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OATH OR AFFIRMATION

[ C. Leslie Ridings, Jr. , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Heather Agency, Inc. , as
of December 31, ,2003 , are true and correct. I 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:

MAUREEN MEAD CONDIFF
NOTARY PUBLIC

STATE OF DELAWARE President

My Commission

Notary Public &X@%

This report ** contains (check all applicable boxes):

(a) Facing Page.

(b) Statement of Financial Condition.

{c) Statement of Income (Loss).

(d) Statement of Changes in RinenetekGendition. Cash

(e¢) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

(f) Statement of Changes in Liabilities Subordinated 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 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.

(I) An Oath or Affirmation.

{m) A copy of the SIPC Supplemental Report.

(n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

Title

O O HERREREEELN

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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U CERTIFIED PUBLIC ACCOUNTANTS & CONSULTANTS

REPORT OF INDEPENDENT AUDITORS

Board of Directors and Stockholder
Heather Agency, Inc.
Christiana, Delaware

We have audited the accompanying balance sheet of Heather Agency, Inc. as of December 31,
2003 and the related statements of operations, changes in stockholders’ equity, changes in
liabilities subordinated to claims of general creditors, and cash flows for the year then ended.
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 Heather Agency, Inc. as of December 31, 2003 and the results of its
operations 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
taken as a whole. The information contained on pages 17 through 20 is presented for purpose of
additional analysis and is not a required part of the basic financial statements. This information
is, however, required by rule 17a-5 under the Securities and 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.

AR

February 28, 2004
Wilmington, Delaware

Member of the Private Companies 5201 W. Woodmill Drive, Suite 31 TEL: (302) 992-0129
Practice Section of the AICPA. Woodmill Corporate Center FAX: (302) 992-9816
Wilmington, Delaware 19808 E-Mail: wggpa@aol.com
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HEATHER AGENCY, INC.
STATEMENT OF FINANCIAL POSITION

DECEMBER 31, 2003

ASSETS

Cash and cash equivalents

Deposits with clearing organizations and others’

Receivables from broker-dealers and clearing organizations

Marketable securities owned, at market

Furniture, equipment and leasehold improvements, at cost
less accumulated depreciation of $107,772

Other assets

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS' EQUITY

Lines of credit
Accounts payable and accrued expenses and other liabilities
Commissions payable

TOTAL LIABILITIES

STOCKHOLDERS' EQUITY
Common stock, no par value, 1,000 shares authorized;
240 shares issued, and 120 shares outstanding
Retained earnings
Less: Treasury stock, 120 shares, at cost
TOTAL STOCKHOLDERS’ EQUITY

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

See accompanying notes to financial statements.

12,856
15,000
41,793
533,701

33,781
25.650

662,781

231,065
18,203
46,067

295,335

24,000
387.446

411,446
44,000

367.446

662,781




HEATHER AGENCY, INC.

STATEMENT OF OPERATIONS

FOR THE YEAR ENDED DECEMBER 31, 2003

REVENUE
Commissions
Gain on firm securities accounts
Interest and dividends
Other income

TOTAL REVENUE

EXPENSES
Broker expenses
Employee compensation and benefits
Commission expense
Interest expense
Occupancy expenses
Communications expense
Data processing expense
Travel expense
Office expenses
Depreciation
Legal and accounting
Other expenses

TOTAL EXPENSES
NET INCOME BEFORE INCOME TAXES
INCOME TAX (EXPENSE)

NET LOSS

See accompanying notes to financial statements.

$ 1,094,904
118,304

6,343

6,891

1,226,442

51,466
236,349
764,438

10,000

50,616

20,632

16,621

3,214

23,660

14,333

17,137

10,923

1,219,500

6,942

(23.915)

$ (16.973)
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HEATHER AGENCY, INC.
STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY

YEAR ENDED DECEMBER 31,2003

Common Retained Treasury
Stock Earnings Stock
BALANCE, DECEMBER 31, 2002 $ 24,000 § 404419 § 44,000
NET LOSS - (16,973) -

BALANCE, DECEMBER 31, 2003
$___ 24000 $_387.446 $___44.000

See accompanying notes to financial statements.




