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OATH OR AFFIRMATION
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Grant Thornton &

Accountants and Business Advisors

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Stockholders of
E.H. Smith Jacobs & Co., Inc.

We have audited the accompanying statement of financial condition of E.H. Smith Jacobs & Co., Inc. (the
“Company”) as of September 30, 2003 and the related statements of operations, changes in stockholders’
equity, and cash flows for the year then ended that you are filing pursuant to rule 17a-5 under the Securities
Exchange Act of 1934. These financial statements atre the responsibility of the Company’s management.
Our responsibility is to express an opinion on these financial statements 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 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 faitly, in all material respects, the financial
position of E.H. Smith Jacobs & Co., Inc. as of September 30, 2003, and the results of its operations and its
cash flows for the year then ended in conformity with accounting principles generally accepted in the United
States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a
whole. The information contained on page 13 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 our audit of the basic financial statements and, in our opinion, is fairly stated in all material
respects in relation to the basic financial statements taken as a whole.

CR oA TS LY

New York, New York
November 19, 2003

60 Broad Street

New York, NY 10004
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Grant Thornton LLP
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E.H. Smith Jacobs & Co., Inc.

STATEMENT OF FINANCIAL CONDITION

September 30, 2003

ASSETS

Cash and cash equivalents

Due from clearing brokers

Securities owned, at market value

Receivable from related companies

Loans receivable from related party

Property and equipment - net of accumulated depreciation of $272,153
Prepaid expenses and other assets

LIABILITIES AND STOCKHOLDERS’ EQUITY
Liabilities
Accounts payable, accrued expenses and other liabilities
Total liabilities
Stockholders’ equity
Common stock, no pat value; 300 shares authorized,
200 shares issued and outstanding

Retained earnings

Total stockholders’ equity

The accompanying notes are an integral part of this statement.

§ 31,744
1,613,100
22,250
253,799
424,726
64,891
134,345

$2.544.855

$___ 48962

— 48962

2,195,097
300,796

2,495,893

$2.544,855



E.H. Smith Jacobs & Co., Inc.
STATEMENT OF OPERATIONS

Year ended September 30, 2003

‘Revenue
Commissions $ 728,214
Net trading gains 997,935
Dividend and interest income 44,298
Other income 136,744
Total revenue ' 1,907,191
Expenses
Employee compensation and benefits 957,029
Execution, floor brokerage, clearance and other fees 684,112
Professional 104,870
Management fees 100,000
Other 391,545
Total expenses 2,237.556
NET LOSS $_(330,365)

The accompanying notes are an integral part of this statement.
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E.H. Smith Jacobs & Co., Inc.
STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY

Year ended September 30, 2003

Total
Common Retained stockholders’
stock earnings equity
Balances at October 1, 2002 $2,195,097 - $631,161 $2,826,258
Net loss - (330,365) (330,365)
Balances at September 30, 2003 $2,195,097 $300,796 $2,495,893

The accompanying notes are an integral part of this statement.
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E.H. Smithjacbbs & Co., Inc.
STATEMENT OF CASH FLOWS

Year ended September 30, 2003

Cash flows from operating activities
Net loss $(330,365)
Adjustments to reconcile net loss to net cash
used in operating activities

Depreciation 35,830
(Increase) decrease in operating assets
Due from clearing brokers 786,781
Securities owned, at market value (7,125)
Receivable from related companies ‘ (253,799)
Loans receivable from related party (150,000)
Prepaid expenses and other assets (14,425)

Increase (decrease) in operating liabilities
Accounts payable, accrued expenses and other

liabilities (135,595)
Securities sold, not yet putchased, at market value (27,510
Net cash used in operating activities (96,208)
NET DECREASE IN CASH AND
CASH EQUIVALENTS (96,208)
Cash and cash equivalents at beginning of year 127,952
Cash and cash equivalents at end of year $.31.744

- Supplemental disclosures of cash flow information:
Cash paid during the year for

Interest $2.437
Income taxes $1,000

The accompanying notes are an integral part of this statement.
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E.H. Smith Jacobs & Co., Inc.
NOTES TO FINANCIAL STATEMENTS

September 30, 2003

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

1.

