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OATH OR AFFIRMATION

1, _Kevin Gagne swear (or affirm) that; to the
best of my kmowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Empire Financial Group, Inc. as of
December 31, 2003 ' are true and correct. I further swear (or affirm) that-néither the company
nor any partner, proprietor, principal officer or director has any proprictary interest in any account dasmﬁed solc\ as that of
a customer, except as follows:

VENIA URENA
; r MY COMMISSION # DD 145491

EXPIRES: August 27, 200 ,7/)\"

BO"dBd Thru No!a!y Public Underwme,s
: ‘ Ticks

/IM‘\ A 3 bl

Nowry Pubbic |

report** contains (check all applicable boxes):

(a) Facing page.

(b) Statement of Financial Condition.

(c) Starement of Income (Loss).

. (d) Statement of Changes in Financiai Condition.

(¢) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Propnctor s Capital.

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

(g) Computation of Net Capital

(b) Computation for Determination of Reserve Regquirements Pursuant to Rule 15¢3-3.

() 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 15c3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15c3-3.

(k) A Reconciliation berween the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation.

() An Oath or Affirmation.

(m)A copy of the SIPC Supplemental Report. . .
(D) A report describing any material inadequacies found to exist or found to have existed sincs the date of the previous audit.

g
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**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Sweeney, Gates & Co.

Certified Public Accountants and Consultants

*REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

The Stockholder and Board of Directors
Empire Financial Group, Inc.

We have audited the accompanying statement of financial condition of Empire Financial Group, Inc., a
wholly owned subsidiary of Empire Financial Holding Company, as of December 31, 2003, and the related
statements of operations, changes in stockholder’s equity 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 from 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 Empire Financial Group, Inc., a wholly owned subsidiary of Empire Financial Holding
Company, at December 31, 2003 and the results of its operations and its cash flows for the year then ended
in conformity with accounting principles generally accepted in the United States of America.

Our audit was made for the purpose of forming an opinion on the basic financial statements taken as a
whole. The accompanying reconciliation of net capital 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 of the Securities and Exchange Commission. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, is fairly represented in
all material respects in relation to the basic financial statements taken as a whole.

P

February 27, 2004

Coral Ridge Financiul Center
2419 East Commercial Blvd.. Suite 302, Fort Lauderdale, FL 33308
Telephone: (954)202-9902  Facsimile: (954) 202-9903
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DECEMBER 31, 2003
ASSETS
~ Cash and cash equivalents ' $ 252,668
Commissions and other receivables from clearing organizations 637,279
Deposits at clearing organizations 304,468
Due from employees and officers 14,375
Property and equipment, net 15,678
Other assets 174,858
Customer list ' 145,393
Due from Parent and affiliated company 578,185
§ 2,122,904
LIABILITIES AND STOCKHOLDER'S EQUITY
Liabilities:
Payable to clearing organizations $ 78,844
Accounts payable 214,772
Accrued expenses 587,248
Total liabilities 880,864
Stockholder's equity:
Voting common stock, par value $10.00 per share; 1,000 shares
authorized, issued and outstanding 10,000
Non-voting common stock, par value $.001 per share; 500,000 shares
authorized, 200,000 shares issued and outstanding 200
Additional paid-in capital 3,478,858
Accumulated deficit (2,247,018)
Total stockholder's equity 1,242,040

$ 2,122,904

The accompanying notes are an integral part of these financial statements
Page 2



EMPIRE FINANCIAL GROUP, INC.
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FOR THE YEAR ENDED DECEMBER 31, 2003

Revenues:
Commissions and fees $ 15,336,038
Equities market-making trading, net 1,064,478
Fees from affilated company 696,790
Interest and dividends 180,291
Order flow 7,376
Other 3,415
17,288,388
Expenses:
Employee compensation and benefits 2,865,351
Clearing and execution costs 12,980,821
Order flow payments 119,313
Communications and data processing 175,298
Interest 2,714
Advertising 87,420
General and administrative 1,290,038
17,520,955
Net loss $  (232,567)

The accompanying notes are an iniegral part of these financial statements
Page 3
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T STATEMENT OF CASH FLOWS = ===
FOR THE YEAR ENDED DECEMBER 31, 2003
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Cash flows from operating activities:
Net loss $  (232,567)
Adjustments to reconcile net loss to net
cash provided from operating activities:

Depreciation 21.184
Amortization 185,997
(Increase) decrease in operating assets:
Commissions and other receivables from clearing organizations (206.075)
Other receivables 11,419
Deposits at clearing organizations ' 67,520
Due from employees and officers 33,315
Prepaid taxes 351,000
Other assets 16,661
Due from parent and affiliated companies (444,502)
Increase (decrease) in operating hiabilities:
Accounts payable (26,432)
Accrued expenses (231,081)
Deferred revenue (519,237)
Total cash used by operating activities (972,798)

Cash flows from investing activities:

Purchase of equipment (7,052)
Total cash used by investing activities Ay (7,052)

Cash flows from investing activities:

Capital contributed by stockholders $ 200,000
Total cash provided by financing activities 200,000
Continued

The accompanying notes are an integral part of these financial statements
Page 5



EMPIRE FINANCIAL GROUP, INC

TEMENT OF CASH bLOWb“”“ s
FOR THE YEAR ENDED DECEMBER 31, 2003 (continued)

Net decrease in cash (779,850)
Cash and cash equivalents, beginning of year 1,032,518
Cash and cash equivalents, end of year $ 252,668

Supplemental disclosure of cash flow information:

Cash paid during the year for interest ' : $ 2,714

Supplemental disclosure of non-cash investing and financing activities:

Reversal of accrued distribution to S corporation stockholders $ 115,000

The accompanying notes are an integral part of these financial statements
Page 6



EMPIRE FINANCIAL GROUP, INC.
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DECEMBER 31, 2003

1. BUSINESS

Empire Financial Group, Inc. (the “Company”), incorporated in Florida on August 20, 1990, is a wholly
owned subsidiary of Empire Financial Holding Company (the “Parent”). The Company is a securities
broker dealer registered with the Securities and Exchange Commission and the National Association of
Securities Dealers, Inc. All securities transactions are cleared through clearing broker dealers on a fully

disclosed basis.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Cash and cash equivalents — The Company considers all unrestricted deposits and highly liquid
investments, readily convertible to known amounts, with an original maturity of three months or less, to be
cash equivalents.

Property and equipment — Property and equipment are recorded at cost. Repair and maintenance costs are
charged to operations as incurred. When assets are retired or disposed of, the cost and accumulated
depreciation are removed from the accounts, and any gains or losses are included in operations.
Depreciation of property and equipment are provided utilizing the straight-line method over the estimated
useful lives of the related assets.

Customer lists - Purchased customer lists are amortized over the estimated useful lives of the customers. A
significant portion of the customers are amortized over thirty-nine (39) months. Periodically, management
tests the customer lists to determine the viability. If sufficient revenues are not produced, an impairment is

recognized.

Impairment of long-lived assets - The Company evaluates the recoverability of its property and equipment
and other assets in accordance with Statement of Financial Accounting Standards Board No. 144,
“Accounting for the Impairment or Disposal of Long-Lived Assets” (“SFAS 144”). SFAS 144 requires
recognition of impairment of long-lived assets in the event the net book value of such assets exceeds the
estimated future undiscounted cash flows attributable to such assets or the business to which such assets
relate. SFAS 144 excludes goodwill and intangible assets. When an asset exceeds its expected cash flows,
it is considered to be impaired and is written down to fair value, which is determined based on either
discounted future cash flows or appraised values. The provisions of SFAS 144 are effective for financial
statements issued for fiscal years beginning after December 15, 2001. The Company adopted the statement
for the year ending December 31, 2002. No impairments were recognized during the year ended December

31, 2003.

Securities transactions — Securities transactions and the related revenue and expenses are recorded on a
trade date basis.

Advertising — Advertising costs are expensed as incurred.

Page 7
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DECEMBER 31, 2003

2, SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Income taxes — The Company is included in the consolidated federal income tax filed by the Parent.
Federal and state income taxes are allocated as if the Company filed on a separate return basis.

The Company accounts for income taxes according to Statement of Financial Accounting Standard No.
109, “Accounting for Income Taxes”, which requires an asset and liability approach to financial
accounting and reporting for income taxes. Deferred income tax assets and liabilities are computed
annually for differences between the financial statement and tax basis of assets and liabilities that will
result in taxable or deductible amounts in the future, based on enacted tax laws and rates applicable to the
periods in which the differences are expected to affect taxable income. A valuation allowance is recognized
if, based on the weight of available evidence, it is more likely than not that some portion or all of the

deferred asset will not be realized.