HEATHER AGENCY, INC.

STATEMENT OF CHANGES IN LIABILITIES
SUBORDINATED TO CLAIMS OF CREDITORS

YEAR ENDED DECEMBER 31, 2003

NONE

See accompanying notes to financial statements.
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HEATHER AGENCY, INC.
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2003

CASH FLOWS FROM OPERATING ACTIVITIES

Net (loss) 3 (16,973)
Adjustment to reconcile net income to net cash
provided by operating activities:

Depreciation 14,333
Deferred income taxes 23,915
Gain on disposition of property and equipment (2,357)
(Increase) decrease in.
Receivable from broker-dealers and clearing organizations 48,146
Marketable securities owned, net (123,607)
Tax refunds receivable 32,124
Other, net (7,682)
(Increase) decrease in:
Accounts payable and accrued expenses (10,209)
Commissions payable (37.716)
Net cash (used for) operating activities (80,086)
CASH FLOWS FROM FINANCING ACTIVITIES :
Decrease in cash overdraft (4,662)
Net increase in lines-of-credit 97.504
Net cash provided by financing activities 92.842
NET INCREASE IN CASH AND CASH EQUIVALENTS 12,756

CASH AND CASH EQUIVALENTS,
BEGINNING OF YEAR - 100

CASH AND CASH EQUIVALENTS,
END OF YEAR $ 12,856

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION

CASH PAID DURING THE YEAR FOR
Interest $ 10,111

See accompanying notes to financial statements.




HEATHER AGENCY, INC.
NOTES TO FINANCIAL STATEMENTS

NOTEA-  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization and Nature of Business

The Company, located in Christiana, Delaware is a broker-dealer registered with the
Securities and Exchange Commission (SEC) and is a member of the National Association of
Securities Dealers (NASD). The Company is engaged in a single line of business as a
securities broker-dealer, which comprises several classes of services, including principal
transactions, and agency transactions.

Statement of Cash Flows

For purposes of the Statement of Cash Flows, the Company has defined cash equivalents as
highly liquid investments with original maturities of less than ninety days, that are not held
for sale in the ordinary course of business.

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 form those estimates.

Concentration of Credit Risk

The Company maintains its cash in bank deposit accounts which, at times, may exceed -
federally insured limits. The Company has not experienced any losses in such accounts. The
Company believes it is not exposed to any significant credit risk on cash.

The Company is engaged in various trading and brokerage activities in which counterparties
primarily include broker-dealers, banks, and other financial institutions. In the event
counterparties do not fulfill their obligations, the Company may be exposed to risk. The risk
of default depends on the creditworthiness of the counterparty or issuer of the instrument. It
is the Company’s policy to review, as necessary, the credit standing of each counterparty.

Commissions Receivable

The Company uses the direct write-off method of accounting for losses arising from
uncollectible commissions receivable. Under this method, the Company charges current
period operations for uncollectible commissions as determined. This method is not in
conformity with generally accepted accounting principles, but this departure does not
materially affect operating results or the collectibility of the account as stated, and
accordingly, the Company has not provided for anticipate losses.

10



HEATHER AGENCY, INC.
NOTES TO FINANCIAL STATEMENTS

NOTEA-  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

r

Securities Transactions

Proprietary securities transactions in regular-way trades are recorded on the trade date, as if
they had settled. Profit and loss arising from all securities and commodities transactions
entered into for the account and risk of the Company are recorded on a trade date basis.
Customers’ securities and commodities transactions are reported on a settlement date basis
with related commission income and expenses reported on a trade date basis.

Marketable securities are valued at market value, and securities not readily marketable are
valued at fair value as determined by management.

Property and Equipment

Property and equipment are stated at cost. Major renewals and betterments are charged to
property accounts while replacement, maintenance and repairs, which do not improve or
extend the life of the respective assets, are expensed.

