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OATH OR AFFIRMATION .

e

Paul C. Christopherson

I, , swear (or affirm) that, to the ‘best of
my knowledge and belief the accompanying fmancna] statement and supporting schedules pertaining to the ﬂrm of

New Vernon Associates,. L.L.C. v L 2
of December 31 . _,2003 -, are true and correct. 1 further swear (or afﬁnm) 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:

h

Swem ﬂ@ and sybserived , : ‘ Signature - ﬁ
b agod | Dres dent
- - CYNTHIA A. MARINESE Title

NOTARY PUBLIC OF NEW JERSEY

I AAN AL Commission Expires 7/2/2007

Notary Public

This report ** contains (check all applicable boxes):
& (a) Facing Page.

Kl (b) Statement of Financial Condition.

B (c) Statement of Income (Loss).  _ : : ]
fJ (d) Statément of SN EITNAREIR CRRIXBRX Cash Flows. ' I
K] (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.

E) (g) Computation of Net Capital.
2
K
1|
O
Kl
d
0

Arr—

(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.

(i) 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.

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

(). An Oath or Affirmation. o A _

(m) A copy of the SIPC Supplemental Report ) ' 3

n) A report describing any material inadequacies found to exist or found to have existed since the date ofthe prevmus audit.

X (o) Indépendent auditor's report on internal accounting control.

**For cona'ltzons ofconfdentlal treatment of certain pornons of this filing, see section 240.17a-5(e)(3).
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Y 2 Ehrenkrantz : S

E Sterling & Co.rrc

Certified Public Accountants and Consultants ,
6 Regent Street, Livingston, New Jersey 07039 (973) 994- 7777 Fax: (973) 994-3444
E-mail: success@es-cpa.com Web: www.es-cpa.com ‘ :

~ INDEPENDENT AUDITOR'S REPORT

To the Member
New Vernon Securities, L.L. C
Parsippany, New Jersey

We have audited the accompanying statement of financial condition of New Vernon Securities, L.L.C.
as of December 31, 2003 and the related statements of income, changes in member’s 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.

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 oplnlon |

In our opmlon the financial statements referred to above present fairly, in all material respects, the
financial position of New Vernon Securities, L.L.C. as of December 31, 2003 and the results of its
operations and its cash flows for the year then ended in conformlty with accounting pnncnples
‘generally accepted in the United States of Amenca

Our audlt was conducted for the purpose of forming an opinion on the basic financial statements
~ taken as a whole. The information contained in 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 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 matenat respects in relation to the basic financial statements takén as a

whole:

3 ‘ “ |§Jf*\""7’b Lie

Certifi ed Public Accountants -
February 9, 2004 ‘ )

Mcmbcr Of WDFI International Wlth Oftices In Principal Cities Throughout The World




NEW VERNON SECURITIES, L.L.C.

STATEMENT OF FINANCIAL CONDITION

DECEMBER 31, 2003

ASSETS

- Cash and cashy equivalents

Deposit — clearing agent
Commission receivable from clearing agents
Prepaid expenses '

- Deposits - other :
- Investment in The NASDAQ Stock Market Inc.

!

LIABILITIES AND MEMBER'’S EQUITY
LIABILITIES
. Accounts payable to non-customers
CONTINGENCY |

MEMBER'S EQUITY

See Notes to Financial Statements. o=

$ 370221
500,000
141,748

8,961
2,017
18.900

$ 1041847

3 22,837




~ OTHER INCOME

NEW VERNON SECURITIES, L.L.C.

STATEMENT OF INCOME "
FOR THE YEAR ENDED DECEMBER 31, 2003

REVENUES ‘
Institutional commissions, net of clearing agent fees

EXPENSES
Management fees — parent
Professional fees -
Regulatory fees and costs
Brokerage and trading fees
Bad debt expense .

Quotation expense

Insurance
Other expenses

ORI C e e -

interest income -
NET INCOME .

OTHER COMPREHENSIVE LOSS _
‘Unrealized holding losses arising during the year

COMPREHENSIVE INCOME

See thes to Financial Statements.

$ 1219236

851,318
38,433
11,152
40,595

’ 900

11,803
1136

1.4086

956,743

262,493

2,480

- 264,973

(55,200)
$ 209773
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' NEW VERNON SECURITIES, L.L.C.

