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INDEPENDENT AUDITOR'S REPORT

To the Directors of
Professional Funds Distributor, LLC
King of Prussia, Pennsylvania

We have audited the accompanying statements of financial condition of Professional Funds Distributor, LLC (the
Company) as of December 31, 2003 and 2002, and the related statements of operations and member’s equity, and
cash flows for the years 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 audits.

We conducted our audits in accordance with U. S. generally accepted auditing standards. 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 audits provide 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 Professional Funds Distributor, LLC as of December 31, 2003 and 2002, and the results of its
operations and its cash flows for the years then ended in conformity with U. S. generally accepted accounting
principles.

Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken as a whole.
The information contained on pages 7 to 10 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.

:(:'awﬂ, Carr 2 ﬁZMMN, LLr

SIANA CARR & O'CONNOR, LLP

February 14, 2004

.- N AN M T L o L 1A MmMENS AN T et e o~ om~ e e L e



PROFESSIONAL FUNDS DISTRIBUTOR, LLC
Statements of Financial Condition

December 31, 2003 and 2002

Assets 2003 2002
Cash and cash equivalents $104,542 $32,441
Accounts receivable 11,054 5,059
Deposits 4,382 1,899
Property and equipment, net 1,678 1,911
Total assets $121,656 $41,310
Liabilities and member’s equity
Liabilities:

Accrued expenses $ 7,962 $ 4,623

Payables to non-customers 58,511 -0-
Total liabilities 66,473 4,623
Member’s equity 55,183 36,687
Total liabilities and member’s equity $121,656 $41,310

(The accompanying notes are an integral part of these financial statements.)
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PROFESSIONAL FUNDS DISTRIBUTOR, LLC
Statements of Operations and Member’s Equity

For the Years Ended December 31, 2003 and 2002

2003 2002
Revenues:
Consulting income $ 25,000 $ 25,000
Interest income 496 571
Miscellaneous income -0- 71
Total revenues 25,496 25,642
Expenses:
Advertising 14,780 -0-
Consulting 27,750 24,000
Depreciation 483 294
Donations 3,000 -0-
Insurance 12 791
Licenses and permits 18,089 28,440
Office supplies & expense 2,825 -0-
Postage and delivery 981 175
Professional fees 5,765 8,545
Rent 3,000 -0-
Expense reimbursements from customer (49,685) (38,245)
Total expenses 27,000 24,000
Net income (loss) (1,504) 1,642
Member’s equity - beginning of year 36,687 35,045
Member contributions 40,000 -0-
Member distributions (20,000) -0-
Member’s equity - end of year $ 55,183 $ 36,687

(The accompanying notes are an integral part of these financial statements.)

-3-



PROFESSIONAL FUNDS DISTRIBUTOR, LLC

Statements of Cash Flows

For the Years Ended December 31, 2003 and 200

2003 2002
Cash flows from operating activities:
Net income (loss) $ (1,504 $ 1,642
Adjustments to reconcile net income (loss) to
net cash provided (used) by operating activities:
Depreciation 483 294
Increase in accounts receivable (5,995) (1,071)
Increase in deposits (2,483) (299)
Increase (decrease) in accrued expenses 3,339 (877)
Increase in payables to non-customers 58,511 -0-
Net cash provided (used) by operating activities 52,351 (311)
Cash flows from investing activities:

Purchase of property and equipment (250) (2,205)
Net cash used by investing activities (250) (2,205)
Cash flows from financing activities:

Member contributions 40,000 -0-

Member distributions (20,000) -0-
Net cash provided by financing activities 20,000 -0-
Net increase (decrease) in cash and cash equivalents 72,101 (2,516)
Cash and cash equivalents - beginning of year 32,441 34,957
Cash and cash equivalents - end of year $104,542 $ 32,441

(The accompanying notes are an integral part of these financial statements.)

-4-



PROFESSIONAL FUNDS DISTRIBUTOR, LLC
Notes to Financial Statements
December 31, 2003 and 2002

@)

@

3)

ORGANIZATION AND BACKGROUND

Professional Funds Distributor, LLC (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. The
Company is a single member Delaware limited liability company.

SIGNIFICANT ACCOUNTING POLICIES
Cash flow information

For purposes of cash flows, cash and cash equivalents include cash deposited in banks and cash invested in
money market mutual funds.

Accounts receivable

The Company carries its accounts receivable at cost and establishes an allowance for doubtful accounts based
on a history of past write-offs and collections. A receivable is considered past due if payments have not been
received by the Company for 90 days. Accounts are written off as uncollectible if no payments are received
after 90 days. At December 31, 2003 and 2002, the Company considered accounts receivable to be fully
collectible; accordingly, no allowance for doubtful accounts is required.

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 period. Actual results could differ from those estimates.

Income taxes

The Company is not a taxpaying entity for federal or state income tax purposes, and thus no income tax
expense has been recorded in the statements. Income of the Company is taxed to the member on his
individual tax return.