Income tax expense is the tax payable or refundable for the period, plus or minus the change during the
period in deferred tax assets and liabilities allocated to the Company from the Parent.

Management estimates and assumptions - The preparation of financial statements in conformity with
accounting principles generally accepted in the United States of America requires management to make
estimates and assurmptions 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 during the reporting period. Actual results can differ from those estimates.

Fair value of financial instruments — The financial instruments of the Corpany are reported in the
accompanying consolidated statement of financial condition at their carrying values, which approximate
their fair value due to their short-term nature.

3. RECEIVABLES FROM AND PAYABLE TO BROKER DEALERS AND CLEARING
ORGANIZATIONS

Commissions and other receivables from clearing organizations and payable to broker dealers and clearing
organizations at December 31, 2003 consisted of the following:

Receivable Payable
Settlement receivable ‘ $ 185,022 h) -
Receivable from clearing organizations 452,257 -
Payable to clearing organizations - 78,844

$ 637,279 $ 78,844

Page 8
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DECEMBER 31, 2003

4. DEPOSITS AT CLEARING ORGANIZATIONS

The Company has clearing agreements with two clearing brokers. Under these agreements, the clearing
brokers provide the Company execution and clearing services on a fully disclosed basis. The Company was
required to maintain total deposits of $304,468 at December 31, 2003 with the two clearing brokers.

-8 PROPERTY AND EQUIPMENT

At December 31, 2003, property and equipment consisted of the following:

Estimated
useful Iives

Equipment § 66,450 5-7 years

Computers 55,331 5 years

Furniture and fixtures 10,194 7 years
131,975

Less accumulated depreciation (116,297)

S 15678

Depreciation expense charged to income was $21,184 in 2003.

6. CUSTOMER LISTS
At December 31, 2003, customer lists consisted of the following:

Customer lists at cost $ 1,355,257
Less accumulated amortization (1,209,864)

§ 145393

Amortization for the year ending December 31, 2003 was $185,997. Estimated amortization for the year
ending December 31, 2004 1s $145,393.

Page 9
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7. STOCKHOLDER’S EQUITY

At December 31, 2002, while the Company was an S corporation, it accrued $115,000 for estimated
payments to the stockholders of the Company for income taxes for 2002. In 2003, the Company reversed
this accrual. During 2003, the Parent made a capital contribution to the Company in the amount of

$200,000.

8. RELATED PARTY TRANSACTIONS

For the year ended December 31, 2003, the Company incm'red‘approximately $605,000 in clearing charges
for services provided by a former, related company, Advantage Trading Group, Inc. (“Advantage”) and
recorded approximately $4,600 in order flow rebates from Advantage.

Pursuant to a management agreement, the Company paid management fees to the Parent in the amount of
$76,485 and received management fees from a subsidiary of the Parent, Empire Investments Advisors, Inc.
(“Advisors”), in the amount of $696,790. The agreement does not specify the services to be provided or the
nature and amount of the fees to be paid.

At December 31, 2003, due from Parent and affiliated company consisted of receivables for reimbursement
of operating expenses of $530,578 from the Parent and $47,607 from Advisors.

Through November 5, 2003, the Company leased its office space from a corporation owned by the then two
controlling officers of the Parent; after November 5, 2003, the leasing corporation was no longer owned by
officers of the Parent. During the year ended December 31, 2003, the Company recorded $138,531 as
rental expense. ‘

9. COMMITMENTS AND CONTINGENCIES

The Company is a defendant or co-defendant in arbitration matters incidental to its retail brokerage services
business. The Company is contesting the allegations of the complaints in these cases. In view of the number
and diversity of claims against the Company, the number of jurisdictions in which such matters are pending
and the inherent difficuity of predicting the outcome of the claims, management cannot state with certainty
the eventual outcome of these matters. In the opinion of management, based on discussions with legal
counsel, the outcome of the matters will not result in a material adverse affect on the financial position or

results of operations of the Company.

Page 10
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10. NET CAPITAL REQUIREMENTS

The Company is subject to SEC Uniform Net Capital Rule 15¢3-1, which requires the maintenance of
minimum net capital equal to $250,000 and requires that the ratio of aggregate indebtedness to net capital,
both as defined, shall not exceed 15 to 1. Net capital and the related ratio of aggregate indebtedness to net
capital, as defined, may fluctuate on a daily basis. At December 31, 2003, the Company had net capital of
$313,552, which was $63,552 in excess of its required net capital of $250,000. The Company’s ratio of
aggregate indebtedness to net capital was 2.80 to 1. The Company claims exemption from Rule 15¢3-3
under Paragraph (k)(2)(ii) of the Rule as all customer transactions are cleared through other broker-dealers

on a fully-disclosed basis.

