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NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT

FRANK MICHELIN

800-364-7677
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B. ACCOUNTANT IDENTIFICATION
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OATH OR AFFIRMATION

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

~ LH ROSS & COMPANY, INC. as
of SEPTEMBER 30, 2003 , 20 , 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:

) =)

Signature
PARTNER
. Title
- oA R '
otay Public SR, Rebeca Santamaria

~e =~ Commission #£DD241163
_‘,}\ % +2 Expires: Aug 13, 2007
L TTP noes\\‘ Bonded Thru

“IGON Atlantic Bonding Co.. Inc.

This report ** contains (check all applicable boxes):

d (a) Facing Page.

[ (b) Statement of Financial Condition.

A (¢) Statement of Income (Loss).

B (d) Statement of Changes in Financial Condition.

§ (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

O (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 (1) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

& (j) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

X (1) An Oath or Affirmation.

[0 (m) A copy of the SIPC Supplemental Report.

O () Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

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

Board of Directors
LH Ross & Company, Inc.
Boca Raton, Florida

We have audited the accompanying statement of financial condition of LH Ross & Company, Inc. as
of September 30, 2003 and the related statements of income, 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 are the responsibility of the -Company's
management. Our responsibility is to express an opinion on these financial statements based on our
audit. T

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 fairly, in all material respects, the
financial position of LH Ross & Company, Inc. at 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 in Schedules I, II, III, and TV 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 the 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.

%W WF%‘

November 6, 2003



LH ROSS & COMPANY, INC.
STATEMENT OF FINANCIAL CONDITION

SEPTEMBER 30, 2003

Assets

Cash $ 129,239

Receivable from clearing organization 1,030,606

Securities owned, at market value 1,073,848

Due from parent company 4,285,621

Less allowance for doubtful account (4,285,621)

Other assets : 74,338
Total assets ' $ 2,308,031

Liabilities and Stockholders' Equity

Liabilities
Accounts payable and accrued liabilities $ 727,525
Securities sold not yet purchased, at market value . 103,658
Total liabilities ' 831,183

Stockholders' equity
Preferred stock - par value $1.00; 250,000
shares authorized; 228,453 issued :
and outstanding 4 228,453
Convertible preferred stock (10%) - par value
$1.00; 500,000 shares authorized; 168,802
issued and outstanding 1,569,893
Convertible preferred stock (8%) - par value ,
$1.00; 500,000 shares authorized; 137,875
issued and outstanding ' 1,485,700
Convertible preferred stock (6%) - par value ’
$1.00: 500,000 shares authorized; 286,430

issued and outstanding 4,009,722
Common stock - no par value; 200 shares
authorized, issued and outstanding 131,200
Accumulated deficit ' (5,948,120)
Total shareholders' equity 1,476,848
Total liabilities and shareholders' equity $ 2,308,031

The accompanying notes are an integral part of this statement.
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YEAR ENDED SEPTEMBER 30, 2003

Revenues
Net investment gain
Comumissions
Interest and dividends
Other

Expenses
Compensation and benefits
Regulatory fees and expenses
Communications

Exchange and clearance fees |

Interest expense
Other expenses

Net loss

LH ROSS & COMPANY, INC.

STATEMENT OF INCOME

4,893,713 .
1,405,600
40,860
5,026

6,345,199

3,800,684
203,056
54,734
69,754
19,427
5,443,483

9,591,138

(3,245,939)

The accofnpanying notes are an integral part of this statement.
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L H ROSS & COMPANY, INC.

STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY

YEAR ENDED SEPTEMBER 30, 2003

Beginning Issuance Net Ending
Balance Of Stock Loss Balance
Preferred stock $ 228,453 - $ - $ 228,453
Convertible preferred
stock (10%) 1,569,893 - - 1,569,893
Convertible preferred
stock (8%) 1,161,200 324,500 - 1,485,700
Convertible preferred :
stock (6%) - 4,009,722 - 4,009,722
Common stock - 131,200 - - 131,200
Accumulated deficit (2,702,181) - (3,245,939) (5,948,120)
Total $ 388,565 § 4,334,222 $ (3,245,939) $ 1,476,848

The accompanying notes are an integral part of this statement.

