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- OATH OR AFFIRMATION

) TL-O ~as €. , @e xeS O~ swear (dr affirm) that, to the best of my knbwledge and belief

the accompanying financial statements and supporting schedules pertaining to the firm of Peregrine Financials &
© Securities, Inc., as of December 31, 2003, are true and correct. | further swear (or affirm) that neither the
company, nor any member, partner, proprietor, principal, officer nor director has any proprietary interest in any
' account classuf ed solely as that of a customer except as follows:

- .

7Z{w&/%/w — _ | Signature
'/CFD - Title
'2{? F~C—L 0'7;‘ | Date

-Subscribed and sworn to before me this‘

g~y |
28 ey of Februaey 2004

il G G

NN
,,,,,,,,,,

;;;;;

.JULIE E CAPITANI
NOTARY PUBLIC, STATE OF ILLINOIS

Notary Publnc/

By MYCOMMS& ¢
QUEDRES 12/18/2006

s

This report** contains (check all applicable boxes)

[x]
[x]
[x]

(x]"

[2]

[x]

(a)
(o)

(c)
(d)
(e)

(k)

(1)
(m)
(n)

(o)
(p)

Facing Page ) -

Statement of Financial Condition

Statement of. Income (Loss)

Statement of Cash Flows :

Statement of Changes on Stockholder s Equlty or Partners’ or Sole .
Proprietor’s Capital

Statement of Changes in Llabllltles Subordlnated to clalms of General
Creditors

vComputatlon of Net Capital for Brokers and Dealers pursuant to Rule 15¢3-1

Computatlon for determlnatlon of Reserve Requlrements Pursuant to Rule
15¢3-3

Information Relatlng ‘to the POSSQSSlOﬂ or Control, Requlrements for Brokers
and Dealers Under Rule 15¢3-3

A Reconciliation, including approprlate explanatlon, of the Computatlon of,
Net Capital under Rule 15c3-1 and the Computation for Determination of the
Reserve Reqguirements Under Exhibit A of Rule 15¢3-3

A Reconciliation between the audited and unaudited Statements of Financial
Condition with respect to methods of consolidation '

An Oath or Affirmation

A copy of the SIPC Supplemental Report

A report describing any material inadequacies found to exist or found to have
ex1sted since the date of the previous audit .

Independent Auditors’ ‘Reéport on Internal Accountbng Control‘

Schedule of Segregation Requirements and Funds in Segregation-Customers’
Regulated Commodity Futures Accounts Pursuant to CFTC Rule 1.10(d)2({iv)
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‘ DIMAGGIO VERAJA & COMPANY, LLC
Certified Pubhc Accountants & Busmess Consultants
567 James Court, Glendale Heights, IL 60139 3206 @ Phone (630) 790-4269 @ Fax: (630) 942-8269

i

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors : ‘
Peregrine Financials & Securities, Inc.
190 South LaSalle Stréet, 7" F loor
Chicago, IL 60606

We have audlted the accompanymg statement of .financial condition of Peregrine Fmanmals & Securities, Inc.
(“the Company”) as of December 31, 2003 and the related statements of i income, changes in ownership 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 QOur responsibility is to express an
opinion on these ﬁnanmal statements based on our audit. ' :

‘We conducted our audit in accordance with U. S. generally accepted auditing standards. Those standards require
that we plan and perform the audit to obtain reasonable assurance that 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 ﬁnan01al statement presentation We believe that our
~aud1t provides a reasonable basis for our opinion. =

In our opini‘on, the financial statements referred to above p_resent fairly, in all material respects, the financial
condition of Peregrine Financials & Securities, Inc. as-of December 31, 2003, and the results of its operations and
its cash flows for the year ended in conformity with U.S. generally accepted accounting principles. :

The accompanying ﬁnanc1al statements have been prepared assuming the Company will continue as a going
concern. As disclosed in Note 9, management has been made aware of a contingent liability resulting from an
investigation that is more fully described in this note. Management has estimated, and accrued the amount,
which, to the best of their knowledge and belief based on information currently available, will be paid to settle
this matter in the financial statements. However; there is a potential for future losses, raising a substantial doubt
about the Company’s ability to continue as a going concern. Except for the amount accrued, as described more .
fully in Note 9, the financial statements do-not mclude any additional adjustments that might result frorn the
outcome of this uncertamty

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 14 through 19 is presented for the 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 stated in all matenal respects in relation to
the basic financial statements taken as a whole.

‘775 4/0%40 )/ ’L@C@egy Lc,C/

Glendale Heights, Ilhn01s
February 22, 2004 ~
. ‘ 2.




~ TO BE COMPLETED WITH THE ANNUAL AUDIT REPORT ONLY:

7 INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report

- NAME (ifindividual; state last, first, middle name)

DIMAGGIO, VERAJA & COMPANY, LLC

3

ADDRESS

. . ‘ . -
T . . ° ! c ) ! !

