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Stephen C. Apelilo
Certified Public Accountant
1493 Route 9 - Schodack, NY 12033
(518)732-4010

INDEPENDENT AUDITOR'S REPORT

To Stockho&ders
Pirrone & Company, luc.

[ have audited the accompanying statement of financial condition of Pirrone & Company,
Inc. as of December 31, 2003, and the related statemnent of income and stockholders’
equity, and statement of cash flows, for the year then ended. These financial statements
are the responsibility of the-Company’s management. My responsibility is to express an
opinion on these financial statements based on my audit.

I conducted my audit in accordance with generally accepted auditing standards. Those
standards require that | plan and perform the audit 10 obiain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes
examning, on 2 test basis, evidence supporting the amowms and disclosures in the
financial statemnents. An audit also includes assessing the accounting principles used and
_significant estimates made by management, as well as evaluating the overall financial
statement presentation. [ believe that my audit provides a reasonable basis for my
opinion. ' '

In my opinion; the financial statements referred to above present fairly, in all material
respects, the financial position of Pirrone & Company, Inc. as of December 31, 2003, and
the results of its operations and cash flows for the vear then ended in conformity with
generally accepted accouniing principles.

My audit'was conducted {or the purpose of forming an opinion on the basic financial
statements taken as a whole. The information contaiped in Schedule J s presented for
purposes of additional analysis and is not a required part of the basic financial statements,
but is supplementary information required by the Securities and Exchange Commission,
Such information hag been subjected 10 the auditing procedures applied in the audit of the -
basic financial statements and, in my opinion, is fairly stated in all matenial respects in
relation to the basic financial statements as a whole.
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Pirrapa & Company. Inc. i$ an introducing broker that clears aii iransacuons vi fully
‘diealaced hagis with Pershing (a division of Donaldson, Lulkin & jenrene Sevuniiss
Corpr}zm-ihn) ‘The company promptly transmits all customer tunds and securnies w

. wha carries all-'of the accounts of such customers and maintains and preseives
nd f-r'nrdc pursuant 10 the requirements of Rules {7a-3 and 17a-4. Asa
mpany is not n_omred to report the computatxon for Determmanon of
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‘ Stephen C. Apaiio
February 29, 2003
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Pirrong and Company, Inc.
Siatament of Financial Condition

December 31, 2003

ASSETS

Cash = ' % 6193
‘Reteivadies from brokers, Sealars snd clagring orgenization 6.882

Receivaties from non-customsers 10.408

Securities owned ~ at market (Nete' 1) 1
© Furniture, equisment and leasehold improvements, at cost,

" less accumutated depreciation of $23,844 542

Deposits with clearing organization 25,000

Other assats ‘ 4,210

Total Assels _ § 53,238

LIABILITIES & STOCKHOLDERS EQUNTY

" Liabitities

Accounis payable & accrued expenses $ 20,865
Une of credit - Key Benk (Note B) 15,000

Commitments & contingent tiabilities (Note 2)
Totat Liabilities 35,865

Stockholders' Equity

(?ommop stock (no par; 200 shs auth.; 100 shs igsued.} 100
Additional.paid-in capitat 75,188
Retained earnings | i 201,001
Less common stock in reasury, at cost _ -286.318
Total Stockholders' Equily (Note 3) 17,371
Total Liabilities & Stockhoider's Equity ‘ - $ 53236

n

See ingeoandent auditor’s report and notes to finantral statemedis.
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Pirrone and Company, inc.
Statement of income

Far the Periog Ending December 31, Z0U3

- REVENUE

- Commigsions
Net investment gains {losses)
interest & dividends
" Fee income
" Other revenue (losses]

Total Revenue.
EXPENSES:

*Employee compensation & benefits
‘Commissions & clearing house charges
Information services '
Rent - offite & sauiprent
Depreciation & amortization
Reguiatory faes & expsnses
interest expense
Other expenses (See Schedule 1)

Totel Expenses

Nét Inceme (LésS)I(Note 4)

