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OATH OR AFFIRMATION
1, - Esther J. Verdiger , swear (or affirm) that, to the best of
" my knowledge and belief the accompanymg financial statement and suppomng schedules pertammg to the firm of
' Middlegate Securities Ltd. ~, as
of __December 31 ' ,20 03 , are true and correct. | 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: ’

(/L&}_’\ \)\,Q

Signature
President
Title
T~ <7
/V Notary, Public— ‘ ISA C SETTON
Notary Putiic, State of New York
This report ** contams (check all applicable boxes): Qualmlc\fl) n4$\?;$(?4700 t '
(a) Facing Page. » ed i s Lounty
(b) Staterﬁent of Financial Condmon - Commission Expires Dec. 30, QOQL
- (¢) Statement of Income (Loss).
(d) Statement of Changes in Financial Condition.
(e) Statement of Changes in Stockholders® Equity or Partners’ or Sole Proprietors’ Capltal
{(f) Statement of Changes in Liabilities Subordmated to Claims of Creditors.
(g) Computation of Net Capital.
(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3. '
() A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15c3 3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.
(k) A Reconciliation between the audited and unaudlted Statements of Financial Condition with respect to methods of
consolidation. :
() An Oath or Affirmation.
(m) A copy of the SIPC Supplemental Report.
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**For condig"i.o_'ns-of canﬁdemial treatment of certain portions of this ﬁling, see section 240.1 7a-5(e)(3).
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Lesaxowirtz & COMPANY, LLP
GERTiFiED PURLIGC AGCGCOUNTANTS
270 MADISON AVENUE
NEW YORK, N. Y. 10016
(2i2) 832-5530
FAX (212) 5832-4007
ErMAIL: chi@leshkowitz.com

Independent Auditor's Report

To the Board of Directors of
Middlegate Securities Ltd.

We have audited the accompanying statements of financial condition of Middlegate
Securities Ltd. as of December 31, 2003 and 2002, and the related statements of income, changes
in stockholders' 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 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 Middlegate Securities Ltd. 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 in Schedule 1 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 beesn 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

@é”“‘ﬁ" 4“&"‘7

ba51c financial statements taken as a whole,

New York, New York,
January 15, 2004




MIDDLEGATE SECURITIES LTD.

STATEMENTS OF FINANCIAL CONDITION

DECEMBER 31, 2003 AND 2002

‘ASSETS
o : 2003 2002
Cashand cash equivalents $ 247355 § 523,572
Securities owned, at market value 654,206 425,395
Receivable from clearing broker, net 1,740,495 3,356,850
Loans receivable - affiliates 6,992,323 4,746,664
Prepaid income taxes - 49,489
Prepaid expenses and other current assets 353,584 535,721
Furniture, equipment, computer software, and leasehold
improvements, less accumulated depreciation and : :
amortization of $739,715 and $565,565, respectively 355,535 448,368
Certificate of deposit - restricted 60,000 60,000
Security deposits 4911 3.750
Total assets | $___ 10408409 §  10.149.809
LIABILITIES AND STOCKHOILDERS' EQUITY
Securities sold, not yet purchased, ' _
at market value : : : : $ - 3 2,500
Obligations under capital leases 49,251 12,340
Income taxes payable ) 66,587 -
Retirement plan contributions payable 97,704 80,765
Accrued expenses payable 149,237 171,955
Deferred rent payable 48.642 65,556 -
Total liabilities 411,421 333,116
Commitments and contingencies -
Stockholders' equity:
Common stock, no par value, 200 shares authorized,
100 shares issued and outstanding 150,000 150,000
Retained earnings 9.846.988 9,666,693
Total stockholders' equity 9,996,988 9,816,603
Total liabilities and stockholders’ equity s 10.408.409 § 10,149.809

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

LESHEKOWITZ & COMPANY, LLP
CERTIFIED PUBLIC ACCOUNTANTS




MIDDLEGATE SECURITIES LTD.

STATEMENTS OF INCOME

FOR THE YEARS ENDED DECEMBER 31. 2003 AND 2002

2003 2002
Revenues:
Commissions ’ '$ 15,992,123 $ 15,972,983
Syndications 22,386 24,528
Interest and dividends ' 1,467,729 516,138
Total revenues 17,482,238 16,513,649
Expenses: _
Employee compensation 9,126,875 6,909,807
Transaction and clearance fees 1,885,594 3,683,207
Charitable contributions ' 3,453,839 2,924,398
Other operating expenses 1,080,172 1,080,051
Payroll taxes and employee benefits ' 421,446 379,341
Rent and utilities , ‘ 270,045 281,795
Retirement plan expense : 297,704 . 280,765
Professional fees 172,739 180,079
Communication and information systems 125,279 149,301
Depreciation and amortization 174,151 126,663
Total expenses _ 17.007.844 15,995,407
Income before provision for income taxes 474,394 - 518,242
Provision fbr income taxes ' 294,099 361,352
Net income S 180.295 3 156,890

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

LESHEOWITZ & COMPANY, LLP
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MIDDILEGATE SECURITIES LTD.

STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

FOR THE YEARS ENDED DECEMBER 31, 2003 AND 2002

Common Retained Stockholders'
Stock Earnings _ Equity
Balance at January 1, 2002 $ 150,000 § 9,906,803 $ 10,056,803
Net income for the year
ended December 31, 2002 156,890 156,890
Dividend distributions to stockholders (397.000) (397,000)
" Balance at January 1, 2003 $ 150,000 $ 9,666,693 $ | 9,816,693
Net income for the year o
ended December 31, 2003 180,295 , 1‘80,295
Dividend distributions to stockholders ' - _ -
Balance at December 31,2003 $ 150,000 $ 9,846,988 $ 9,996,988

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

LESHKOWITZ & COMPANY, LLP
CERTIFIED PUBLIC ACCOUNTANTS




MIDDLEGATE SECURITIES LTD.

STATEMENTS OF CASH FL.OWS

FOR THE YEARS ENDED DECEMBER 31, 2003 AND 2002

. Cash flows from operating activities:
Net income $
Adjustments to reconcile net income to net

cash provided by operating activities:
Depreciation and amortization
Deferred rent ,
Unrealized loss in marketable securities
Changes in assets and liabilities:
Securities owned, at market value
Receivable from clearing broker, net
Prepaid expenses and other current assets |
Security deposits ' '
Securities sold, not yet purchased,
at market value
Prepaid/income taxes payable
Retirement plan contributions payable
Accrued expenses payable

Net cash provided by operating activities

Cash flows from investing activities:
Purchase of computer software

Purchase of fixed assets

Net cash used in investing activities

Cash flows from financing activities:
Decrease in due from officers
Net increase in loans receivable - affiliates
Principal payments under capital lease obligations
~ Dividend disﬁ’ibutions to stockholders

' Net cash used in financing activities

Decrease in cash and cash equivalents

Cash and cash equivalents at beginning of year

2003 2002
180,295 $ 156,890
174,151 126,663
(16,914) (9,046)
18,850 26,100
(247,661) 5,171,352
1,616,355 (3,293,080)
182,137 (246,145)
(1,161) .
(2,500) 2,500
116,076 (189,067)
16,939 (32,397)
(22.718) 20,764
2,013,849 1,734,534

- (123,428)
(36,318) (83.338)
(36.318) (206,766)
- 129,358

(2,245,659) (1,320,435)
(8,089) (373)

- (397.000)

(2,253,748) (1,588,450)
(276,217) (60,682)
523,572 584,254

523,572

Cash and cash equivalents at end of year | $

247.355  $

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

LESHKOWITZ & COMPANY, LLP
CERTIFIED PUBLIC ACCOUNTANTS
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MIDDLEGATE SECURITIES LTD.

NOTES TO FINANCIAL STATEMENTS

1) ORGANIZATION AND NATURE OF BUSINESS:

Middlegate Securities Ltd. (the Company) is a broker-dealer registered with the
Securities' and Exchange Commission and a member of the National Association of Securities
Dealers. The Company clears all its customer transactions through a correspondent broker-dealer
~ on a fully disclosed basis.

2) SUMMARY OF SIGNIFICANT ACC()UNTING POLICIES:

Revenue Recognition - Securities transactions, as well as related income and expenses,
are recorded on a trade date basis. :

Income Taxes - Provision for income taxes is based on income and expenses reported in
- the financial statements. The Company has elected to be treated as an "S" Corporation under
Federal and New York State income tax law. Accordingly, no provision has been made for
Federal income tax, since Federal income taxes are imposed on the shareholders based on their
respective allocation of net income. New York State special franchise and surcharge taxes and
New York City corporation tax are provided for in the financial statements. »

Depreciation and Amortization - For financial reporting purposes depreciation on
furniture, equipment and computer software is computed using the straight-line method over the
estimated useful lives of the related assets. Leasehold improvements are amortized over the
lesser of the economic useful life of the improvement or the term of the lease. For tax reporting
purposes fixed assets are being depreciated based on accelerated methods in accordance with
provisions of the Internal Revenue Code. :

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 amournts 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.

Reclassifications - Certain prior year amounts have been reclassified to conform to the
December 31, 2003 presentation.

