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Independent Auditor’s Report

Board of Directors
Newby & Company
Gaithersburg, Maryland

We have audited the accompanying Statements of Financial Condition of Newby & Company (an S
Corporation) as of December 31, 2003 and 2002, and the related Statements of Operations, Stockholder’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 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 staternent 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 Newby & Company 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 accounting principles generally
accepted in the United States of America.

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 8 and 9 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.

( 2:1 gt ¥ &4«%)’7
Rockville, Maryland

January 13, 2004
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Newby & Company

Statements of Financial Condition

December 31, 2003 2002
Assets
Cash : $ 15,211 § 16,060
Trading account securities, at current value 746,240 563,794
Commissions receivable 22,140 32,039
Prepaid expenses 6,260 10,556
Property and equipment (net of accumulated depreciation of
$60,331 and $57,957 in 2003 and 2002 35,649 38,023
Deposit with clearing organization 35,000 35,000
Deposits 4,433 4,433
Other 20,100 20.100
Total assets $ 885,033 §  720.005

Liabilities and Stockholder’s Equity

Accounts payable S 9,487 § 12,183
Clearing broker payable 310,141 305,241
Payroll taxes accrued and withheld 456 6,862
Total liabilities 320,084 324,286

Commitments and contingencies - -

Stockholder’s equity
Common stock, no par value, 1,000 shares authorized, 55 shares
issued and outstanding 1,169,350 1,169,350
Accumulated deficit (604,401 (773,631)
Total stockholder’s equity 564,949 395,719
Total liabilities and stockholder’s equitv $ 885,033 $ 720.005

The accompanying Notes to Financial Statements are an integral part of these financial statements.
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Newby & Company

Statements of Operations

Years Ended December 31, 2003 2002
Revenues
Commissions ' $ 421,158 § 611,605
Net realized and unrealized (losses) gains on trading account securities 429,249 (278.289)
Interest and dividends 692 453
Total 851,099 333,769
Expenses
Commissions 31,462 77,818
Clearing costs and exchange fees 115,234 114,924
Employee compensation and benefits 136,934 113,113
Office 39,992 27,466
Occupancy 50,589 59,070
Professional fees 24,037 23,055
Interest 17,318 6,500
Depreciation 2,374 2.374
Total 417,940 424,320
Net income (loss) $ 433,159 §  (90.551)

The accompanying Notes to Financial Statements are an integral part of these financial statements.
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Newby & Company

Statements of Stockholder’s Equity
! ! |

Common Accumulated

Years Ended December 31. 2003 and 2002 Stock Deficit Total
Balance, January 1, 2002 $ 1,119,350 (464,539 § 654,811
Cash contribution 50,000 - 50,000
Net loss - (90,551) (90,551)
Distributions to stockholder - (218.541) (218.541)
Balance, December 31, 2002 1,169,350 (773,631) 395,719
Cash contribution - - -
Net income - 433,159 433,159
Distributions to stockholder - (263,929 (263.929)
Balance, December 31, 2003 $ 1.169.350 (604.401) $ 564,949

The accompanying Notes to Financial Statements are an integral part of these financial statements.
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Newby & Company

Statements of Cash Flows

Years Ended December 31, 2003 2002
Cash flows from operating activities
Net income (loss) S 433,159 §  (90,551)

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

Depreciation 2,374 2,374
(Increase) decrease in assets
Trading account securities (182,446) 150,846
Commissions receivable 9,899 32,050
Prepaid expenses 4,296 (322)
Increase (decrease) in liabilities
Accounts payable (2,696) 8,429
Clearing broker payable 4,900 14,590
Payroll taxes accrued and withheld (6,406) (93.098)
Net cash provided by operating activities 263,080 24318

Cash flows from investing activities - -

Cash flows from financing activities

Stockholder distributions (263,929) (218,541)
Contributions from stockhclder - 50,0600
Net cash used by financing activities (263,929) (168.541)
Net decrease in cash (849) (144,223)
Cash, beginning of vear 16,060 160.283
Cash, end of vear $ 15,211  § 16.060

Supplemental cash flow information
Actual cash payments for:

Interest S 16,841 $ 5.952

The accompanying Notes to Financial Statements are an integral part of these financial statements.
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Newby & Company

Notes to Financial Statements

1. Organization
and significant
accounting
policies

2. Clearing
broker
payable

Organization: Newby & Company was incorporated on January 26, 1990,
pursuant to the laws of the State of Delaware. The Company is a registered
broker-dealer and member firm of the National Association of Securities Dealers
(NASD).

Cash and cash equivalents: The Company may at times maintain cash balances
which may exceed Federally insured limits. The Company does not believe that
this results in any significant credit risk.

For purposes of financial statement presentation, the Company considers all highly
liquid debt instruments with initial maturities of ninety days or less to be cash
equivalents.

Trading account securities: Trading account securities are valued at current
value.

Securities transactions are recorded on a settlement date basis.

Property and equipment: Property and equipment are recorded at original cost
to the Company and are depreciated using accelerated methods over
predetermined lives of five to seven years.

Use of accounting 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. Actual results could differ from
those estimates.

Income taxes: Effective January 1, 1991, the Company elected to be treated as an
S Corporation under the provisions of the Internal Revenue Code. Under those
provisions, the Company does not pay Federal corporate income taxes on its
taxable income. Instead, the stockholder is liable for individual Federal income
taxes from the Company’s taxable income. Consequently, income taxes have not
been recorded in the accompanying financial statements.