11. OFF BALANCE SHEET RISK

Retail customer transactions are cleared through the Clearing Brokers on a fully disclosed basis. In the
event that customers default in payments of funds or delivery of securities, the Clearing Brokers may
charge the Company for any loss incurred in satisfying the customer obligations. Additional credit risk
occurs if the Clearing Brokers of affiliates do not fulfill their obligations. The Company regularly monitors
the activity in its customer accounts for conmpliance with margin requirements.

Page 11
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SECURITIES AND EXCHANGE COMMISSION

DECEMBER 31, 2003

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT:
Total stockholder’s equity qualified for net capital $ 1,242,040

Deductions:
Non-allowable assets:
Due from parent and affiliated company $ 578,185
Property and equipment 15,678
Other 334,625

Total non-allowable assets 928,488

Net capital before haircuts on securities positions 313,552

Haircuts

Net capital 313,552

Calculation of minimum net capital requirement:

6 2/3% of aggregate indebtedness 58,724
Minimum dollar net capital requirement »

of reporting broker 250,000
Net capital requirement (greater of two minimum requirement amounts) 250,000
Net capital in excess of required minimurm $ 63,552
Excess net capital at 1000% ' § 225,466
Ratio of aggregate indebtedness to net capital 2.80to1l
RECONCILIATION:
Net capital, of the December 31, 2003 unaudited Focus Report $§ 329,250
Net audit adjustments (15,698)
‘Net capital, per December 31, 2003 audited report, as filed ) 313,552

Page 12



EMPIRE FINANCIAL GROUP INC

CONTROL REQUIREMENTS UNDER SECURITIES AND EXCHANGE COMMISSION
RULE 15¢-3-3
AS OF DECEMBER 31, 2003

Empire Financial Group, Inc. is not required to file the above schedules as it claims exemption from Rule
15¢3-3 under Paragraph (k)(2)(ii) of the Rule as all customer transactions are cleared through other broker-
dealers on a fully disclosed basis.

Page 13
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"REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS
ON INTERNAL CONTROL REQUIRED BY SEC RULE 17a-5

To the Board of Directors
Empire Financial Group, Inc.

In planning and performing our audit of the financial statements and supplemental schedules of Empire
Financial Group, Inc. a wholly owned subsidiary of Empire Financial Holding 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, we have made a study
of the practices and procedures followed by the Company, including tests of compliance of such practices
and procedures that we considered relevant to the objectives stated in rule 17a-5(g)(1) in the following:

1. Making the periodic computations of aggregate indebtedness and net capital under rule 17a-3(a)(11);

2. Determining compliance with the exemptive provisions of rule 15¢3-3; and

3. Making the quarterly securities examinations, counts, verifications, and comparisons, and the
recordation of differences required by Rule 17a-13.

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: R

1. Complying with the requirements for prompt payment for securities under Section 8 of the Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System; and
2. Obtaining and maintaining physical possession or control of all fully paid and excess margin securities

of customers as required by Rule 15¢3-3.

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 control 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 Securities and Exchange Commission'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, assurarnce 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 preparation of the
financial statements in accordance 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.

Coral Ridge Financial Center
2419 East Commercial Bivd., Suite 302, Fort Lauderdale, FIL 33308
Telephone: (954) 202-9902  Facsimile: (954) 202-9903



Board of Directors

Because of inherent limitations in internal control or the practices and procedures referred to abové, erTors
or fraud may occur and not be detected. Also, projection of any evaluation of internal control to future
periods is subject to the risk that controls may become inadequate because of changes in conditions or that
the effectiveness of their design and operation may deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal control that
might be material weaknesses under standards established by the American Institute of Certified Public
Accountants. A material weakness is a condition in which the design or operation of one or more of the
specific internal control structure components does not reduce to a relatively low level the risk that errors 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 procedures 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 Securities and Exchange Commission 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 the 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 Securities and

Exchange Commmission's abjectives.

This report is intended solely for the information and use of management, the Securities and Exchange
Commission, and other regulatory agencies which 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 or should not be used

by anyone other than these specified parties.

&fs,
Ay s

Fort Lauderdale, Florida
February 27, 2004