3). = OFF-BALANCE-SHEET RISK AND CONCENTRATIONS:

Pursuant to its clearing agreement, the Company introduces all of its securities
transactions to its sole clearing broker on a fully disclosed basis. All of the customers' money -
balances and long and short security positions are carried on the books of the clearing broker. In
accordance with the clearing agreement, the Company has agreed to indemnify the clearing
broker for losses, if any, from carrying securities transactions introduced by the Company. In

LESHKOWITS & COMPANY, LLP
. CERTIFIED PUBLIC ACCOUNTANTS
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accordance with industry practices and regulatory requirements, the Company and the clearing
firm monitor collateral on the customer accounts on a daily basis. (See Note 4)

For the years ended December 31, 2003 and 2002, approximately 50% of revenue was
derived from one customer and no other single customer generated more than 10% of revenue.

The Company maintains its cash balances and temporary cash investments with a high
credit quality bauking institution located in New York City. At times the balances may be in
excess of the FDIC insurance.

4) RECEIVABLE FROM CLEARING BROKER:

The net amount dus from the clearing broker consists of the balances in the Company's
various trading accounts maintained by Pershing LLC, the clearing unit of Donaldson, Lufkin &
Jenrette, which clears all the Company's trades. Included in the receivable balance at December
31, 2003 and 2002 is a deposit of $100,350 which is required by Pershing LLC for operating the
accounts.

5) LOANS RECEIVABLE - AFFILIATES:

The Company advances funds to various affiliated companies through common
ownership. The loans receivable balances from these affiliates were $6,992,323 and $4,746,664
at December 31, 2003 and 2002, respectively. The loans have been personally guaranteed by the -
shareholders of the Compeany pro-rata to their stock ownership in the Company. The loans bear
interest at 3.15% and 4.2% per annum, respectively.

6) SECURITIES OWNED AND SOLD, NOT YET PURCHASED:

Marketable securities owned and sold, not yet purchased, comsist of trading and
investment securities at market values, as follows:

Sold
Not Yet
December 31, 2003 ‘ Owned __Purchased
Municipal bonds $ 24,000 $ -
Government bonds 5,343 -
Corporate bonds 495,000 -
Corporate stock | 129,863 -
$ 654,206 S -

LESHKOWITZ & COMPANY, LLP
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Sold

: : Not Yet
December 31, 2002 Owned Purchased
‘Municipal bonds $ 95456 $ -
Government bonds 27,992 -
Corporate stock and warrants 301,947 2,500

§ 425395 % 2.500

7 OBLIGATION S UNDER CAPITAL LEASES:
~ Obligations under capital leases at December 31, 2003 consist of the following:

Capital lease obligation on December 18, 2002,
for computer software in the principal amount
of $12,712 with interest at 18.7%, payable in
forty-eight monthly installments of $372 ,
through November 2006 : $ 9,985

Capital lease obligation on June 10, 2003, for
telecommunications equipment in the principal
amount of $45,000 with interest at 11.4%,
payable in forty-eight monthly installments

of $1,161 through May 2007 39.266
Total obligations under capital leases $ 49,251

At December 31, 2003 and 2002, property and equipment relating to capital leases was-
$57,712 and $12,712, respectively. There was no depreciation recorded on the asset under capital
lease in 2002, Depreciation of assets recorded under capital leases was $8,428 in 2003.

The following is a schedule of future minimum lease payments as of December 31, 2003:

Year Ending
December 31 Amount
2004 $ 18,396
2005 o 18,396
2006 18,024
2007 5,804
Total minimum lease payments 60,620

Less: interest portion of payments

11,369

Present value of future minimum lease payments  $ 49,251

LESHKOWITZ & COMPANY, LLP
CERTIFIED PUBLIC ACCOUNTANTS




8) RETIREMENT PLANS:

During 1993, the Company adopted a profit sharing plan for its eligible employees. In .
1995, the Company adopted a money purchase plan. The Company was obligated to contribute
5% of eligible compensation and may, at its discretion, contribute up to an additional 15% of
eligible compensation.

Effective January 1, 2003, the Company merged the money purchase plan into ihe profit
sharing plan. The Company may, at its discretion, contribute up to 25% of eligible compensation.
The retirement plan expense for the years ended December 31, 2003 and 2002 was $297,703 and
$280,765, respectively. :

9)  COMMITMENTS:

-Lease - The Company currently leases its office space under a ten-year operating lease
which expires on April 30, 2006. In accordance with the lease terms at inception, the Company
issued a letter of credit in the amount of $100,000 to secure its obligations under the lease. In
2001, the required letter of credit amount was reduced to $60,000. The ietter of credit is secured
by a certificate of deposit of an equal amount. In accordance with SFAS No. 13 - "Accounting
for Leases" the total rental payments are being amortized over the lease term on a straight line
basis at $11,538 per month over 120 months. Deferred rent payable at December 31, 2003 and

12002 was $48,642 and $65,556, respectively.

