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INDEPENDENT AUDITORS' REPORT

Board of Directors
Penvest Securities Inc.

We have audited the accompanying balance sheet of Penvest Securities Inc. as of December 31, 2002 and
the related statements of operations and comprehensive 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. 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 balance sheets 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
balance sheet 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 Penvest Securities Inc. at December 31, 2002 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 made for the purpose of forming an opinion on the basic financial statements taken as a whole.
The information included in the accompanying computation of net capital and aggregate indebtedness schedule
is presented for purposes of additional analysis and is not a required part of the basic financial statements, but is
supplementary information required by the Securities and Exchange Commission. Such information has been
subjected to the auditing procedures applied in the audits of the basic financial statements and, in our opinion, is
fairly stated in all materiai respects in relation to the basic financial statements taken as a whole.

%/&moﬂ%u/’

February 21, 2003
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PENVEST SECURITIES INC.
Pewaukee, Wisconsin

Balance Sheet
December 31, 2002

ASSETS

Current Assets:
Cash and equivalents $
Accounts receivable
Investments
Total current assets

Property and Equipment:

Furniture and equipment

Leasehold improvements
Total

‘Accumulated depreciation
Net book value

Total assets $

LIABILITIES AND STOCKHOLDER'S EQUITY

Current Liabilities:
Accounts payable:
Trade . $
Officer
Total current liabilities

Stockholder's Equity:
Common stock

Additional paid in capital

Unrealized loss on investments

Retained earnings (deficit)
Total stockholder's equity

Total liabilities and stockholder's equity $

The accompanying notes to financial statements
are an integral part of these statements.
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155
277
13,300

13,732

13,836
17,500

31,336
25,260

6,076

19,808

596
151
747

25,000
1,000
(3,000)
(3,939)

19,061

19,808




PENVEST SECURITIES INC.
Pewaukee, Wisconsin

Statement of Operations and Comprehensive Income
For the Year.Ended December 31, 2002

Income:
Commissions earned $ 38,361

Expenses:
Commissions - Stockholder 31,847
Secretarial services 2,600
Fringe benefits 3,639
Licensing and fees 1,159
Auto lease 4,009
Office rent ) 3,450
Utilities 880
Telephone 581
Office supplies and postage 1,054
Insurance 1,033
Professional services 4,883
Maintenance and repairs 1,139
Travel and entertainment 1,806
Auto expenses - Other : 491
Depreciation - 808

Total expenses 59,379
Loss from operations (21,018)

Other Expense:

Interest expense (531)
Net loss (21,549)
Unrealized loss on investments | (3,000)

Comprehensive Iqss $ (24,549)

The accompanying notes to financial statements
are an integral part of these statements.
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PENVEST SECURITIES INC. .
Pewaukee, Wisconsin

Statement of Changes in Stockholder's Equity
For the Year Ended December 31, 2002

Additional Unrealized Retained Total
Common Paid In Loss on Earnings Stockholder's
Stock Capital Investments (Deficit) Equity

Balance, January 1, 2002 $ 25000 $ - § - $ 17610 § 42,610
Additional contributions to capital - 1,000 - - 1,000
Unrealized loss on investments - - (3,000) - (3,000)
Net loss - - --- (21,549) (21,549)
Balance, December 31, 2002 $ 25000 § 1,000 § (30000 $ (3,939) § 19,061

The accompanying notes to financial statements
are an integral part of these statements.
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PENVEST SECURITIES INC.
Pewaukee, Wisconsin

Statement of Cash Flows
For the Year Ended December 31, 2002

Cash Flows from Operating Activities:
Net loss $
Depreciation

Adjustments to reconcile net loss to net cash
provided (used) by operating activities:

Changes in assets and liabilities:
Accounts receivable
Accounts payable
Net cash for operating activities

Cash Flows from Investing Activities:
Additional paid-in capital

Decrease in cash and equivalents
Cash and equivalents, Beginning of year
Cash and equivalents, End of year $

Interest paid $

The accompanying notes to financial statements
are an integral part of these statements.
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(21,549)
2,034

12,523
(28)

(7,020)

1,000

(6,020)

6,175
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PENVEST SECURITIES INC.
Pewaukee, Wisconsin

Notes to Financial Statements
December 31, 2002

1. Summary of Significant Accounting Policies

Business Activity

The Company was incorporated in the state of Wisconsin on October 18, 1988. The Company is registe;r_ed
with the Securities and Exchange Commission, the National Association of Securities Dealers, and Securities
Investor Protection Corporation. The Company's principal business activity is the sale of securities.

Cash and Equivalents

Cash and equivalents consist of the Company’s checking account.

