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OATH OR AFFIRMATION

Andy Altahwi , swear (or affirm) that, to the

L

best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Adamson Brothers, Inc. ,as of
December 31, 20 03 , are true and correct. I further swear (or affirm) that neither the company

nor any partuer, proprietor, principal officer or director has any proprietary interest in any account classified solely as that of
a customer, except as follows:

~ Signature

President

7 Public
MARYLIN 5. CUSH

NOTARY PUBLIC OF NEW JERSEY

This report* * contains (check all applicable boxes): My Commission Expires August 30, 2005

OEOOE O ECOOECEEEEE]

(a) Facing page.

(b) Statement of Financial Condition.

{c) Statement of Income (Loss).

(d) Statement of Cash Flows.

(e) Statement of Changes in Stockholders' Equity or Partners' or Sole Proprietor's Capital.

(f) Statzment of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Comnputation 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.

(j) A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
Coraputation 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 con-

solidation.. .
() An | Oéthi or Aﬂ'lrmatlon

(m)A GOPY, of the SIPC Supplemental Report.
(n) A leport describing any material inadequacies found to exist or found to have existed since the date of the previous audit.
(0) Ind ependent audltor's report on internal accounting control.

() Schedule of segregatlon requirements and funds in segregation--customers' regulated commodity futures account
pursuant to Rule 171-5.

**For conditions of confidential treatment of certain portions of this filing, see section 24 0.17a-5(e)(3).
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Report of Independent Public Accountants

To the Stockholder
Adamson Brothers, Inc.

\We have audited the accompanying statement of financial condition of Adamson Brothers, Inc. as
of December 31, 2003, and the related statements of operations, changes in stockholder'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 opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Adamson Brothers, Inc. as of December 31, 2003, and its results of
nperations and cash flows for the year then ended, in conformity with accounting principles
generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
aken 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 material respects in relation to the basic
financial statements taken as a whole.

9 X Gy LT

Roseland, New Jersey
February 4, 2004




ADAMSON BROTHERS, INC.

STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2003

ASSETS

>ash
Deposits with clearing organizations
Receivable from clearing organization
Other assets

Total

LIABILITIES AND STOCKHOLDER'S EQUITY

Liabilities:
Borrowings under line of credit
Accounts payable and accrued expenses
Total liabilities

(Commitments and contingencies

Stockholder's equity:
Common stock, no par value; 200 shares authorized,
10 shares issued and outstanding
Additional paid-in capital
Accumulated deficit
Total stockholder's equity

Total

See Notes to Financial Statements.

$ 21,945
52,165
289,382
104,529

$468.,021

$ 38,301
113,631
151,932

364,655

(48 566)
316,089

$468,021



ADAMSON BROTHERS, INC.

i STATEMENT OF OPERATIONS
YEAR ENDED DECEMBER 31, 2003

Flevenues:
Commissions and fees $2,634,759
- Mortgage banking revenues 1,376,964
. Other income 215,015
= Total 4226738
E:xxpenses:
Compensation and benefits 2,255,775
Mortgage banking expenses 990,531
Commissions and floor brokerage 235,136
Regulatory fees and expenses 14,450
Communications 69,142
Occupancy and equipment rental 78,162
Interest 2,330
General and administrative 493,322
Total 4,138,848
Income before income taxes 87,890
IProvision for income taxes 29,975
Net income $ 57915

See Notes to Financial Statements.
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ADAMSON BROTHERS, INC.

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

Additional Total
Common Stock Paid-in Accumulated  Stockholder's
Shares Amount Capital Deficit Equity
Balance, January 1, 2003 10 $ - $364,655  $(106,481) $258,174
Net income . 57.915 57,915

I3alance, December 31, 2003

I

$ - 364,655 $ (48,566) $316,089

See Notes to Financial Statements.




ADAMSON BROTHERS, INC.

STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2003

Operating activities:
Net income $ 57,915
Adjustments to reconcile net income to net cash
provided by operating activities:

Depreciation and amortization 25,749

Deferred income taxes 3,968
Changes in operating assets and liabilities:

Deposits with clearing organizations 9,864

Receivable from clearing organization (153,572)

Other assets (5,579)

Accounts payable and accrued expenses 78,426

Net cash provided by operating activities 16,771

Investing activities - purchases of fixed assets (52,234)

IFinancing activities - payments on line of credit, net (3,038)

Net decrease in cash (38,501)

(Zash, beginning of year 60,446

Zash, end of year $ 21,945

Supplemental disclosures of cash flow data:

Interest paid $ 2330
Income taxes paid $ 2133

See Notes to Financial Statements.