STATEMENT OF CHANGES IN MEMBER'S EQUITY
YEAR ENDED DECEMBER 31, 2003

Total

BALANCE, January 1, 2003 : $ 317,719
Net income * - | , | 264,973
Capital contribution ‘ , ' t SQ0,000 .
Unrealized holding losses, arising |
" during the year (55,200)
Member distributions . | (8.482)

' BALANCE, December 31, 2003 . $1019010

See Notes to Financial Statements.

Membér’s
Equity

$ 317,719
264,973

500,000

(8482

$1.074,210

Accumulated
Other
Comprehensiye

’ Loss

(565,200)

$ (55200




NET INCREASE IN CASH

NEW VERNON SECURITIES, LLC, -

. STATEMENT OF CASH FLOWS
" YEAR ENDED DECEMBER 31, 2003

~

CASH FLOWS FROM OPERATING ACTIVITIES -

Netincome s A

Adjustments to reconcile net income to net cash ,
used in operating activities ; B !
- (Increase) decrease in operating assets - '
.Deposits — clearing agent
Commission receivable from clearing agents
Prepaid expenses =~
Deposits - other .
- Increase in operating liabilities
Accounts payable to non- customers

. 264,973

(450,000)
- (87.372)

(3,306)
(3)

14,837

(260,871)

‘Net cash used in operatmg activities

CASH FLOWS FROM FINANCING ACTIV!TIES
Capital contribution

500,000
(8.482)

Capital distributions -

491,518

Net cash provided by finandng activities

230,647

139,574

CASH AND CASH EQUIVALENTS, beginning of year

CASH AND CASH EQUIVALENTS, end of year

See Notes to Financial Statements.

370,221
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NEW VERNON SECURITIES, LLC.

NOTES TO FINANCIAL STATEME.NTS

NOTE 1 ORGANIZATION AND NATURE OF OPERATIONS

Note 2:°

New Vernon Securities, L.L.C. ("NVS", a single member ‘limited liability company, was

“organized on October 21, 1997 in the state of New Jersey and began operations during 1998.
~NVS is a broker-dealer registered with the Securities and Exchange Commission and the State
- of New Jersey, and is a member of the Natronal Association of Securltres Dealers, Inc.
. '(HNASDII)

NVS serves as an introduoing broker on behalf of institutional clients of its affiliated investment

~ advisor and parent, New Vernon Associates, Inc. ("NVA"), which owns 100% of NVS. NVS

works with NVA's clients utilizing various brokers and dealers to execute securities transactions

recommended by NVA. As an introducing broker, NVS receives fees and/or commissions from

broker-dealers who execute trades for introduced customers. NVS is also utilized by NVA to

distribute proprietary research reports and analyses prepared by NVA to clients and executing -
broker-dealers and receives commissions from such executing broker-dealers for trades

resulting from such research. NVS also executes trades on an agency basis for its mstrtutronal

clients.

NVS does not carry security accounts for vcustomers execute trades, or performk custodial’
functions relating to customer securities and, accordingly, is exempt from the provrsrons of the
Seourltles and Exchange Commission rule 1503 3.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
ESTIMATES -

- The preparation of financial statements in conformity with accountlng 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 and the reported amounts
of revenues and expenses durmg the reporting period.  Actual results could differ from those
estimates. :

“"CASH AND CASH EQUIVALENTS

For purposes of the statement of cash flows, NVS consrders money market accounts to be cash
equivalents. ,

COMMISSION RECEIVABLE FROM CLEARING AGENTS
Commission receivable from NVS’s clearing agents for securities transactions that have not
reached their contractual settlement date are recorded net of the amounts owed to the clearing

“agents on the statement of financial condition.

INVESTMENT IN THE NASDAQ STOCK MARKET, INC.

The investment is classified as “available for sale” and is recorded at fair value. Unrealized
gains and losses, if any, are reported as accumulated other comprehensive income within
member’s equity. The cost of securities sold is based on the specific identification method.

IREVENUES

Institutional commission revenue is recorded on a trade-date basis as securities transactions -
occur for one of the NVS’s clearing brokers. The commission revenue is recorded on a
settlement date basis for the other clearing brokers.