In July 2000, the Company entered into a lease for storage space requiring $3,750 as a
security deposit. The lease: agreement is for the period from July 15, 2000 through July 31, 2008
and provides for an annual base rent of $15,000. =~

In addition, the Company entered into a lease agreement in August 2001. The lease
agreement was for the period from August 6, 2001 through August 31, 2003 and required annual
rental payments of $96,000. The lease was not renewed.

The following is a schedule of future minimum lease payrients as of December 31, 2003:

Yeer Ending v
December 31 Amount
2004 $ 174,300
2005 _ 174,300
2006 68,100
2007 o 15,000
2008 8,750

$ 440,450

LESHRKOWITZ & COMPANY, LLP
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Rent expense for the years ended December 31, 2003 and 2002 was $241,075 and
$254,154, respectively. The rent expense for 2003 and 2002 was offset by $32,000 and $30,000
in sublease rental income, respectively.

10) NET CAPITAL REQUIREMENTS:

The Company is subject to the Securities and Exchange Commission Uniform Net
Capital Rule (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 15to 1. |
At December 31, 2003, the Company had net capital of $2,080,417 which was $1,980,417 in
excess of its required net capital of $100,000 (See Schedule 1).

All customer transactions are cleared through another broker-dealer on a fully disclosed
basis. Therefore, the Cornpany is not required to maintain a seéparate bank account for the
exclusive benefit of customiers nor to segregate securities in accordance with Rule 15¢3-3 of the
Securities and Exchange Commission.

11) CASH FLOW INFORMATION:
(a) For cash flow reporting purposes, the Company considers all highly liquid
temporary cash investments with original maturities of three months or less, to be cash

equivalents.

(b) Cash payments for income taxes for the years ended December 31, 2003 and 2002
were $177,973 and $550,419, respectively.

(c) Noncash inv estmg and ﬁnancmg activities:

During the year ended December 31, 2003 and 2002, the Company entered into capital |
lease obligations of $45,000 and $12,712, respectively.

LESHKOWITZ & COMPANY, LLP
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SUPPLEMENTARY INFORMATION
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SCHEDULE 1
MIDDLEGATE SECURITIES LTD.

COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1 OF
THE SECURITIES AND EXCHANGE COMMISSION
AS OF DECEMBER 31, 2003

. Net capital:

Total stockholders' equity from |
_.statement of financial condition ‘ _ $ 9,996,988

Deduct: Non-allowable assets from
statement of financial condition:

Loans receivable - affiliates ‘ $ 6,992,323
Prepaid expenses and other current assets 353,584
Furniture, equipment, computer software and '
leasehold improvements, net 355,535
Certificate of deposit - restricted 60,000 . -
Security deposits » 4911 7,766,353

Net capital before haircuts - 2,230,635

Deduct haircuts on securities (computed where
applicable pursuant to Rule 15¢3-1(c)):

Undue concentration ' 40,790
Municipical bonds 400
Corporate stock and warrants , 109,028 150,218
Net capital § 2080417
Aggregate indebtedness: o
Obligation under capital lease - o 49,251
Income taxes payable- ' 66,587
" Retirement plan contributions payable 97,704
Accrued expenses payable 149,237
Deferred rent payablzs : 48,642
Total aggregate indebtedness , 411.421
.. Percentage of aggregate indebtedness to net capital - 19.78%
Minimum capital required ' . 100,000
Excess of net capital over minimum requirement $ 1980417

Reconciliation with Company's computation (included
“in part IIA Form X-17A-5 as of December 31, 2003):
Net capital, as reported in Company's Part TA
Focus report’ , « $ 2080418

There are no materal differences between the audited Computation of Net Capital included above and the corresponding schedule i
included in the Company's unaudited Form X-17 A-5 Part JIA filing as of December 31, 2003.

LESHKOWITZ & COMPANY, LLP
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REPORT OF INDEPENDENT AUDITORS
ON INTERNAL CONTROL
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Lrsarowitz & GCOMPANY, LLP
GCERTIFIED PUBLIC AGCOUNTANTS
270 MADISON AVENUE
NEW YORK, N. Y. 10016
' (212) 5325550
FAX (212) 532-4007
E-MAIL: chi@leshkowitz.com

To the Board of Directors of
Middlegate Securities Ltd.
New York, New York:

In planning and performing our audits of the financial statements and supplemental
schedule of Middlegate Securities Ltd. (the Company) for the years ended December 31, 2003
and 2002, 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 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 compaﬁsons '
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 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 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 effictiveness 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 safeguardmg 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 and December 31,
2002, to meet the SEC’s obJ ectives.

This report is intended solely for the information and use of the Board of Directors,
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.
7 v Lovpans Ltr
M v avt

New York, New York
January 15, 2004
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