ADAMSON BROTHERS, INC.

NOTES TO FINANCIAL STATEMENTS

Note 1 - Business and summary of significant accounting policies:
Business:
Adamson Brothers, Inc. (the "Company") is a broker-dealer registered with the
Securities and Exchange Commission (the "SEC") and is a member of the
National Association of Securities Dealers, Inc. The Company received approval
from the SEC to commence brokerage operations on October 9, 1999.

The Company has an agreement with another broker-dealer (the "clearing
broker") to clear transactions, carry customers' accounts on a fully-disclosed
basis and perform record keeping functions and, consequently, operates under
the exemptive provisions of SEC Rule 15¢3-3k(2)(ii).

As of December 20, 2001, the Company was licensed in the State of Connecticut
as a First Mortgage Lender/Broker by the Department of Banking. This license is
effective until September 30, 2004.

Effective January 23, 2002, the Company became licensed as a First Mortgage
Lender in the State of New Jersey by the Department of Banking and Insurance.
This license is effective until June 30, 2004.

Effective December 17, 2003, the Company became licensed as a First Mortgage
Lender/Broker in the State of California by the Department of Corporations.

Use of 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 certain reported amounts and
disclosures. Accordingly, actual results could differ from those estimates.

Securities transactions and valuations:
Securities transactions and related commission revenue and expenses are
recorded on a trade-date basis.

Revenue recognition:
Nonrefundable mortgage application fees are recognized upon completion of
application processing. Other loan origination and processing income and broker
fee income is recognized when the loan closes.

7
.



ADAMSON BROTHERS, INC.
NOTES TO FINANCIAL STATEMENTS

Mote 1 - Business and summary of significant accounting policies (concluded):
Equipment, furniture and leasehold improvements:
Equipment, furniture and leasehold improvements are carried at cost. Depre-
ciation and amortization are provided using the straight-line method.

Income taxes:

The Company accounts for income taxes pursuant to the asset and liability
method which requires deferred income tax assets and liabilities to be computed
for temporary differences between the financial statement and tax bases of assets
and liabilities that will resuit in taxable or deductible amounts in the future based on
enacted tax laws and rates applicable to the periods in which the temporary
differences are expected to affect taxable income. Valuation allowances are
established when necessary to reduce deferred tax assets to the amount expected
to be realized. The income tax provision is the tax payable or refundable for the
period plus or minus the change during the period in deferred tax assets and
liabilities.

Note 2 - Equipment, furniture and leasehold improvements:
The carrying value of equipment, furniture and leasehold improvements has been
included in other assets as of December 31, 2003 and consists of the following:

Estimated
Useful
Life Amount
Computer equipment 3-5years $116,509
Furniture and fixtures 5 years 29,141
Leasehold improvements 4 years 12,708
158,358
Less accumulated depreciation and amortization 98,842
Total $ 59,516
Note 3 - Income taxes:
The provision for income taxes consists of the following:
Current:

Federal $19,173
State 6.834
Total 26,007

Deferred:
Federal 3,004
State 964
Total 3,968
Total $29.975

At December 31, 2003, net deferred tax liabilities of $4,311 resulted from temporary
differences attributable to depreciation and accrued liabilities.




. ADAMSON BROTHERS, INC.

NOTES TO FINANCIAL STATEMENTS

Mote 4 - Credit facility:
At December 31, 2003, the Company has an unsecured line of credit with a financial
institution. Maximum borrowings under the agreement are $50,000. The agreement
provides for interest at the prime rate plus 1% and borrowings are payable on
demand.

Mote 5 - Commitments:
Operating leases:
The Company leases its office space under an operating lease that expires in
August 2005. Effective April 1, 2003, the Company entered a new lease for
additional office space which expires in March 2006. Office leases generally
require the Company to pay real estate taxes and maintenance costs. Minimum
future rental commitments under noncancelable leases in years subsequent to
December 31, 2003 are as follows:

Year Ending
December 31, Amount
2004 $ 65,771
2005 49,774
2006 4,250
Total $119,795

Rent expense under noncancelable operating leases was $61,157 in 2003.