MAJOR CUSTOMER

During 2003, the Company entered an agreement with its sole customer to serve as a distributor and principal
underwriter to several families of mutual funds. Under this agreement, the Company is to be reimbursed for
all registration fees and other out-of-pocket expenses. Prior to finalizing the distributor agreement,
the Company operated under a temporary letter of agreement with this customer. Reimbursements from this
customer totaled $49,685 and $38,245 for the years ended December 31, 2003 and 2002, respectively.



PROFESSIONAL FUNDS DISTRIBUTOR, LLC
Notes to Financial Statements -
December 31, 2003 and 2002
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NET CAPITAL REQUIREMENTS

The Company is subject to the SEC Uniform Net Capital Rule (Rule 15¢3-1), which requires the maintenance
of a minimum net.capital and a ratio of aggregate indebtedness to net capital, not exceeding 15to 1. At
December 31, 2003, the Company had net capital, as defined, of $38,069, which was $33,069 in excess of
its minimum required net capital of $5,000. The Company’s ratio of aggregate indebtedness to net capital
was 1.75 to 1 as of December 31, 2003.

The Company has complied with the exemptive provisions of SEC Rule 15¢3-3(k)(1), limiting business to
the distribution of mutual funds and/or variable life insurance or annuities. The Company does not hold
customer funds or safekeep customer securities. Therefore, Schedules II and III on pages 8 and 9 are not
applicable.

RELATED PARTY TRANSACTIONS

The Company has a one year servicing agreement, which renews annually, with a related party under which
it receives office space and professional services. Servicing fees paid under this agreement totaled $24,000
for the years ended December 31, 2003 and 2002 and have been included in consulting expense. Amounts
due to this related party in the amount of $2,000 and $-0- have been included in accrued expenses as of
December 31, 2003 and 2002, respectively.

CONCENTRATION OF CREDIT RISK

The Company maintains its cash balances at one financial institution and the balances are insured by the
Federal Deposit Insurance Corporation up to $100,000. At December 31, 2003, the Company’s uninsured
cash balances totaled $482,508.

LEASE COMMITMENTS

The Company leases their office space under a license agreement with its sole customer. This agreement
expires in March 2004. Rent expense incurred in connection with this lease was $3,000 and $-0- for the
years ended December 31, 2003 and 2002, respectively. The Company was reimburesed for rent expense
in accordance with the distributor agreement (see Note 3).
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PROFESSIONAL FUNDS DISTRIBUTOR, LLC
Computation of Net Capital Under Rule 15¢3-1
of the Securities and Exchange Commission
December 31, 2003

Schedule 1

Net capital:
Total member’s equity $55,183
Less - ownership equity not allowable for net capital -0-
Total member’s equity qualified for net capital 55,183
Less - total non-allowable assets 17,114
Net capital $38,069
Aggregate indebtedness $66,473
Total aggregate indebtedness $66,473
Computation of basic net capital requirement:
Net capital requirement $ 5,000
Net capital 38,069
Excess of net capital $33,069
Excess of net capital at 1000% $31,422
Ratio of aggregate indebtedness to net capital 1.75t0 1
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Schedule 11
PROFESSIONAL FUNDS DISTRIBUTOR, LLC
Computation for Determination of Reserve Requirement
Under Rule 15¢3-3 of the Securities and Exchange Commission
December 31, 2003

Not Applicable: The Company has complied with
the exemptive provisions of Rule 15¢3-3 under
subparagraph (k)(1). The Company’s business

is limited to the distribution of mutual funds and/or
variable life insurance or annuities. The Company does
not hold customer funds or safekeep customer securities.



Schedule I1I
PROFESSIONAL FUNDS DISTRIBUTOR, LLC
Information Relating to Possession or Control Requirement
Under Rule 15¢3-3 of the Securities and Exchange Commission
December 31, 2003

Not Applicable: The Company has complied with
the exemptive provisions of Rule 15¢3-3 under
subparagraph (k)(1). The Company’s business

is limited to the distribution of mutual funds and/or
variable life insurance or annuities. The Company does
not hold customer funds or safekeep customer securities.
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PROFESSIONAL FUNDS DISTRIBUTOR, LLC
Notes to Supplemental Schedules
December 31, 2003

Reconciliation of the audited computation of Net Capital (Schedule I) and the computation of Net
Capital included in the Company's unaudited December 31, 2003 Focus Part IIA filing.

Net capital per unaudited December 31, 2003

Focus Part IIA filing $39,281
Audit adjustment to non-allowable assets (1,212)
Net capital $38,069

-10 -
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INDEPENDENT AUDITOR'S REPORT

To the Directors of
Professional Funds Distributor, LLC
King of Prussia, Pennsylvania

In planning and performing our audit of the financial statements and supplemental schedules of
Professional Funds Distributor, LLC (the Company) for the year ended December 31, 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 periodic
computations of aggregate indebtedness (or aggregate debits) 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 the
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 that responsibility,
estimates and judgments by management are required to assess the expected benefits and related costs
of controls and 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 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 the 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.



Siana Carr & O’CONNOR, i

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 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 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 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 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 December 31, 2003, to meet the SEC’s objectives.

This report is intended solely for the information and use of management, the SEC, the NASD
Regulation, 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.

Loa e o Dlsvanrt) LLP

SIANA CARR & O’CONNOR, LLP

February 14, 2004