Depreciation of property and equipment is provided for on the straight-line and various
accelerated methods over the estimated useful lives of the assets. Estimated useful lives are
as follows.

Furniture and equipment 5- 7 years
Leasehold improvements 10 — 39 years
Commissions

Commissions and related clearing expenses are recorded on a trade-date basis as securities
transactions occur.

Income Taxes

Income taxes are provided for the tax effects of transactions reported in the financial
statements and consist of taxes currently due plus deferred taxes related primarily to
differences between the basis of assets and liabilities for financial and income tax reporting.
The deferred tax assets and liabilities represent the future tax return consequences of those
differences, which will either be taxable or deductible when the assets and liabilities are
recovered or settled.

11



HEATHER AGENCY, INC.
NOTES TO FINANCIAL STATEMENTS
NOTE B- RECEIVABLES FROM BROKER-DEALERS AND CLEARING
ORGANIZATIONS

Amounts receivable from broker-dealers and clearing organizations at December 31, 2003,
consist of the following:

Receivable from clearing organizations $ 6,415
Fees and commissions receivable 33,848
Other 1,530

$ 41,793

The Company clears certain of its proprietary and customer transactions through another
broker-dealer on a fully disclosed basis.

NOTE C - MARKETABLE SECURITIES OWNED

Marketable securities are reflected at fair market values, as follows:

Mutual funds $ 381,089
Corporate stocks 152,612
$ 533,701

NOTED-  LINES OF CREDIT

The Company maintains a line-of-credit with First Union Bank in the amount of $50,000.
The line-of-credit bears interest at prime plus 1.75%. The line is secured by accounts
receivable and the stockholders’ guarantee. The balance outstanding at December 31, 2003 is
$51,418.

The Company also maintains a margin account with RBC Dain Rauscher. Under this
agreement, the Company may borrow up to a specified amount based upon the value of
securities in the account. The interest rate changes based upon market conditions and amount
borrowed (5.37 % at December 31, 2003). The loan is secured by securities with a market
value of $533,701 at December 31, 2003. The balance outstanding at December 31, 2003 is
-$179,647.

12




HEATHER AGENCY, INC.
NOTES TO FINANCIAL STATEMENTS

NOTEE - COMMITMENTS

The Company conducts its operation from office space leased under the terms of operating
leases. The first lease is an annually renewable lease with monthly payments of $650.
During 2003, $7,260 of rentals were charged to operations for this lease.

The second lease is currently being extended on a month-to-month basis of $3,282 per month.
During the year ended December 31, 2003, $39,386 of rentals were charged to operations
under this lease.

NOTEF - NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Capital Rule
(SEC rule 15c-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
(and the rule of the “applicable” exchange also provides that equity capital may not be
withdrawn or cash dividends paid if the resulting net capital ratio would exceed 10 to 1). At
December 31, 2003 the Company had net capital of $196,571, which was $146,571 in excess
of its required net capital of $50,000. The Company had aggregate indebtedness of 33% of
net capital.

NOTEG-  INCOME TAXES

The provision for income tax (expense) benefit for the year ended December 31, 2003 is as
follows:

Federal State Total
Currently payable $ - $ - $ -
Deferred 8,259 (1,875) 6,384
Valuation allowance (17.400) (12.900) (30,300)

$____(9.141) §__(14.775) $__(23916)

13



HEATHER AGENCY, INC.
NOTES TO FINANCIAL STATEMENTS

NOTEG- INCOME TAXES (CONTINUED)

The following is an analysis of the deferred tax asset and liability accounts at December 31,

2003:
Deferred tax assets, primarily arising from
net operating loss carry forwards $ 42,000
Deferred tax liabilities arising from temporarily
differences. (11,700)
Valuation allowance (30,300)
Balance, December 31, 2003 $ -

Net deferred tax assets as of December 31, 2003 were assessed for recoverability and, based
upon the matter discussed hereinafter in Note I.  Subsequent Events, a valuation allowance
was recorded to an amount that will, more likely than not, be realized in the future. The
valuation allowance for net deferred tax assets at December 31, 2003 amounted to $30,300.
A valuation allowance had not previously been recorded. '

At December 31, 2003 the Company had unused net operating loss carryforwards which can
be used to offset future taxable income. The net operating loss carryforward for federal
income tax purposes amounted to approximately $108,000 and net operating loss carry
forwards for state income tax purposes amounted to $217,000. These net operating loss
carryforwards begin to expire in 2017.