Reserves and Custody of Securities

The Company did not hold securities for sale, nor does it hold customer securities at December 31, 2002.
Because the Company does not handle customers’ securities, Rule 15(c)3-3, in regard to computation for
determination of reserve requirements and information relating to the possession or control requirements, does
not apply.

Securities Available for Sale (Investments)

Securities held as securities available for sale are stated at market value, except for the stock warrants, which
are at cost because the market value is not readily available. Adjustments to market value are recorded as a

separate component of equity. Realized gain and losses upon disposition are determined using the specific
identification method.

NASDAQ Inc. stock

(cost of $13,000) $ 10,000
NASDAQ Inc. warrants 3,300
Total $ 13,300

Commission income

Commissions are normally recognized as income when received because they are generally considered
Section 12(b)(1) fees and aren’t earned until received.

Property and Equipment
Property and equipment are recorded at cost and are depreciated over their useful lives.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect certain reported amounts and disclosures.
Accordingly, actual results could differ from those estimates.

Concentration

Substantially all of the Company’s commission income is received from one investment company.




PENVEST SECURITIES INC.
Pewaukee, Wisconsin

Notes to Financial Statements
December 31, 2002
(Continued)

2. Net Capital Requirements

As a registered broker/dealer and member of the National Association of Securities Dealers, Inc., the
Company is subject to the Uniform Net Capital Rule, which required the maintenance of minimum net capital and
requires that the ratio of aggregated indebtedness to net capital, both as defined, shall not exceed 15to 1. At

December 31, 2002, the Company’s net capital and required net capital were $7,908 and $5,000, respectively.
The ratio of aggregate indebtedness to net capital was 9.4%.

3. Common Stock

Common stock consists of the following:

Authorized Outstanding

$1 Par - Voting 28,000 26,698
$1 Par - Nonvoting 28,000 —

4. Filing Requirements

There were no liabilities subordinated to claims of creditors during the year ended December 31, 2002.
Accordingly, a statement of changes in liabilities subordinated to claims of creditors is not included in the financial
statements as required by rule 17a-5 of the Securities and Exchange Commission.

5. Income Taxes

The Company has federal and state net operating loss carryovers of approximately $23,000, which are
scheduled to expire in various years through 2017.

Due to the uncertainty of the realization of future tax benefit, the Company has not recorded a deferred tax
asset for the value of the net operating losses.

6. Related Party Activity

During the year, the Company paid $2,600 to Penvest Administrative Services Inc. (an affiliated company) for
secretarial services.

:
:
5
i
i




PENVEST SECURITIES INC.
Pewaukee, Wisconsin

Computation of Net Capital and Aggregate Indebtedness
For the Year Ended December 31, 2002

Net Capital Computation:

Stockholder's equity at year end $ 19,061
Less: ’
Haircuts on securities ‘ ~ (4,800)
Accounts receivable (277)
Property and equipment (6,076)
Net capital $ 7,908

Computation of Basic Net Capital Requirement:
Minimum net capital required (6 2/3% of

aggregate indebtedness) $ 50
Minimum dollar net capital requirement $ 5,000
Net capital requirement $ 5,000

Computation of Aggregate Indebtedness:

Total liabilities $ 747
Aggregate indebtedness $ 747
Percentage of Aggregate Indebtedness to Net Capital $ 9.4

Reconciliation with Company’s Computation (included
in Part IlA of Form X-17A-5 as of December 31):

Net capital, as reported in Company’s Part 1A
(unaudited) FOCUS report $ 7,907

Rounding differences 1
$ 7,908

See Independent Auditors’ Report.
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL

To the Board of Directors,
Penvest Securities Inc.

In planning and performing our audit of the financial statements of Penvest Securities Inc. for the year ended
December 31, 2002, we considered its internal control structure, 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 structure.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission, we have made a study
of the practices and procedures (including tests of compliance with such practices and procedures) followed by
Penvest Securities Inc. that we considered relevant to the objectives stated in Rule 17a-5(g)(1), in making the
periodic computations of aggregate indebtedness and net capital under Rule 17a-3(11). We did 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 Sec. 8 of Regulation T of the Board of Governors of the
Federal Reserve. System, because the Company does not carry security accounts for customers or perform
custodial functions relating to customer securities.

The management of the Company is responsible for establishing and maintaining an internal controi structure
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 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 financiai 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 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
effectiveness of their design and operation may deteriorate.

11
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Our 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, 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 Commission to be adequate for its purpose in accordance with the
Securities Exchange Act of 1934 and related reguiations, 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 Commission’s objectives.

This report is intended solely for the use of management, the Securities and Exchange Commission, the
National Association of Securities Dealers, Inc. and other regulatory agencies which rely on Rule 17a-5(g) under
the Securities Exchange Act of 1934, and should not be used for any other purposes.

%};ﬁ,ﬂw%au

February 21, 2003
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