4
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Note 2:

Note 3

Note 4:

Notes to -Fin/ancial Statements

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
INCOME TAXES ‘

| NVS is organized as a limited liability company (‘LLC") whereby the member accounts for NVS’s
. earnings, losses, deductions and credits on its corporate income tax returns. Accordingly, these

statements do not include a provision for Federal and state income taxes.

CONCENTRATION OF CREDIT RISK
NVS places its cash with a financial institution that have offices located in New Jersey. During
2003, cash balances exceeded the Federal Deposit Insurance Corporation ("FDIC") limit of

- $100,000. NVS has not experienced any losses in such accounts and it belreves it is not

exposed to any significant credit risk on cash

" The cash held by NVS as of December 31, 2003 rncludes $1 1 ,776 in money. market funds
'MEMBER EQUITY

In accordance with the operating agreement, the member has made an initial capital .
contribution to NVS in cash. No additional capital contributions shall be required of the member
uniess required to maintain minimum net capital requrrements No interest shall be due from-
NVS on any capital contribution from the member. Net income and net losses in respect of

~ each fiscal year of NVS shall be allocated to the member. The member shall have.no liability or,
obligation for any debits, liabilities or obligations of NVS beyond the member’s respectrve caprtal

contrrbutron

INVESTIVIENT IN THE NASDAQ STOCK MARKET, INC

In March 2000 (“Phase M, NVS purchased 300 warrants at $11 per warrant and in December
2000 (“Phase 1I") purchased 3,200 warrants at $14 per warrant and 2,000 shares of common
stock at $13 per share issued by The Nasdaqg Stock Market, Inc. (‘Nasdag”) in connection with
the Nasdaq's recapltahzatron of its ownership.. The warrants and common stock were offered to
investors drawn from the NASD’s membership, Nasdaq market participants, Nasdaq issuers,
institutional investors and strategic partners. The purchase price was based upon fairness -

’ oprnrons recelved by NASD from J.P. Morgan Securities, Inc.

Each warrant entitles the owner to purchase four shares of Nasdagq common stock, exercrsable

in four (4) annual tranches with one (1) share of common stock available for purchase in each
tranche. The exercise price of the warrant for each share of common stock is $13 in tranche

‘one, $14 in tranche two, $15 in tranche three and $16 in tranche four. The second tranche is

currently exercisable until June 27, 2004. The warrants expire if not exercised within one year
of their initial exercise date. As of December 31, 2003, NVS has not yet exercised its warrants '

in tranche two (2).

AGREEMENTS WITH CLEARING AGENTS

'NVS has entered into agreements wrth three clearmg agents who carry the cash and margrn

accounts and clear transactions for NVS's customers. NVS determines the amount of the
commissions to be charged by the clearing agents to NVS's customers. These commissions

-are collected by the clearing agents who remit all collections to NVS after deducting their own

fees. The total fees deducted by the clearing agents during 2003 were approximately

.$350,000. The agreements may be terminated by either party without cause upon thirty (30)

sixty (60) or ninety (90) days written notice dependrng on the clearrng broker.

One of the clearing agents reqwred NVS to establish an escrow deposlt of $500,000.
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Note 5.

Note 6:

Note 7:-

Note 8:

Notes to Financial Statements

RELATED PARTY TRANSACTIONS :

A management agreement provides for management fees based on an allocation of expenses
paid for by NVA on behalf of NVS. During 2003, NVS incurred management fees to NVA of -

- $851,318.

Management of NVS has established a policy of distributing cash at its discretion to NVA as

- long as such distributions do not bring NVS below its required capital.

REGULATORY REQUIREMENTS

NVS is -subject to the Securities and Exchange . Commlssron 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 15 to 1. As of
December 31, 2003, NVS had net capital of $986,896 as defined in Rule 15¢3-1, which was
$886,896 in excess of its required net capital of $100,000. NVS’ s net caprtal ratio was .023 to 1.

CUSTOMERS/CLEARING AGENTS

During 2003, NVS received 100% of its rnstltutlonal commission revenues from its customers
through three clearing agents

CONTINGENCY .

