The company, therefore, meets the requirements of paragraph (k)(2)(ii) of Rule 15¢3-3
and is exemnpt from the computatlon of cash reserve requirements for brokers and
dealers. g

RECONCILIATION OF THE COMPUTATION OF NET CAPITAL
WITH THE COMPUTATIONS INCLUDED IN PART IIA
OF FORM X-17A-5 OF THE SAME DATE

Net capital per FOCUS report - $ 329,270
Adjustment of income taxes S 6,049

Net capital per audit report - $ 385319

11