567 James Court o [T71] GlendaleHeights [ 72 .. . [ 73] 60139 [ 74]
Number and Street - - * ~ City P -~ . State : Zip Code.
CHECK ONE

v'Certiﬁed Public Accountant .
‘ - . FOR SEC USE

DPublic Accountant .

~ ~ ~|
MR EL R .

DAccountaht not resident in United States-
or any of its possessions S

DO NOT WRITE UNDER THIS LINE...FOR SEC USE ONLY

WORK LOCATION - REPORT DATE ‘DOC. SEQ. NO. CARD

5] — 15 ’| T I

o ‘ L o SEC 1696 2 of 16
The accompanying notes are.an integral
part of these financial statements
4- .



FINANCIAL AND OPERATIONAL COMBINED UNIFORM SlNGLE REPORT

. v . PART IIA
BROKER OR DEALER PEREGRINE FINANCIALS & SECURITIES )
INC. k N 3 100
’ LI
STATEMENT OF FINANCIAL CONDITION FOR ‘NONCARRYING, NONCLEARING AND
CERTAIN OTHER BROKERS OR DEALERS
' . as of (MM/DD/YY) . . . 12/31/03 99
o L - - -SEC FILE NO. 8-50521 98
: ASSETS ; Consolidated ! -1 198
‘ Unconsolidated 199
: . . ) ‘Allowable Non-Allowable o .
1. Cash ' : $ - . 43,866 {200] o ‘ $ 43,866 [ 750 |
2. Receivables from brokers or dealers v : : : : ’ -
’ A. Clearance account - S 296,368 | 295 ] ’ o .
B. Other S ) o 300 . 550 . 296,368 [ 810]
3. Receivables from non- customers o : .- | 355 ) 9,050 | 600 ) 9,050 | 830
4. Securities and spot commodities ‘ ‘ : :
-+ owned, at market value: . .
A. Exempted securities . . o _ L 418
Debt securities S ' . ' 419
Options * - : o - - 420
Other securities . - - ’ . ' 424 - , . .
Spot commodities - ' ‘ - 14301 o - [850
5. Securities and/or other mvestments - : ‘ o
' A. At cost -$ ‘ 130 : . , :
- B. Atestimated fair value ' C ‘440 ) 610 R )
6. Securities borrowed under subordination agree- . : :
" ments and partners' individual and capital . ‘ .. .
securities accounts; at market value: ’ ) ; 4601 . T 630 - {880
A. Exempted : ‘ ‘ ) ’
.securities § 150 |
B. Other -
securities $ [160] - - . : - o . ‘
7. - Secured demand notes - ' : 470 - [640 ' ‘ 890
market value of collateral - ’ E : ’ . . ’
A. Exempted
securities § [170]
B. Other
securities $ [180]
8. Membershipsin exchanges
A. Owned, at : .
market  $ L . 190 : "
B. Owned , at cost o o . o . - | 650
C. Contributed for use of the company, ' o , ) o )
at market value . - : ] : 660 - - - | 900

9. Investmentin and receivables from
affiliates, subsidiaries and - . ’ . '
‘associated partnerships , _ : 480 . . .- [870 : - [910]
10. Property, furniture, equipment, o : : . ’ .
leasehold improvements and rights
-under lease agreements, at cost-net
- of accumulated depreciation o ~ - .
- and amortization ) ‘ ) ' 1490 15,750 [ 680] - . 15,750 | 920

11. Other assets .. ‘ . R 535, ‘ 113,444 | 735 113,444 | 930
12.- TOTAL ASSETS . ' © 340,234 {540 738,244 7| 740 478, 940

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



FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PARTIA

BROKER OR DEALER o PEREGRINE FINANCIALST& SECURITIES, INC. - as of ) 12/31/03

. 3 .

STATEMENT OF FINANCIAL CONDITION FOR NONCARRYING NONCLEARING AND
) CERTAIN OTHER BROKERS OR DEALERS

LIABILITIES AND OWNERSHIP EQUITY

Al o Non-A.l

.6

’