4



LH ROSS & COMPANY INC
STATEMENT OF CASH FLOW

YEAR ENDED SEPTEMBER 30, 2003

Cash flows from operating activities
Net loss $

(3,245,939)

Adjustments to reconcile net loss to net cash used by

operating activities

Bad debt expense

(Increase) decrease in assets
Receivable from clearing organization
Securities owned, at market value
Receivable, other
Other assets

Increase (decrease) in liabilities
Accounts payable and accrued liabilities
Increase in securities sold not yet purchased

1,108,317

(756,508)

(216,294)
1,381

(69,271)

218,149
103,658

Total adjustments

389,432

Net cash provided by used in operating activities

(2,856,507)

Cash flow from investing activities
Advance to parent company, net

(1,108,317)

Cash flows from financing activities
Proceeds from issuance of preferred stock
Net repayments under line of credit
Principal payments on note payable, unsecured

4,334,222
(34,780)
(217,501)

Net cash provided by financing activities

4,081,941

Net increase in cash and cash equivalents
Cash at beginning of year

117,117
12,122

Cash at end of year $

129,239

Supplemental Information
Interest paid $

19,427

The accompanying notes are an integral part of this statement.
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LH ROSS & COMPANY, INC.
NOTES TO FINANCIAL STATEMENTS

YEAR ENDED SEPTEMBER 30, 2003

ORGANIZATION AND NATURE OF BUSINESS

Organization and Operations - LH Ross & Company, Inc. (the "Company"), incorporated in New York
on November 4, 1994, is a wholly owned subsidiary of LH Ross Holding Corp. (“Parent”). The
Company is registered with the Securities and Exchange Commission (SEC), is a member of the
National Association of Securities Dealers (NASD) and operates six branches in Florida and six
branches in New York. The Company’s primary source of revenue is derived from trading profits.

The Company utilizes a clearing organization for the processing of customer orders. The clearing
agreement had a term of two years thru August 2003 and was automatically renewed for a term of one
year thru August 2004.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Revenue Recognition - Customer securities transactions are recorded on a settlement date basis with

related commission income and expenses recorded on a trade date basis. Securities transactions of the
Company are recorded on a trade date basis.

Marketable Securities - Marketable securities are valued at market value and securities not readily
marketable are valued at fair value as determined by management. The resulting difference between
cost and market or fair value is included in income.

Use of Estimates - 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.

Income Taxes - The Company files a consolidated income tax return with its Parent. The Company and
its Parent have provided for their income tax expense or benefit on a separate entity basis. Therefore,
any income tax related balances are included as loans due from the Parent company. The Company
has no significant temporary or permanent taxable and deductible differences, except for the bad debt
expense resulting from the Parent receivable that is eliminated in consolidation for income tax purposes

(Note 4).

Cash and Cash Equivalents - The Company considers all short term debt securities purchased with a
maturity date of three months or less to be cash equivalents.




LH ROSS & COMPANY, INC.
NOTES TO FINANCIAL STATEMENTS

YEAR ENDED SEPTEMBER 30, 2003

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Financial Instruments — Concentration of Credit Risk and Fair Value - Financial instruments that
potentially subject the Company to concentration of credit risk consist primarily of marketable
securities that are maintained at brokerage houses. As of September 30, 2003, such investments did
not exceed the insured limits. Said financial instruments are reported at market or fair values, or at
carrying amounts that approximate fair values.

At September 30, 2003, the Company had $120,648 cash deposits in a financial institution which
was in excess of the federal insured limit of $100,000.

SECURITIES OWNED AND SOLD, NOT YET PURCHASED

Marketable securities owned and sold, not yet purchased, consist of corporate stocks at market
values.

RELATED PARTY TRANSACTIONS

In May 1996, the Company entered into a management agreement with its Parent to provide office
facilities, services, and personnel necessary to operate a full service securities brokerage firm. After
the initial term of three years the agreement provides for automatic one-year renewal options -
payable at the rate of $1,000 per month.

The receivable from the Parent company in the amount of $4,285,621 has been fully reserved thru
an allowance for doubtful account to reflect the net realizable value. The resulting current year bad
debt expense of $1,108,317 is included in other expenses.

COMMITMENTS AND CONTINGENCIES
(a) Convertible preferred shares

During the year, the Company issued 27,042 shares of its $1 par value, 8% convertible preferred
stock for $12 per share and 286,430 shares of its $1 par value, 6% convertible preferred stock for
$14 per share. The preferred shares are convertible into shares of the common stock of the
Company with the closing of a public offering of the Company’s securities on the basis of two
shares of common stock for each share of preferred stock.