NOTEH-  CONCENTRATIONS
Approximately 70% of the Company’s revenue is generated by two registered representatives.

Additionally, one of these registered representatives generated a significant portion of his
income from three major client groups.

14




HEATHER AGENCY, INC.
NOTES TO FINANCIAL STATEMENTS

NOTEI- SUBSEQUENT EVENTS

In early 2004, three of the Company’s top producers have informed management of their
intention to leave Heather Agency, Inc. The departure of these individuals together with
substantially the entire client base of the company will seriously impair the company’s ability
to continue as an operating entity.

The accompanying financial statements do not purport to reflect or provide for the
consequences of the departure of the aforementioned individuals. In particular, such financial
statements do reflect assets at their net realizable value, including possible impairments,
liabilities to be incurred if the company ceases operations, and the effect, as to operations, on
any changes to the business.

15
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HEATHER AGENCY, INC.

COMPUTATION OF NET CAPITAL UNDER RULE 15C3-1 OF THE SECURITIES

AND EXCHANGE COMMISSION
DECEMBER 31, 2003

Net capital

Deductions and/or charges:
Non-allowable assets:
Trail commissions and 12(b)1 fees receivable
Furniture, equipment and leasehold improvements, net
Other assets

Net capital before haircuts on securities positions
(tentative net capital)

Haircuts on securities _

Trading and investment securities

Trading and investment securities — stocks and mutual funds
Net capital

Aggregate indebtedness (Al)

Items included in statement of financial conditions:
Accounts payable, accrued expenses and other liabilities
Commissions payable

Total aggregate indebtedness
Computation of basis net capital requirement

Minimum net capital required (6 2/3% of Al)

Minimum dollar net capital requirement of reporting broker or dealer

Net capital required (greater of above amounts)
Excess net capital
Excess net capital at 1000%

Percentage of aggregate indebtedness to net capital

17

$ 367,446

31,597
33,781

25,442

276,626
(80,055)

§___ 196,571
$ 18,203
46.067

S 64270

4,285

50,00
50,000

146,571

190,144
- 33




Heather Agency, Inc.
Reconciliation of Net Capital
December 31, 2003

Reconciliation with company's computation (included in Part Ii of Form X-17a-5 as of December 31, 2003)

12/31/2003 12/31/2003
Focus Financial Variance
Report Statements
Cash $23,055 $12,856 ($10,199)
Deposits w/ clearing house 0 15,000 15,000
Receivables from broker-dealers 28,680 41,793 13,113
Receivables from others 4,835 0 (4,835)
Marketable securities 533,701 533,701 0
Property & eguipment 30,436 33,781 3,345
Other assets 69,069 25,650 (43,419)
Total Assets $689,776 $662,781 ($26,995)
Lines of credit $231,085 $231,065 $0
Accounts payable and accrued expenses 20,283 18,203 {(2.080)
Commissions payable 17,883 46,067 28,184
Total Liabilities 269,231 295,335 26,104
Common stock 24,000 24,000 0
Retained earnings 440,545 387,446 (53,089)
Treasury stock (44,000) (44,000) 0
Total Stockholders' Equity 420,545 367,446 (53,099)
Total Liabilities and Stockholders' Equity $689,776 $662,781 ($26,995)
Total Stockholders’ Equity $420,545 $367.446 ($53,099)
Allowable credits 0 0
420,545 367,446 (63,099)
Nonallowable assets
Trail and 12(b)1 fees receivable 3,305 31,597 28,292
Property and equipment 30,436 33,781 3,345
Other assets . 21,153 25,442 4,289
Total nonallowable assets 54,894 90,820 35,926
Net capital before haircuts on securities positions 365,651 276,626 (89,025)
Haircuts on securities 80,055 80,055 0
Net Capital $285,596 $196,571 ($89,025)
Aggregate indebtedness
Accounts payable and accrued expenses 20,283 18,203 (2,080)
Commissions payable 17,883 46,067 28,184
Total Aggregate indebtedness 38,166 64,270 26,104
% of aggregate indebtedness to net capital 13.36% 32.70% n/a
Minimum net capital required 2,544 4,285 1,741
Mimimum net capitai 50,000 50,000 0
Net capital required 50,000 50,000 0
Excess net capital 235,596 146,571 (89,025)
Excess net capital at 1000% 281,779 190,144 (91,635)