On January 9, 2003, the NASD conducted an exit interview" wnth NVS as a result of NASD's
audit of NVS during 2002. ‘The exit interview revealed several apparent violations. On January

- 29, 2003, NVS responded to the NASD concerning these apparent violations. On February 9,

2004, NVS received a letter from the NASD in which they determined that the firm did not violate
NASD Membership and Regulation Rule 1017. However, there still remains a deficiency that is
under review by the NASD. Management believes that any ﬂnes or penalties, if assessed will

not be material to the financial statements.
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SUPPLEMENTARY INFORMATION
Pursuant to Rule 17a-5 of the Securities Exchange Act of 1934

* As of December 31, 2003
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SCHEDULE.I

NEW VERNON SECURITIES, L.L.C.

 COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1 OF

THE SECURITIES AND EXCHANGE COMMISSION
- AS OF DECEMBER 31, 2003

COMPUTATION OF NET CAPITAL
Total member’s equity
Deductions and/or charges
Non-allowable assets

Prepaid expenses
Deposits - other
Investment in The NASDAQ Stock Market, Inc
Net capital before haircuts

" Haircut on propi'ietai}ry pdéitiO'ns and commitments -
2% haircut of cash in money market funds

NET CAPITAL |
COMPUTATION OF AGGRREGATE INDEBTEDNESS i
Accounts payable to non-customérs,inclﬁdablé in aggregaté indebtedﬁ_ess
| AGGREGATE‘I‘NDEBTEDNESSV
COMPUTATION OF BASIC NET CAPITAL REQUIREMENT
Minimum net capital required (6 2/3% of aggregate indebtedness)
Minimum ddllaf requirement
Net capital requirement (greater' of minimum net capital or dolTar /requiremént)
EXC'ESS NET CAPITAL |
EXCESS NET CAPITAL AT 1000 PERCENT
RATIO: AGGREGATE INDEBTEDNESS TO NET CAPITAL
Reconciliation with Company s computation (included in Part II of
‘Form X-17A-5 as of December 31, 2003) ,
Net, capital, as reported in Company's Part Il (unaudlted) Focus report.
Increases resulting from December 31, 2003

audit adjustments, net
Net capital, as included in this report

10

$ 1019010

(8,961)
(2,017)
. (18,900)

989,132

(2,236)

$ 986,896

$ 22837

s 20837

$ 1,622

100,000

100,000

$ 886896 -
$ 984612

02310 1

$ 963656

23,240

$. 986,896
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2 Ehrenkrantz
Sterling & Co.rrc

Certified Public Accountants and Consultants

6 Regent Street, Livingston, New Jersey 07039 (973) 994 7777 Fax: (973) 994- 3444
E- mall success@es-cpa.com . Web: www.es-cpa.com

INDEPENDENT AUDITOR S REPORT ON INTERNAL CONTROL
REQUIRED BY SEC RULE 17a-5 FOR A BROKER-DEALER .
- CLAIMING AN EXEMPTION FROM SEC RULE 15¢3-3

To the Membér
New Vernon Securities, L.L.C.‘

~ Parsippany, New Jersey

in planning and performinvg our audit of the financial statements and supplementary schedule of New
Vernon Securities, L.L.C. (the “Company”) for the year ended December 31, 2003, we considered its:

" internal control 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 (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 foilowed by the Company in any of the
following:

1. Making quarterly securities examinations, counts, veri'fications, and comparisons
2. Recordation of differences required by Rule 17a-13

3.“ Complying with the requirements for pfompt 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 accounting principles generally
accepted in the United States of America. Rule 17a-5(g) lists additional objectlves of the practlces
and procedures listed in the preceding paragraph.

11

Member Of R DFIC International With Offices In Principal Cities Throughout The World




P

o -

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 chariges in condmons or

that the effectiveness of their design and operation may deteriorate. -

Our conS|derat|0n of the internal control would not necessarily disclose all matters in internal control
that might be material weaknesses under the 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, which we conisider to be material weaknesses as defined above.

We understand that practices and ptocedures 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 refated 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 practlces
and procedures were adequate as of December 31, 2003 to meet the SEC's objectives.

This report -is intended solely for the information and use of management, the Securities and
Exchange Commission, 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 those '
specified partles

 Doankonsty J;w-, o sae

Certified [Publlc Accountants
February 9, 2004
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