Liabilities - ' ' Liabilities - g  Liabilities Total
-13. Bank loans payable o $ - T1045]s , “[1285)s - [1470]
14. Payable to brokers or dealers: . ’ v , ; . S ‘
A.Clearance account - .~ ‘ : Cf111a) 1315 1560
B. Other ' L 89,445 [ 1115] -l1305] . 89,445 [ 1540
15. Payable to non- customers ' , - 11155 . -11355 ' -|1610
16. Securities sold not yet purchased _ .
at marketvalue . . ‘ - | 1360! - [—11 620
. 17. Accounts payable, accrued Iiabilities, o \ _ : o
expenses and other ‘ R 390,031 [ 1205 - l 1385| . 390,031 | 1685
18. Notes and mortgages payable: , o - - o
"~ A Unsecured . : o - 1210 - - 1690
B. Secured : ‘ R 1211 L [1390] 1700
19. Liabilities subordinated to claims - ' ' ‘
of general creditors: ‘ o o :
A. Cash borrowings: ' , ‘ ‘ | 1400| ‘ 1710[
1. from outsiders § ' . N : ' .
2 includes eqmty subordmatlon 1503 1gdn
B. Securmes borrowmgs at market value ’ o ) ‘ ]1410]_ . [1720'
from outsiders $ o I | ’ ‘
C. Pursuant to secured demand note R R
coliateral agreements: - o _[1420] [1730]
1. from outsiders $- [ 1000 I ’ ‘ )
: 2 -Includes equity. subordmatlon (15¢3-a(d
| 1010 l
D Exchange memberships contributed for . . ]
" use of company, at market value e ’ » l1430] |1740| )
_E. Accounts and other borrowings not o o ' .
. qualified for net capital purposes - o 1220]. - : 1440 : 1750
- 20. TOTAL LIABILITIES - $ . 479,476 | 1230($ - 1 1450)% " 479,476 [ 1760
Ownership Equity
21. Sole proprietorship . - : ) o . S 8 1770
22. Partnership (limited partners - .8 ‘ . I 1020]) : 1780
23. Corporation: L o
A Preferred stock 4 : o 1791
B. Common stock , : _ ) o : 885,000 | 1792
C. Additional-paid-in capital - ‘ . v : ’ - ' 1793
D. Retained earnings N o o (885,998)] 1794
E. Total ' s : 1795
F. Less capital stock in treasury : _ . : : » 1796
24, TOTAL OWNERSHIP EQUITY . . (998){ 1800
25.  TOTAL LIABILITIES AND OWNERSHIP EQUITY E I : $ 478,478 11810
The accompanying notes are an integral part . C ) -
of these financial statements



FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

PART IIA

‘BROKER OR DEALER PEREGRINE FINANCIALS & SECUR|TIES, INC.

©ONO O AW

"~ For the period (MMDDYY - 01/01/03 [3932] to

23. Income (cur~rent month only) before provision for Federal income taxes and extraordit § -

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

-7-

12/31/03 3933
Number of months included in this statement 12 3931
STATEMENT OF INCOME (LOSS)
- REVENUE
1. 'Commlsswns : :
a. Commissions on fransations in exchange listed equnty securities executed onane$ 202,307 | 3935
b. Commissions on listed option transactions 305,979 | 3938
c. All other securities commissions ' 3,760,493 | 3939
d. Total securities commissions 4,268,779 | 3940
2. Gains or losses on firm securities trading accounts ‘ .
a. From market making in options on a, nat|onal securmes exchange . - | 3945
b. From all other trading : - | 3949
c. Total gain (loss) - |.3950
Gains or losses on firm’ securmes investment accounts 3952
Profit (loss) from underwriting and selling groups 3955
- Revenue from sale of lnvestment company shares 3970
- Commodities revenue ‘ - [ 3990
Fees for account supervision, lnvestment company shares 3975
Other revenue ] 140,704 | 3995
Total revenue o S 8 4,409,483 | 4030
EXPENSES
10. Salanes and other employment costs for general partners and votmg stockholder offu $ 4120
11. Other employee compensation and benefits . 539,484 | 4115
_12 Commissions paid to other broker-dealers ‘3,506,640 | 4140
13. Interest expense . ‘ 1,134 | 4075
a. Includes interest on accounts subject to subordinat ' [4070] ‘
14. Regulatory fees and expenses’ o ' 71,580 ] 4195
15, Other expenses CoL 792,818 | 4100
16. Total expenses. - : $ 4,911,656 | 4200
‘NET INCOME
17. Net income (loss) before Federal Income taxes and items below (item 9 less item 16) $ {502,173)] 4210
" 18. Provision for Federal Income taxes (for parent only) - 4220
" 19. Equity in earnings (losses) of uncomsolldated sub3|d|ar|es not mcluded above 4222
' a. After Federal income taxes of - ) o ‘ Ll238|
20. Extracrdinary gains (lossés) s - : ’ | 4224 |
a. After Federal income taxes of B o ' " [4239] ' :
21. Cumulative effect of changes in accounting principles - | 4225
- 22. Net income (loss) after Federal income taxes and extraordinary items $ {502,173){ 4230
MONTHLY INCOME.

| 4211 I




FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

PART IIA

BROKER OR DEALER PEREGRINE FINANCIALS & SECURITIES, INC.