Note 6 - Financial instruments with off-balance-sheet risk:
The Company maintains cash and cash equivalent deposits with banks and brokers.
At times, such deposits exceed Federal or other applicable insurance limits. The
Company reduces its exposure to credit risk by maintaining such deposits with major
financial institutions and monitoring their credit ratings.

The Company's customer securities activities are transacted on either a cash or
margin basis. In margin transactions, the Company's clearing broker extends credit to
the customer, subject to various regulatory and internal margin requirements,
collateralized by cash and securities in the customer's account. As a result of
guaranteeing customer margin balances carried by the clearing broker, the Company
may be exposed to off-balance-sheet risk in the event margin requirements are not
sufficient to fully cover losses which the customer may incur. Margin accounts
guaranteed by the Company had an approximate average aggregate balance of
approximately $1,814,000 during December 2003.




ADAMSON BROTHERS, INC.

NOTES TO FINANCIAL STATEMENTS

Niote 6 - Financial instruments with off-balance-sheet risk (concluded):

Additionally, the Company is exposed to off-balance-sheet risk of loss on
transactions during the period from the trade date to the settiement date, which is
generally three business days. If the customer fails to satisfy its contractual
obligations to the clearing broker, the Company may have to purchase or sell
financial instruments at prevailing market prices in order to fuffill the customer's
obligations. Settlement of these transactions is not expected to have a material effect
on the Company's financial position, results of operations or cash flows.

The Company seeks to control the risks associated with its customer activities by
requiring customers to maintain margin collateral in compliance with various
regulatory and clearing broker guidelines. The Company monitors required margin
levels daily and, pursuant to such guidelines, requires the customers to deposit
additional collateral or to reduce positions when necessary.

Note 7 - Net capital requirement:

The Company is subject to the SEC 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 1510 1. The
Company had net capital of $211,560 at December 31, 2003, which was $201,431 in
excess of its required net capital of $10,129 at December 31, 2003. The Company's
net capital ratio was .72 to 1 at December 31, 2003.
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ADAMOSUN BRUITHERY, ING.
SCHEDULE | - COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1

OF THE SECURITIES AND EXCHANGE COMMISSION
DECEMBER 31, 2003

Net capital:
Total stockholders' equity

Deduct nonallowable assets and charges - other assets

Net capital

Aggregate indebtedness - total liabilities
Computation of basic net capital requirement.

Minimum net capital required (greater of 6-2/3% of aggregate
indebtedness or $5,000 minimum dollar net capital require-
ment)

Excess of net capital

Excess of net capital at 1,000%

Ratio of aggregate indebtedness to net capital

$316,089

104,529

$211,560

$151,932

$ 10,129
$201,431
$196,367

N




ADAMSON BROTHERS, INC.

SCHEDULE | - COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1
OF THE SECURITIES AND EXCHANGE COMMISSION (Concluded)
DECEMBER 31, 2003

Feconciliation with the Company’s computation (included in
Part IIA of Form X-17A-5) as of December 31, 2003:
Net capital as reported in the Company’s Part lIA (Unaudited)
FOCUS report $302,549

Decrease in net capital resulting from:
Audit adjustments, net:

Balance sheet reclassification $(49,602)
Statement of income changes (41,387) (90,989)
Net capital per above $211,560

Aggregate indebtedness as reported in the Company's Part lIA
(Unaudited) FOCUS report $ 50,784

Increase in aggregate indebtedness resulting from
audit adjustments to increase accounts payable

and other liabilities 101,148
Aggregate indebtedness per above $151,932

See Report of independent Public Accountants.

12
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Report of Independent Public Accountants
on internail Control

To the Stockholder
Adamson Brothers, Inc.

In planning and performing our audit of the financial statements and supplemental schedule of
Adamson Brothers, Inc. 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 (the "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 security 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 conformity with accounting principles generally accepted in the United States of
America. Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the
preceding paragraph.
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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.

Cwr 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 intemal 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 National
Association of Securities Dealers, Inc. and the other regulatory agencies that rely on Rule 17a-
£(g) under the Securities Exchange Act of 1934 in their regulation of registered brokers and
clealers, and is not intended to be and should not be used by anyone other than these specified
parties.

G H. G55

Roseland, New Jersey
February 4, 2004