See independent auaiors report and noes 1 fianCish Statemesid.
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Pirrona and Company, Ing
Schedule §
Other Expenses
For the Year Ending December 31, 2003

OTHER EXPENTER
saverising 5 2826
Estedtainment Smeais ' 48
Vshicle sxpenses. ' : 1.000
Utilties & lelephore , 7.578
. Office supplies & postage . 4,694
-Cleaning & mainténance services 1,350
Repairs - building & equipment 45
Insurance - generaij ' 5,484
~Accounting fees . 5,663
Other general expenses 6,546
Non tax deductible expenses . 1,225
Total Other Expenseé . % 38,256

See independent auditor's report and notes to financial statements. 7
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Ficone and Comeany, Ing
Staternant of C

For the Period Ending December 31, 2003

" Cesh flow from aperaling activities:

Cash received from customers
. Inlerest and dividends reneived
- Other operating receipts - :
" Cash paid to vendors and employees .
Interest paid - ‘
Net cash _provided (used) by operating activities

Cash flow from investiog activities:

Sale of marketable securities
Furpiture & equipment
Cagh flow from investing activities

Casti flow from finéhci‘ng» activities:

Treasury k tramachom

Dnv;dends B

Bank borrowings

Net casn prov'ced {used) by fi t”nancmg activities

Net increase (decrease) in cash & equivalents
Cash & equivaients, ueginn{ng Uf‘yea';'--
" Cash & eguivaients, end Of vas
s:cnc*is‘ on-of nel income fo nel.cash provided.by
aperating sctivities :

Net income

Adjustments to reconcile net income to net cash
provided by operating activities:

Degreciation and amoriization

{increass) decrease in receivables

{Gain loss on sale of investments’
(Increase) decrease. in prepaid expenses

increase {decrease) in accoums payab\e & accrued exp.

Rounding
Total adjustments

~ Total cash provided {used) by operating activities

‘See mdebendem auditor's report and notes (o financial statements.

$169.547
877
(148,729)

{1.084)
21,034

{22,920)

5,000
{17.920)

$ 17.464
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Friune ane CowpEny, W,
Statemant of Changas. in. Stockhciders’ Squily
For the Year Ended December 31, 2043

' STOCKHOLDERS' EQUITY
Beginning retainey earnings
- Matincone {loss) for the current year
Rounding- ’
Dividends paid

Ending retainad 2arnings -

Comman stock
~Additional paid-in capital . *

Beginning 'treasur‘y stock
" Additional treasury stock {purchased) retired

Ending treasury stock

Total Stackholdars’ Equity

$183,537
17,4564
201,001
100
75,188
{221,168)
(37,7500
{258,918}

$ 17,371

Sep indspendent auditnr's renort and notes 1o financial stalements.
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Furnnge and Dipmnany dng,
Schedule 1
Computation of Net Capia!
As of December 31, 2003

. Total stockhoiders' equity
. Deduct stockholders’ eguily ot alizwable
- Total Stockholders’ Equity Gualfied for Net Capita!

Add:

A Liabililes subordinatad to claims of credilors aliowable

B Other (deductions) or allgwanbie credits

- Total Capital and Allowable Subordinated Lishiities
- Deductions and/or charges
-A. Non-allowable assets:

* 1. Recejvables from non-customers

2. Furniture & gquipmeént - net of depreciation
3. Security deposits -

4. Prapaid expeoses

-Total Non-allowable Assels

' B. Secured demand note deficiency

€. Commadity futures contracts and spat commadities

" D. Other deductions and/or charges

(2]

Total Deductions andfor Charges

. Other additions and/or allowable credits (list)
. Net Capital Before Haircuts on Securities

. Haireuts on securitiss:

A. Contractus! securities commitments

B. Subordineted securities borrowings
C. Trading and invesiment securities:
1. Exempled securities

" 2. Debt.sacuritie's
~ 3. Options

4. Other securities
O. Undue concentration
E. Other (listy.

Total Haircuts

10. Net Capital

PaGE

17,371
17,374
17,371
542
630
3,581
4.753
4,753
12.618
0
$ 12,618

See independent duditor's repart and notes to financial statements. 10
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Pircone and Camonany Ing,
Scheduyle H
Computation of Net Capital
‘ As of December 31, 2003
' Computatlon of Basic Nel Capnla% Requirement

RN Mxmrnurn net capital requnrec 6-2/13% of tine 19

12. Minimum dollar.net capital Tequirement

13. Net capital requirement (greater of ling 11 or +2)

14, Excess-pet caphal fiine. 10 tess ling 13)

- 15. Excess net capital at 1000%-tine 10 less 10%.of tine 19

" Computation of Aggregatevlhdebtedness

(6. Total eggregate mdebtedness frorn ﬁnanmal statement
17 Add:

A Draftg fo{-gmmeuate-crgd\’-‘
-B. Market value of securities borrowed for which no
equivaient vaiue i3 paid-or gredited
C. Other unrecordad amounts {list)
18. Less adwstments far special reserve bank ACooUNS
19 Total Aggregate Indebtedness.

20. Percent sggregate indebtedness to nel capital
21. Percent debt to.debt-equity total

Recenciliation With Company’s Camputation Includsd in
Pact 1A-0f the Federal z2nd Oﬁg;ahﬁﬁal Combined Uniform
‘%moi@ Pppﬂd as-nf Daﬂpmhnr a1 1QQQ

'Exfess net capital. (unp 18) reported in FOCUS
MJScellaneous
Excess nst capital (line 14) above

$ 2.091
5.000
5,000
7,618
9,032

35,865

$ 35,865
erwenT—————;

206.5%
67.4%

$ 7.619
(1

§ 7818

" . Seerindependent auditor's raport and notes (o financial statements. 11
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o /E & COMPANY, INC.
195 ta Financial Statements
(Ssei ndr; endent auditor’s repornt)
year ended December 31, 2003

1. BUMMARY OF §I CT\’Z”CA NT ACCOUNTING POLICIES

Commission incunie and related expenses are recorded.on a trade date basis.

‘Marketable securities’ 1ud by the Cownpany for its own account are valued at market

_ value: The dlﬁ‘ereuce between cost-and market 1s included in income,

' ;Fumjtgze,,cquipmem‘and leasehold improvements are recorded at cost. Dcpzeciaﬁon

15 provided on a double- dec)iniug balance basis using estimated useful lives of five to
seven years. Leaschold improvements are amortized over the lesser of the sconomic

usefal hf'* af the 1mnmvemem or the term of the lease.

2. CQMMHMEMS._

Under bperaiing I¢ases with the remaining non-cancelable term in excess of one year-
at December 31, 2002, rentals {or office space are approximately $970 a month
‘duOu b August 31, 2093, and-81, 045 through August 31, 2004. The total annual

Cominkmum nen-eontelabple lease navmends are as follows: 2004 $12,220, 2004 -

512 720, ZVOS £8,720.
3. ’N’E,T CAPITAL REQ_UIR.EMENTS

The ‘Company is subject 10 the Securities-and Exchange Commission Uniform Net

) Capual Rule (rule{3c3-1) and rules of the NASD, which reguire the raaintenance of

minimum net capital equal to-the greater 0f $5900 ot 6-2/3% of total aggregate

.mdehtedneas as defined.
4. [NCOME TAXl:Q

The Compan-‘y s an S C ofporation for both the federal and New York State income
‘taxes; and i3 only lisble for the New York § corporation fixed dollar minimuin tax of

o 5100.'As»afesu,t M0 provision has been made for income taxes.

5. SUBORDINATED LIABILITIES

" The Company has no liabihities subordinated to the claims of general creditors. As a
" result, no statemeunt of chianges regarding such liabilities is presented.