’ADDI}TIONS/DEDUCT!ONS FROM NET‘ CAPITAL

ADDITIONAL CAPITAL ADDED ‘ $ “ 60,000

PRIOR PERIOD ADJUSTMENT , :
REDUCTION OF TAXBENEFIT. § 130,498

' The accompanying notes are an integral _
part of these financial statements

~For the period (MMDDY__ 01/01/03 to 12/31/03
~ STATEMENT OF CHANGES IN OWNERSHIP-EQUITY
(SO_LE PROPRIETORSHIP, PARTNERSHIP OR CORPORATION}))

- Balance; beginning of period , S S % 571,673 | 4240
'A.Netincome (loss) ‘ o ' S (502,173)| 4250
B. Additions (Inciudes non-conforming capitalof - - $ C "4262 ) 60,000 | 4260
C. ~D>eductio‘ns> (Includes non-conforming capital of , 4272 |) (130;498)| 4270
Balance; end of period (From item 1800) . ‘ $ (998)| 4290

STATEMENT OF CHANGES IN LIABILITIES SUBORDINATED

TO CLAIMS OF GENERAL CREDITORS

Balance, beginning of pe-riod - o 4 $ 4300
A. Increases L ' 4310
- B. Decreases 4320
Balance, end of period (From item 3520) -~ - ’ ' } o $ 4330




- PEREGRINE FlNANClALS SECURITIES; INC.

STATEMENT OF CASH FLOWS

'FOR THE YEAR ENDED DECEMBER 31, 2003 |

CASH PROVIDED BY (APPLIED TO) OPERATING ACTIVITIES

Net Income
* Adjustments to reconcile net lncome to net cash
provided by operating activities :
(Increase)/decrease in assets
Depreciation
.Receivable from brokers or dealers clearance
Receivables from brokers or dealers-other -
' Receivables from noncustomers ‘
Other assets '
Increase/(decrease) in llabllltles
Payable to brokers or dealers
Other payables

CASH APPLIED TO INVESTING ACTIVITIES |
Purchase of equipment '
CASH PROVIDED BY, FINANCING ACTIVITIES I
PRIOR PERIOD ADJUSTMENT
CAPITAL CONTRIBUTION
 NET DECREASE IN CASH '
CASH AT BEGINNING OF PERIOD

CASH AT END OF PERIOD.

Interest expense

Thelacc'ompanying notes are an integral
part of these financial statements
. _9_

(502,173)

6,868
32,133
81,430
61,456

157,594

(84,235)
270,966
24,039

| @362

(4.362)
(130,498)
60,000
(70,498
(50,821) °
94,687

: 43,866

1,134



‘ ACCOunting Estimates

Cash Egulvalents

. Forelgnv Currency Translation -

PEREGRINE FINAN CIALS & SECURITIES INC
' (an Iowa corporatlon)

NOTES TO THE FINANCIAL STATEMEN TS

FOR;THE YEAR ENDED_DECEMBER 31, 2003 R

 NOTE1 ;-‘SIGNIFICANT ACCOUNTING' POLICIESV

. Peregrine Fmanclals and Securmes Inc. (The Corporatron) began domg business as a registered broker-dealer in -

securities with the Securities and Exchange Comrnlssron in December 1998 In this capacity, it executes agency
transactlons for 1ts customers. :

In the normal course of its business, the Corporatron enters into fmancral transactions where the risk of potent1a1 loss' -
due to change in market (market risk) or failure of the other party to the transaction to perform (credit risk) exceeds
the amounts recorded for the transactron ‘The nature of these risks is descrrbed in the footnote descrlbmg the
transactron :

Basrs of Accountmg

The Corporatron ] ﬁnanc1a1 statements are prepared on the accrual basis of accountmg, whlch conforms to U. S
generally accepted accounting principles. ‘

5

N

The preparatron of ﬁnancral statements in confomnty w1th USs. generally accepted aceountmg principles requrres

- management to make estimates and assumptions that affect the reported amounts of assets and liabilities and -
“disclosure of contmgent assets and liabilities at the date of the financial statements and reported amounts of revenues.

and expenses durmg the reported perrod Actual results could differ from those estrmates ,

, Concentratronvof Credlt Risk

" The Corporation maintains its cash in bank depos'rts, u/hrch at tlmes ‘may exceed federally insured lmnts of $100,000. .
At December 31, 2003 the Corporanon scash i in bank deposrts did not exceed federally insured limits.

,.

For purposes of the statement of cash flows, the Corporatron considers all hrghly 11qu1d debt 1nstruments purchased

with maturrty of three months or less to be cash equ1va1ents

Ac_counts Recervable

At Deceriber 31, 2003, the réceivable from clearing broker reflected on the statément of financial condltron was
substantlally in cash. No valuation allowance for receivables has been established, as ‘managerment beheves all

recervables are fully collectrble

Assets and liabilities denominated in foreign currencies are translated at year-end rates of exchange, while the income
statement accounts are translated at. average rates of exchange for the year. Gams or losses resulting from forergn
currency translations are included in net mcome »

Securities‘ Transactions

Customers secuntles transactrons are reported ona trade date basrs wrth related commission 1ncome and expenses

.reported ona trade” date basis.

i Marketable securities are valued at market value.

.—1 0.-
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Advertising and Promotion

The Corporatlon expenses advert1s1ng costs as they are incurred. Durmg the year ended December 31, 2003, these ,

_'costs amounted to $4 220.