Note: Substantially all adjustment made by Heather Agency's accountant subsequent to filing the focus report; Independent auditors
proposed and company made adjustments to income taxes and a valuation allowance against deferred tax assets.
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HEATHER AGENCY, INC.

COMPUTATION FOR DETERMINATION OF RESERVE
REQUIREMENTS PURSUANT TO RULE 15C3-3

DECEMBER 31, 2003

The Company is exempt from the provisions of Rule 15¢-3-3 of the Securities and Exchange Act
under Section k2(B) since it clears all transactions with and for customers on a fully disclosed basis
with a clearing broker, and promptly transmits all customer funds and securities to the clearing broker
which carries all of the accounts of such customers and maintains and preserves all required and
customary records.

INFORMATION RELATING TO THE POSSESSION
OR CONTROL REQUIREMENTS UNDER RULE 15C-3

The Company is exempt from the provisions of Rule 15¢3-3 of the Securities and Exchange Act
under Section k2(B) since it clears all transactions with and for customers on a fully disclosed basis
with a clearing broker, and promptly transmits all customer funds and securities to the clearing broker
which carries all of the accounts of such customers and maintains and preserves all required and
customary records.

19
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CERTIFIED PUBLIC ACCOUNTANTS & CONSULTANTS

Board of Directors and Stockholder
Heather Agency, Inc.
Christiana, Delaware

In planning and performing our audit of the financial statements and supplemental schedules of Heather Agency, Inc. (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 the 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, we did not review the practices and procedures followed
by the Company in any of the following:

1. Making quarterly securities exarninations, 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 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 lost 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.

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

gecome inadequate because of changes in conditions or that the effectiveness of their design and operation may
eteriorate.

Our consideration of the internal control would not necessarily disclose all matters in internal control that might be
material weaknesses under standards 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 the 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 and 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 objectives.

This report is intended solely for the information and use of the Board of Directors, management, the SEC, NASD and
other regulatory agencies that rely on rule 17a-5(§) under the Securities Exchange Act of 1934 in their regulation of
registered brokers and dealers, and is not intende

parties.

to be and should not be used by anyone other than these specified

February 28, 2004

Wilmington, Delaware
Member of the Private Companies 5201 W. Woodmill Drive, Suite 31 TEL: (302) 992-0129
Practice Section of the AICPA. Woodmill Corporate Center FAX: (302) 992-9816

Wilmington. Delaware 19808 E-Mail: wggpa@aol.com
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May 11, 2004

Justin B. Ettelson

Supervisor and Examiner

NASB - Philadelphia District Office
1835 Market Street

Suite 1900

Philadelphia, Pennsylvania 19103

Dear Mr. Ettelson:
Enclosed herewith is an updated copy of the audited financial statements together with
reconciliation to the Company’s computation of net capital.

A copy of this report in being sent to the SEC district office and two copies to the SEC
Washington DC office.

Very truly yours,
Whisman, Grygiel & Giordano, P.A.

Joseph A. Giordano, CPA

cc: C. Leslie Ridings, Jr.

Member of the Private Companies 5201 W. Woodmilt Drive, Suite 31 TEL: (302) 992-0129
Practice Section of the AICPA. Woodmill Corporate Center FAX: (302) 992-9816
Wilmington, Delaware 19808 E-Mail: wggpa@aol.com
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