LH ROSS & COMPANY, INC.
NOTES TO FINANCIAL STATEMENTS

- YEAR ENDED SEPTEMBER 30, 2003

COMMITMENTS AND CONTINGENCIES (continued)
(b) Litigation

During the year the Company settled various arbitration matters in the amount of $159,000. At year
end, accounts payable and accrued liabilities include claims that remain outstanding in the amount
of $284,525.

The Company is currently involved in various arbitration matters, and the NASD Department of
Enforcement has filed a disciplinary complaint against the Company. Legal counsel cannot form
opinions on these matters since these claims and cases are in the early stages of the legal
proceedings. Management considers their defenses to be strong for each of the claims and intends
to vigorously defend itself in each case. Furthermore, the Company is insured and management
believes that some of these claims may be covered by its liability insurance.

NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule
(SEC 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 exceeds 15 to 1 (and the rule
of the “applicable” exchange also provides that equity capital may not be withdrawn or cash
dividends paid if the resulting net capital ratio would exceed 10 to 1). At September 30, 2003, the
Company had net capital of § 1,173,065 that was $ 1,073,065 in excess of its required net capital of
$100,000. The Company’s net capital ratio was .91to 1.

INCOME TAXES

As of September 30, 2002, the Company has a net loss carryforward approximating $3,700,000 that
will begin to expire over the next twenty years. As a result, there are no income taxes due. The
deferred tax asset of approximately $1,900,000 (federal and state) has been reduced by a 100%
valuation allowance.




SCHEDULE I
LHROSS & COMPANY, INC.

Computation of Net Capital Under Rule 15¢3-1 of the
Securities and Exchange Commission

As of September 30, 2003

Net Capital
Total Stockholders’ Equity ‘ $ 1,476,848
Deductions
Non-allowable assets
‘ Other assets 74,338
Inventory at 15% haircut 150,712
Inventory at 30% haircut 6,588
Undue concentration 72,144
Due from parent company 4,285,621
Allowance for doubtful accounts - - (4.285.621) 303.782
Net Capital ‘ 1,173,066

Minimum net capital pursuant to
rule 15¢3-1 prepared as of

date of net capital computation 100.000
Excess Net Capital $_1.073.066

Aggregate indebtedness - payables _
and accrued expenses $_831,183

Ratio of aggregate indebtedness to
net capital _ ' 71tol

Reconciltation with Company's computation

Net capital: $ 1,173,066
Subsequent cash deposit chargeback 50,000
Correction in accounts payable and accrued expenses 51,840
Correction in haircut . 10,140
Correction in undue concentrations 1.848
Net capital as reported by the Company: - $ _1.286.894




SCHEDULE II

LH ROSS & COMPANY, INC.

Computation for Determination of Reserve Requirements
Under Rule 15¢3-3 of the Securities and Exchange Commission

 As of September 30, 2003

Not Applicable

SCHEDULE III

LH ROSS & COMPANY, INC.

Information Relating to Possession or Control Requirements Under
Rule 15¢3-3 of the Securities and Exchange Commission

As of September 30, 2003
Not Applicable

SCHEDULE IV
LH ROSS & COMPANY. INC.

Schedule of Segregation Requirements and Funds in Segregation for Customers' Regulated
Commodity Futures and Options Accounts '

As of September 30, 2003

Not Applicable
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Independent -Auditor's Report on Internal Control Structure Required by SEC Rule 17a-5

Board of Directors
LH Ross & Company, Inc.

In planning and performing our audit of the financial statements and supplemental schedules of LH Ross
& Company, 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 the internal control.

Also, as required by rule 17a-5(g)(1) of the Securities 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 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. 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

2. 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

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 judgements by management are required to assess the expected benefits and related costs of internal
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 an 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 preparation of financial
statements in accordance with generally accepted accounting principles. Rule 17a-5(g) lists additional
objectives of the practices and procedures listed in the preceding paragraph.
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Because of inherent limitations in internal control or the practices and procedures referred to above,
errors 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 the internal control would not necessarily disclose all matters in the 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 Ievel the risk that errors 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 the 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 on 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 Board of Directors, management, the
SEC, 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.

Frsomars Brsspuns + B

November 6, 2003
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