'Accrued Eleovee Absences

.

The Corporanon has not accrued for employee absences because the amount cannot be reasonably estimated and

,management is of the belief that the amount would be immaterial.

Property and Equipment

' "The cost of property and- equipment is depreciated over the estimated useful lives of the related asséts. Depreciation is
_computed over the straight-line method, which conforms to U.S. generally accepted accounting prmcrples The useful K

lives of property and equrpment for purposes of computmg deprecratron are as follows

Furniture and ﬁxtures S . y, 7 years
Software. B : ' 3 years
Equlpment . 3-Syears

Deprecratron and amort1zat1on expense of property and equlpment charged to operatlons was $6,868 for the year

E ended December 31, 2003, The major classes of ﬁxed assets are as follows:

IR , Accumulated A
- -AssetClass Cost . R Depreciation
Furnitre and fixtures -~ $ 7,840 . $ 1120
Software -~ . o . 8864 2,051
~ Equipment o 14,524 . . _3.697

Total ~$31228 . . . $6368

NOTE2- CAPITAL STOCK

The authorized, issued, and outstandmg shares of caprtal stocl( at December 31, 2003 were as follows:
Common stock, no par value authonzed 1 000 000 shares, 564,000 shares 1ssued and outstandmg

NOTE 3- RELATED PARTY TRAN SACTIONS

PFG whrch shares common ownershrp wrth the Corporat1on prov1des facilities management services for the
Corporation. These fees include rent, accounting and cash management services. The Corporation reimburses PFG
on a regular t basis. The total of these charges expensed during the year ended December 31, 2003 was $871, 349, of
whrch $8l 1,287 was paid during the year then ended with a payable at year-end of $6O 062 .

Recelvables from non-customers rnclude an error froma broker in the amount of $9,050.

NOTE 4 — EMPLOYEE BENEFIT PLAN S

Substantlally all the Company s employees are covered by an affiliate’s deﬁned contribution ret1rement plan This

. plan is funded on an annual basis from current contributions, which are made at the affiliate’s discretion. Employees -

may make contributions to the plan ona voluntary basrs however the Corporatron has no contribution obligation
under the plan. ‘

NOTE 5_NET CAPITAL REQUIREMENTS ‘

At December 31, 2003 the Corporatlon s net capital as computed pursuant to the rules of the Nat10nal Securities-

Dealers Assoc1atron was $119,222, wh1ch was $19 222 more than the minimum net capital requirement of $100,000.

A1
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ﬁnancral posmon Recognition of thls loss had the impact of i mcreasmg the net loss by $268,100.

NOTE 6— INCOME TAXES

The Corporatron has net loss carry forwards for tax purposes whrch 1f not used against taxable income, expire in
varying amounts through 2020. The Corporation accounts for income taxes in accordance with Statement of financial

-Accounting Standards 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 law and rates applicable to the periods in which the differences’

are expected to affect taxable income. Income tax expense or benefit is the tax payable or refundable for the perlod
plus or minus the change during the perlod in deferred tax assets and llabllmes

As of December 31 2003, the approximate income tax beneﬁt arrsmg from the net loss carry forwards was $32,100.
The Corporatlon has reviewed the components of i 1ts deferred tax assets and has determmed that it is more likely than '
not that the asset will- be reahzed

For the year ended December 3 1 2003 the deferred tax hablhty arising pnmarlly from deprematlon expense
differences was immaterial. S :

NOTE 7 - FINANCIAL INSTRUMENTS WITH OEF-BALANCE SHEET CREDIT RISK

The Corporation introduces its customer transactions to a broker with whom it has a correspondent relationship for
execution and clearance in relation for execution and clearance in accordance with the terms of a clearance agréement.
In connection therewith, the Corporatron has agreed to mdemmfy its clearing broker for losses that the clearing broker
may sustain related to the Corporation’s:customers. Securities purchased by customers in connection with those

transactions are held by the clearing broker as collateral for the amounts owed.

Asan mtroducmg broker the Corporation holds no customer cash or securities balances. Securltles transactions are

- processed by clearing brokers on a fully disclosed basis.” Due fo the nature of their operatlons the Corporation may -
_have significant credit exposure due to the potential inability of their customers to meet their commitments, pursuant
" to securities transactions, which can b€ directly impacted by volatile trading markets. These activities may expose the 4

Corporation to-off balance sheet risk in the event the customer is unable to fulfill its contracted obligations, which
may require the Corporation purchase or sell ﬁnanmal instruments at prevar]mg market prices in order to fulfill the
customer’s obhgatlons '

The Corporatlon s policy is to continuously monitor its exposure to market and counter party I'ISk through the use ofa
variety of ﬁnanc:1a1 position and credit exposure reporting and control procedures. In addition, the Corporation has a

*policy of revrewmg the credit standing of each broker/dealer, clearmg orgamzatron, customer, and/or other counter
. party with which it conducts busmess

NOTE 8- TRANSF ER OF ACCOUNTS

- The Corporatlon entered into an Agreement Regarding Transmon of Accounts during November 2003. Among other

thmgs this agreement provrdes for the transfer of 51gmﬁeant1y all of the Corporation’s existing ‘customer accounts to.