12

12
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§. LINE.OF CREDIT’

The.Company-has-a $15,000 loan with KeyCorp. The interest rate is Wal] Street
Joumal Prime plis 3%

13
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Stephen C. Apolito
‘Centified Public.Accountant
1493 Route @ —~ Schodack, NY 12033
(518)732-4010

€«

'PENDENT AUDITOR’S REPORT ONINTERNAL
OUNTING CONTROL REQUIRED BY RUKE 172-5
HE SECURITIES AND EXCHANGE COMMISSION

c:-ckhaldgfs
1e. & Company, Inc.

mning and performing my audit of the financial statements of Pirrone & Company,
or the year ended December 31, 2003, I considered its internal control structure in

to defermine my auditing procedures for the purpose of expressing my opinion on
ndncial statements and nol to provide assurance on the intemal control stucture.

as required by rile 1Ta-8(g)(1} of the Securities and Exchange Comunission, Thave
a study of the prax.nces and pl{.\c,,d!.ires {including tests of compliance with such
ces and procedires) Yollowed by Pirvone & Company, Inc. that | considered..

it to the objectives stated in rule 17a-5-(gX 1} in making the periodic computation
sregate mndebtedness {or aggregate debits) and net capral under rule la-3(a) 11}
streview the practices and procedures followed by the Company in making the
zrly securitizs examinations, covns, vorifications and comparisons, and the

1ation of differences required by rule 172-13 or in complying with the requirements
ompt payment of securities under scction § of the Reguiation T of the Board of
mors of the Federal Reserve System, because the Company does not carry securities
nis of customers or perform custodial functions relating to customer securities.

s
1

fanagement of the Company is responsible for establishing and maintaining an
2! control strugture and the practices and procedures referred to in the preceding
ph. In fulfilling this responsibility, estimates and judgments by management are
‘2d to- assess the expected benefits and related costs of intemnal control structure
2s and procedures refeired to in the preceding paragraph and to assess whether
practives and provedures van be expected to achiove the Commission’s above-
oned objectives. Two of the objectives of an internal control structure and the
ces and procedures are (© provide management with reasonable, but pot absolute,
mee that assets for which the Company has responsibility are safeguarded agatnst
ron1 unauthorized use or disposition and that transactions ur¢ executed in
jance with management’s authorization and recorded properly to permit preparation
:mcial statements in conformity with generally accepted accounting principies. Rule
{2) hists additional oh}emves of the practices and procedures in the preceding
_aﬂh

14
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%ct‘avsv of Wihetem unmauum m any infernyl comyral structure or the nra('.t,\ces a,nd
provedures reierred (o shove, errors or uregularities may occur and not be detected. Also,
projecuon of any evajuation of them to future periods 1s subject to the risk that they may
becotnie madeqn.ne because of changes in conditions or that the effectiveness of their
design and operauon mavy detenorae.

ma,tws in th% m_!:max. .,Loa\m}. stmcmra ﬂagr m:&e T béz & mzu, i1zl weakness under standards
estzbhshed by the Amercan Instinute.of Centified Public Accountants. A material
‘wealkness is 1 condition it which the design or opecation of the specific mtemal control
stintyre.slement dogs not roduce to 2 relanively low level the risk that errors ar
irregularities in gmounts that would e material in sefavon {o the financial statements
" being avdited may ocow and not be detected within a timely period by employees in the
nommal course a‘f per‘;bnmng their sssigned functions.

S uaderstand that nmcncas und protedures that acenemplish the oojectives referred to in
-the second pangrap}: of this report are considered by the Comnission to be adequate for
its purposes in-accordance with the Secuntes Exchange Ast of 1934 and related
regulations; and that the practices aud procedurcs that do not sccomplish such objectives
. i all material réspects indicate a material inadequacy for such purposes. Based on this
undersiandzng and oh my smdy I believe that the C anpagy ’s practices aod procedures
were ady’e at De\.em or 31, 2003, 10 meet the Connnission’'s objectives.

)

__W l’//’ il
- Stepheti £ Rpol ,U.’A,’ :

Februery 29, 200
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