Nature of Operations

E.H. Smith Jacobs & Co., Inc. (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 is engaged in the execution of stock transactions for its own account
and those of its customers. Customer accounts are carried on a fully disclosed basis and not held by

the Company; therefore, the Company is exempt from SEC Rule 15¢3-3 under paragraph k2(ii).

Cash and Cash Eguivalents

Cash and cash equivalents include cash in bank accounts and deposits in money market accounts
with maturities of three months or less.

Securities Transactions

Securities transactions and related revenues and expenses are recorded on a trade-date basis.
Commission income and expense from customer transactions are recorded on a trade-date basis as
securities transactions occut.

Securities owned are valued at market value. The resulting difference between cost and market (or
fair value) is included in trading revenue on the statement of operations.

Property and Equipnent

The Company records property and equipment at cost. Depreciation is computed over the
estimated useful lives of the assets on a straight-line basis.

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 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.




E.H. Smith Jacobs & Co., Inc.
NOTES TO FINANCIAL STATEMENTS (continued)

September 30, 2003

NOTE A (continued)
6. Income Taxes

The Company accounts for income taxes in accordance with the provisions of 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 income tax
assets and liabilities are computed annually 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 ate established, when necessary, to reduce deferred tax assets
to the amount expected to be realized. Income tax expense is the tax payable or refundable for the
period plus or minus the change during the period in deferred tax assets and liabilities. The
Company has net operating loss (“NOL”) carryforwards of approximately $650,000 which are
available to reduce future taxable income. Such loss carryforwards expire in 2023. The net
operating loss carryforward generated a deferred tax asset of $260,000. The loss in the current year
will increase the NOL and would potentially result in additional deferred tax asset. However, the
Company has determined that a valuation allowance of $219,000 against such deferred asset
generated from the loss for the year ended September 2003 is necessary.

NOTE B - NET CAPITAL REQUIREMENTS

As a registered broker-dealer, the Company is subject to the Securities and Exchange Commission’s
Uniform Net Capital Rule 15¢3-1, which requires that net capital, as defined, shall be the greater of
$100,000 or 6-2/3% of aggregate indebtedness, as defined, of $48,962. Net capital and aggregate
indebtedness change from day to day, but at September 30, 2003, the Company had net capital of
$1,601,418, which exceeded its requirement of $100,000 by $1,501,418.

NOTE C - RELATED PARTY TRANSACTIONS

In the ordinary course of business, the Company has loaned money to a related party. At September 30,
2003 the balance of the loans totaled $424,726, of which $150,000 was loaned during the current fiscal
year. Intetest on these loans accrues at the rate of 6% per annum. Interest receivable on the loans
totaled $32,654 at September 30, 2003 and was included on the statement of financial condition in
“prepaid expenses and other assets.”




E.H. Smith jacobs & Co., Inc.
NOTES TO FINANCIAL STATEMENTS (continued)

September 30, 2003

NOTE C (continued)

The Company pays the compensation for the employees of related companies and is then reimbursed by
the related companies. For the year ended September 30, 2003, the total amount paid by the Company
and reimbursed to the Company was approximately $924,500.

Rent expense for the office space is allocated between the Company and a related company. During the
year, the related company reimbursed the Company $21,000, which was recorded by the Company as a
reduction of the rent expense that is included in “other expenses” on the statement of operations.

The Company is under common ownership or control with other broker-dealers. Various overhead
expenses are shared by these entities. At September 30, 2003, the Company has a receivable balance
from these broker-dealers of approximately $254,000.

During the year, the Company paid management fees of $100,000 to a related company.

NOTE D - LEASE COMMITMENTS

The Company is obligated under a noncancelable operating lease through April 30, 2004 for office space
requiring minimum payments of $35,000.

Rent expense for the year ended September 30, 2003, totaled approximately $45,500.

NOTE E - PENSION AND PROFIT-SHARING PLANS

The Company, together with related companies, participated in a pension plan and a profit-sharing plan
(“the plans”) during the year. The plans cover all employees over the age of 21 having at least one year
of service. As of August 31, 2003 the pension plan was merged into the profit-sharing plan.
Contributions to the plans are based on the wages of eligible employees up to $200,000. The plans are
on a fiscal year, September 1 to August 31. Contributions to the plans are determined each year by the
Board of Directors, up to fifteen percent of eligible compensation.