-another NASD registered Broker Dealer. Subsequent to the transfer the Corporatron will receive a portron of the net

commissions received by the new Broker Dealer.

NOTE 9— CONTINGENCIES

Durmg 2003 the Corporation became aware of'an 1nvest1gat10n by the National Assocratron of Securities Dealers
(NASD) for potentlal violations of various NASD Rules and potentlal settlement of two customer complaints.
Management believes these items will require recognition of losses in future years. While the exact amount of these

losses is not known, based on the 1nformat10n currently available, an estimate for future settlement of these claims and

fines has been made and accrued in ‘the financial statements in the amount of $268,100. This amount has been
recognized as a loss in the current year and ‘appears as a contingent lrabthty i the Decernber 31, 2003 statement of

5.
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In addmon the Corporatlon is involved in various legal actlons arising in the normal course of business. Management

" -cannot predict the outcome of these legal actions or estimate the amount of any loss that may result. However,

Management believes that losses resulting from these matters, if any, would not have a material effect on the financial
position of the Corporation. Accordmgly, no provision for any additional contingent liabilities that may result, other
than those‘in the above-mentioned paragraph, has been made in the financial statements. ‘

' NOTE 10 SUBSEQUENT EVENT

On F ebruary 12,2004, the Corporatlon submitted a “Letter of Acceptance Wanver and Consent for the nurpose of

_proposing a settlement of the above-mentioned NASD 1nvest1gat10n Acceptance of thls proposal is currently pending
- “as of the date these ﬁnancml statements were 1ssued

On February. 27 2004, the Corporation ceased broker-dealer activities. Itis the intent of the Corporatxon to continue

"in business, receiving a portion of the net commissions received by the new broker dealer pursuant to the transfer of
_accounts agreement in Note 8. ‘ :

T
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FINANClAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

o

- Net Capital

OTHER ADDITIONS AND/OR ALLOWABLE CRED|TS LINE7

ACCRUED NASD SETTLEMENT
ACCRUED TSAK SETTLEMENT ‘

NON-ALLOWABLE ASSETS - LINE 6a
DEFERRED TAX BENEFIT
- PREPAID EXPENSES
OTHER NONCURRENT RECEIVABLES
SUBTOTAL :

RECEIVABLES FROM RELATED PARTIES

$ .

$\

251,100
17,000

$ 268,100

32,100

44,363

36,981
113,444

9,050

FIXED ASSETS (NET OF. ACCUM. DEPREC.) -

15,750

PART IIA
BROKER OR DEALER PEREGRINE FINANCIALS & SECURITlES INC as of 12/31/03
COMPUTATION OF NET CAPITAL
1. Total ownership equity from Statement of Financial Condition (998)| 3480
2. Deduct ownership equity not allowable for Net Capital -1 3480
3. Total ownership equity QUaliﬂed fér Net Capital - (998) 3500 |
4’ Add: .
A Liabilities subordinated to claims of general creditors allowable in computatlon of net caplta| 3520
B. Other (deductlons) or allowable credits (List) | 3525
Total capital and allowable subordinated ||ab|l|t|es (998)] 3530
6. Deductions and/or charges: - . .
: A. Total nonallowable assets from Statement of Financial Condmon (Notes B« - 138,244 | 3540
B. Secured demand note defi iciency - ' 3580
C. »Commodlty, futures contracts ¢
proprietary capital charges 3600 :
_ D. Other deductions and/or charges 3610 "~ (138,244)] 3620
"~ 7. Other additions and/or allowable credits {List) '268,100 | 3630
8. Net capital before haichts on securities positions . 128,858 | 3640
9. Haircuts onsecurities (computed where appllcable '
pursuant to 15¢3-1 (f)): »
A. Contractual securities commitments " {3660
B..Subordinated securities borrowings 3670
C. Trading and investment securities:
1. Exempted securities 3735
. 2. Debt securities 3733( .
3. Options - 3730
4, Other securities 8,075 | 3734
D. Undue Concentration 1,283 | 3650
E. Other (List) " LossTo Convert 3736 (9,358} 3740~
10 ' o 119,500 | 3750




FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
: PART IIA

. BROKER OR DEALER ~ PEREGRINE FINANCIALS & SECURITIES, INC. as of 12/31/03

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

PART A . S ' ' : o

kA 'Minimum net capital required (6-2/3%-of line 19} - - ’ I $ 31,967 | 3756
12. Minimum dollar net capital requirement of reporting broker or dealer and minimum net capital requirement
© of subsidiaries computed in accordance with Note (A) - $ 100,000 | 3758
13. Net capital requirement (greater of line 11 or 12) : . $ 100,000. | 3760
14. Excess net capital (line 10 less 13) ' R ' $ 19,500 | 3770
15. Excess net at'1000% (line 10 less 10% of line 19) ‘ $ 71,552 3780
COMPUTATION OF AGGREGATE INDEBTEDNESS
16. Total A.l. llab|I|tres from Statement of Fmancral Condrtlon $ 479,476 |3790~| '
17. Add: ‘ : , o g '
© A Drafts for |mmed|ate credit R : $ ‘ |3800|
~ B. market' value of securities.borrowed for whlch no equrvalent .
‘valye is paid or credited : ‘ 3810 » ~
' C. Other unrecorded amounts(List) N c ‘ 382013 ( 3830
19. Total aggregate indebtedness ’ ‘ ' $ 479,476 | 3840 |,
20.-Percentage of aggregate indebtedness to net capital (line 19/ line 10)° ) % . 401%]( 3850
21. Percentage of debt to debt equuty total computed i accordance with Rule 1503 1 (d) % 0.0] 3860
COMPUTATION OF ALTERNATE NET CAPITAL REQUIREMENT
PART B

22. 2% of combmed aggregate debit items as shown in Formula for Reserve Requlrements pursuant to Rule
15¢3-3 prepared as of the date of the net capital computatron mcludlng both brokers or dealers

and consolidated subsidiaries' debits ’ . $ ‘Ol 3870]
23. Mrmmum dollar net capital requirement of reporting broker or dealer and minimum net capital .
: requwement of subsidiaries computed in accordance with Note (A) : -9 . [3880]"
24. Net captial requirement (gréater of line 22 or 23) N 3 . | 3760
25. Excess net capital (line 100 less 24) L B 3910
26. Net capital in excess of the greater of: : ‘ .
‘A. 5% OF COMBINED AGGRETATE DEBIT ITEMS OR $12O 000 ‘ : : $ |~3920|
- NOTES:

(A) The minimum net. caprtal requirement should be computed by adding the minimum dollar net capital requirement
of the reporting broker dealer and, for each subsidiary to be consolidated, the greater of:
1. Minimum dollar net capital requirement, or
2. 6-2/3% of aggregate indebtedness or 4% of aggregate debits if alternative method is used.

‘ (B) Do not deduct the value of sécurities borrowed under subordination agreements or secured demand note

covered by subordination agreements not in satisfactory form and the market values of memberships in
exchanges contributed for use of company (contra to rtem 17400) and partners’ securities which were
‘included in non-allowable assets.

(C) For reports filed pursuant to paragraph (d) of Rule 17a-5, respondent should provide a list of matenaI
.non-allowable assets.

-15-



' , PEREGRINE FINANCIALS & SECURITIES INC
COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS
. © " PERSUANT TO RULE 15¢-3
as of December 31, 2003

"The company d|d not handle any customer cash or securltles dunng the year ended December
31, 2003, and does not’ have any customer accounts

’ PEREGRINE FINANCIALS & SECURITIES INC..
COMPUTATION FOR DETERMINATION OF PAIB RESERVE REQUIREMENTS
PERSUANT TO RULE 15¢-3
_as of December 31, 2003

The Company did not handle any proprletary accounts of mtroducmg brokers dunng the year
ended December 31 2003 and does not have any PAIB accounts

PEREGRINE FINANCIALS & SECURITlES INC.
" INFORMATION RELATING TO THE POSSESSION OR CONTROL
REQUIREMENTS UNDER RULE 15¢3-3
as of December 31,2003

The Company did hot handle any customer cash or securltles durlng the year ended.
December 31, 2003 and does not have any customer accounts

-16- -
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'DIMAGGIO, VERAJA & COMPANY, LLC
~ Certified Public Accountants & Business Consultants

567 James Court, Glendale Heights, IL 60139-3206 ® Ehone (630) 790-4269 ® Fax: (630) 942-8269

THE INDEPENDENT AUDITORS’ REPORT ON INTERNAL ACCOUNTING CONTROL
REQUIRED BY SECURITIES AND EXCHANGE COMMISSION RULE 17a-5 o

To the Board of Directors =~
Peregrine Financials & Securities, Tnc.
190 South LaSalle Street 7" Floor

~ Chicago, IL 60606

In planning and performmg our audit of the ﬁnan01a1 statements of Peregrme F1nanc1a1s & Securmes

~Inc. for the year ended. December 31, 2003, we considered its internal control structure, including

procedures for safeguarding securities, in order to determine our auditing procedures for the purpose of

- expressing our oplmon on the fmanmal statements and not to provide assurance on the internal control

structure.