The clearing broker payable represents the interest earned on the deposit placed,
commissions earned net of exchange fees and trading account securities not yet
paid for. The Company is charged monthly according to the terms of the clearing
agrecement. The net payable due to the clearing broker was $310,141 and
$305,241 at December 31, 2003 and 2002, respectively.




Newby & Company

Notes to Financial Statements

3. Net capital
requirements

4. Reserve
requirements

5. Related party
transactions

6. Leases

7. Retirement
plan

The Company is subject to the Securities and Exchange Commission Uniform Net
Capital 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. At December 31, 2003 and 2002, the Company had net
capital of $297,068 and $184,703, respectively, which was $197,068 and $84,703,
in excess of its required net capital of $100,000. The Company’s aggregate
indebtedness to net capital ratio was .04 and .11 to 1 at December 31, 2003 and
2002, respectively.

The Company is exempt from provisions of the Securities and Exchange
Commission Reserve Requirement Rule 15¢3-3 under clause K2ii, in that the
Company is a fully disclosed firm, carries no margin accounts and does not
otherwise take custody of or owe funds or securities to customers.

In 2001, the Company entered into an agreement with a company majority owned
by the sole stockholder. This agreement provides that this company will
reimourse the Company 10% of salary expense for certain employees working on
its behalf as well as office space which is sub-leased on a month-to-month basis.
The Company was reimbursed $11,477 for the year ended December 31, 2002.
The agreement ended in 2002.

The sole shareholder maintains personal accounts in the Corporation in order to
concluct trading of his own personal securities throughout the year.

The Company, as lessee, has a lease for office space in Gaithersburg, Maryland,
which expires October 31, 2004. Rent expense for the years ended December 31,
2003 and 2002 was $50,589 and $59,070, respectively. The lease provides for
fixed increases throughout the term of the lease. The remaining minimum future
rental payments required under the lease are $28,182, which are due in 2004.

In August 2000, the Company established a Simplified Employee Pension Plan
(SEP) for all present and future eligible employees. Employees’ contributions are
limited to $6,000, indexed for inflation, and the employer’s matching
contributions are limited to 3% of participant’s eligible gross salaries. Employees
vest immediately in all contributions. The Company contributed $2,200 for the
year ended December 31, 2002. There was no contribution for the year ended
December 31, 2003. '




Newby & Company

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

Year Ended December 31, 2003

Total stockholder’s equity from Statement of Financial Condition $  564.949
Deduct stockholder’s equity not allowable for net capital -
Total stockholder’s equity qualified for net capital 564,949
Add:

A. Liabilities subordinated to claims of general creditors allowable in
computation of net capital -

B. Other (deductions) or allowable credits -
Total capital and allowable subordinated liabilities 564,949
Deductions and/or charges:

. Total nonallowable assets from Statement of Financial Condition 66,442
Aged fails to deliver -
Aged short security differences -

. Secured demand note deficiency -
Commodity futures contracts and spot commodities proprietary

capital charges -

F. Other deductions and/or charges -
Net capital before haircuts on securities positions 498,507
Haircuts on securities (computed, where applicable, pursuant to 15¢3-1
) ,

A. Contractual securities commitments -

B. Subordinated securifies borrowing -

C. Trading and investment securities -

1.Bankers’ acceptance, certificates of deposit, and commercial

paper ' _ .
2.Exempted securities -
3.State and municipal government obligations -
4.Debt securities -
5.Stocks and warrants -
6.0Options -
7.0ther securities -

D. Undue concentration 201,439

E. Other (List) -

MY 0w R

Net Capital $ 297,068

There are no material differences in the computation of net capital between this audited report and the
unaudited Focus Report at December 31, 2003 (part IA - form X-17A-5).




Newby & Company

Computation of Basic Net Capital Requirement and Computation of Aggregated
Indebtedness Under Rule 15¢3-1 of The Securities and Exchange Commission

Year Ended December 31, 2103
Computation of Basic Net Capital Requirement

11. Minimum net capital recuired b 100,000
12. Minimum dollar net capital requirement of reporting broker or dealer 3 -

13. Net capital requirement $ 100,000
14. Excess net capital $ 197.068
15. Excess net capital, less 10% of aggregate indebtedness $ 195,901

Computation of Aggregate Indebtedness

16. Total Aggregate Indebtedness liabilities from Statement of Financial
Condition $ 11,674

17. Add:
A. Drafts for immediate credit -
B. Market value of securities borrowed for which no equivalent
value is paid or credited -
C. Other unrecorded amounts -

18. Total aggregate indebiedness $ 11,674

19. Ratio: Aggregate Indebtedness to net capital $ 04tol

There are no material differences in the computation of net capital between this audited report and the
unaudited Focus Report ar December 31, 2003 (part [A - form X-17A-5).




Independent Auditor’s Report on Internal Control

Board of Directors
Newby & Company
Gaithersburg, Maryland

In planning and performing our audit of the financial statements and supplemental schedules of Newby
& Company as of and 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 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 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 judgments by management are required to assess the expected benefits and related costs of 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 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.
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Independent Auditor’s Report on Internal Control (Continued)

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 marters 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 understandir,g 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 solzly for the use of the Board of Directors, management and 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.

(s » Compoy

Rockville, Maryland
January 13, 2004
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