For the plan year ended August 31, 2003, neither the Company nor the related companies made any
contributions to the plans.
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E.H. Smith Jacobs & Co., Inc.
NOTES TO FINANCIAL STATEMENTS (continued)

September 30, 2003

NOTE F - CONCENTRATION OF CREDIT RISK

The Company is engaged in various trading and brokerage activities whose counterparties primarily
include broker-dealers, and other financial institutions. In the event counterparties do not fulfill their
obligations, the Company may be exposed to risk. The risk of default depends on the creditworthiness
of the counterparty or issuer of the instrument. It is the Company’s policy to review, as necessary, the
credit standing of each counterparty with which it conducts business.

NOTE G - DERIVATIVE FINANCIAL INSTRUMENTS AND
OFF-BALANCE-SHEET RISK

During the year ended September 30, 2003, the Company’s trading activities included equity and index
options, all of which are forms of derivative financial instruments. These detivatives were used for
trading purposes and for managing risk associated with the portfolio of investments. All positions are
reported in the accompanying statement of financial condition at market value, and any change in
market value is reflected in the accompanying statement of operations as gain or loss as it occurs.

Derivative financial instruments derive their value based upon an underlying asset, index or reference
rate. These instruments are subject to various risks similar to nonderivative financial instruments,
including market, credit, liquidity and operational risks. The Company manages these risks associated
with derivatives on an aggregate basis, along with the risks associated with its proprietary trading as part
of its risk management policies.

The Company is also subject to certain inherent risks arising from its trading activities of selling
securities short. Subsequent market fluctuations of securities sold, not yet purchased may require
purchasing the securities at higher prices.

NOTE H - SUBSEQUENT EVENTS

On October 1, 2003, the Company converted $150,000 of its receivable from a related company (see
Note C) into a loan that is subordinated to the claims of the general creditors of the related company.

-11 -
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E.H. Smith Jacobs & Co., Inc.

COMPUTATION OF NET CAPITAL PURSUANT TO RULE
15c3-1 OF THE SECURITIES AND EXCHANGE COMMISSION

September 30, 2003

Stockholders’ equity per statement of financial condition

Deductions
Nonallowable assets
Receivable from related company
Loans receivable from related party
Property and equipment
Prepaid expenses and other assets

Net capital before haircuts
Haircuts on securities positions
Net capital
Minimum net capital required
Excess net capital
Ratio of aggregate indebtedness to net capital

Aggregate indebtedness

$2,495,893

253,799
424,726
64,891
_ 134345
877.761
1,618,132
(16.714)
1,601,418

100,000

There are no material differences between the above computation and the Company’s corresponding

unaudited amended Form X-17A-5 filing of September 30, 2003.
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL
CONTROL REQUIRED BY SEC RULE 17a-5

E. H. SMITH JACOBS & CO., INC.

September 30, 2003




Grant Thornton &%

Accountants and Business Advisors

INDEPENDENT AUDITORS’ REPORT ON
INTERNAL CONTROL REQUIRED BY SEC RULE 17a-5

To the Stockholders of
E. H. Smith Jacobs & Co., Inc.

In planning and performing our audit of the financial statements and supplementary information of E. H.
Smith Jacobs & Co., Inc. (the “Company”) for the year ended September 30, 2003, 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 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 followed by the Company, including tests of such practices and
‘procedures that we considered relevant to the objectives stated in rule 17a-5(g) in making the petiodic
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. 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
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 Govetnors of the Federal Reserve System

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
controls, and of the practices and procedures refetred to in the preceding paragraph, and to assess whether
those practices and procedures can be expected to achieve the SEC’s above-mentoned objectives. Two of
the objectives of internal control and the practices and procedures ate 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
accordance 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.
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New York, NY 10004

T 212.422.1000
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Grant Thornton LLP
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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 is
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 matetial 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 petrforming 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 our study, we believe that the Company’s practices and procedures were adequate
at September 30, 2003, to meet the SEC’s objectives.

This report is intended solely for the information and use of the stockholders, 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.

(R Thaates LS?

New Yortk, New York
November 19, 2003
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