We also made a study of the practices Eandlprocedures followed by the Companyu in making the periodic
computations of aggregate indebtedness and net capital under rule 17a-3(a) (11) and the procedures for

- determining compliance with the exemptive provisions of rule 15¢3-3. We did not review the practices
- -and procedures followed. by the Company in making the quarterly securities examinations, counts,
verifications, and .comparisons, and the recordation of differences required by rule 17a-13 or in

complying with the requirements for prompt payment for securities under section'8 of Regulation T of
the Board of Governors of the Federal Reserve System, because the Company does not carry securlty
accounts for customers.or perform custodial functions relating to customer act1v1t1es

N The management of the ‘Company is: respons1ble for estabhshmg and maintaining an internal control

structure and the practices and procedures referred to in the precedmg paragraph. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected benefits and
related costs of internal control structure policies and procedures 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 Commission’s above mentioned objectives. Two of the objectives of an internal

* control structure 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 unauthorlzed use or disposition ahd that- transactions are executed in accordance with

" management’s authorization and recorded properly to permit preparation of financial statements in
- conformity with U.S. generally.accepted accounting principles.
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February 22,2004

Peregrine Financials & Securities, Inc.

Rule 17a 5(g) lists addltlonal objectwes of the practlces and procedures listed in the precedmg'
paragraph :

" Because of inherent limitations in any internal control structure or the practices and procedures referred

to above, errors or irregularities 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 de31gn and operation may deteriorate.

Our consrderatlon of the 1nterna1 control structure would not necessarﬂy disclose all matters in the

internal control structure 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 structure elements does not reduce to a relatively low
level the risk that errors or irregularities in amounts that would be material in relation to the financial
statements being audited may occur and not be detected within a tlmely period by employees in the

. normal course of performlng their ass1gned functtons

‘ Ho‘wever during our study and evaluatron we noted the following matter involving the internal control

environment and control procedures that we consider to be a material weakness as defined above. This
matter was in regard to the NASD investigation and enforcement actions more fully described in Note 9.
Resolution of this matter is currently pending NASD' acceptance of the Company’s “Letter of

.'Acceptance, Waiver and Consent” which has been submitted for approval. This matter was considered

in determining the nature, timing, and extent of the procedures to be performed in cur audit .of the

financial statements of Peregrine Financials & Securities, Inc. for the year ended December 31, 2003,
~and this report does not affect our report thereon dated February 22, 2004.

We understand that practices and procedures that accomphsh the ObjGCtIVCS referred to in the second
paragraph of this report are consxdered by the Commission 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 mot accomplish such objectives in all material respects: indicate a material inadequacy for such
purposes. Based on this understanding and on our study, aside from the matter described in the

“paragraph above, we believe that the Company’s practices and procedures were adequate at December
31,2003, to meet the Commrss1on s objectives. : :

This report is intended solely for'the use of management, the Securities and Exchange Commission, the -
National .Association of Securities Dealers, and other regulatory agencies which rely on Rule 17a-5(g) -
under the Securltles and Exchange Act of 1934 and should not be used for any other purpose. :

U /%W“

Glendale Helghts Illanls
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PEREGRINE FINANCIALS & SECURITIES INC. .

RECONCILIATlON OF NET CAPITAL COMPUTATION ,
OF AUDITED FINANCIAL STATEMENTS AND THAT PER THE COMPANY'S
- UNAUDITED FOCUS REPORT, AS FILED
" AS OF DECEMBER 31 2003

NET CAPITAL PER COMPANY S UNAUDITED FOCUS REPORT

AS FILED
) Reé from noncustomers - Company FOCUS report - o » 19,000
" Rec. from noncustomers - audited fnanmals - . (9,050)

- Difference - o ’ 9,950

" Explanation: To record cugtome_r settlement subsequent to yeaf-end;

Other asets - Company FOCUS i'e—port AR o ‘ (273,042)

Other asets ~ audited financials B A o ' 113,444
Difference - A . ' ‘ (159,598)

Explanation - To reduce accrued tax benefit ($130,498) énd remove uncollectible deposit ($30,000)

" Accounts payable Non Al - Company FOCUS Report’

Account payable Non A.l. - audited financials ~ ' (268,100)

Difference ) . ‘ ' . (268,100)

- Explanation: To accrue forcbniingent Iiabilit('es S

Net income - Company FOCUS report E . ‘ - » k 193,626‘
Net income - audited financials R . L (502,173)
Difference . : R I (308,547)

Explana_tiqn:‘ To adjust.P/L.accounts for the above ba/ance items

Haircuts - Company FOCUS report A ' . 1,262

Haircuts - audited financials ‘ o : L (1,283)

Difference . . ' ‘ (21)
Explanation: Additional haircut taken

Prior Period Adjustment - Company FOCUS report

Prior Period Adjustment - audited financials =~ - (130,498) -

Difference: - ' T ) (130,498)

Exp/anat/on Pnor penod ad/ustment to con'ect tax benefit asset

NET CAPITAL PER AUDITED FlNANClAL STATEMENTS -
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$

$

120,918

9,950

159,598

268,100

(308,547)

@21)

(130,498)

119,500



