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OATH OR AFFIRMATION

<>

I, Bernard Spilko , swear (or affirm) that, to #=>=best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Julius Baer Securities Inc. : , as

of February 25 ,20 04 , are true and correct. 1 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:

—

Signature{

Managing Director

SUSAN M. CHIEN Title
Public, State of New York
No. 01CH5035487
Qualified in New York Cou .
k)Notary Public Commission Expires Nov. 7,

—

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

(a) Facing Page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of €hanges-imrFinanerat-Comdittorr  CashFlows

(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 Centrol 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.

() 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.

0O ONNEONMREE

HOR

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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PRICEVWATERHOUSE(COPERS

PricewaterhouseCoopers LLP
1177 Avenue of the Americas
New York NY 10036
Telephone (646) 471 4000
Facsimile (813) 286 6000

Report of Independent Auditors

To the Board of Directors and Stockholder of
Julius Baer Securities Inc.

In our opinion, the accompanying consolidated statement of financial condition presents fairly, in all

-material respects, the financial position of Julius Baer Securities Inc. and its subsidiary (“‘the Company)

at December 31, 2003, in conformity with accounting principles generally accepted in the United States
of America. This financial statement is the responsibility of the Company’s management; our
responsibility is to express an opinion on this financial statement based on our audit. We conducted our
audit of this statement in accordance with auditing standards generally accepted in the United States of
America, which require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statement is free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, and evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our opinion.

February 27, 2004



Julius Baer Securities Inc.

(A wholly owned subsidiary of Julius Baer Holding Ltd.)
Consolidated Statement of Financial Condition
December 31, 2003

Assets

Cash and cash equivalents

Securities owned, at market value (including securities segregated under
federal and other regulations of $12,074,834)

Receivable from brokers, dealers and clearing organizations

Fail to deliver

Accrued fees receivable

Other assets

Total assets

Liabilities and Stockholder's Equity

Bank loans

Payable to brokers, dealers and clearing organizations
Fail to receive

Payable to customers

Accrued expenses and other liabilities

Total Labilities
Commitments (Note 6)
Stockholder's equity
Common stock - $100 stated value; 20,000 shares authorlzed

4,000 shares outstanding
Additional paid-in capital

~ Retained earnings

Total stockholder's equity
Total liabilities and stockholder's equity

$ 41,956,717

14,049,859
14,924,751
4,917,085
5,789,437
6,150,111

$ 87,787,960

§ 2,656,893
11,863,049
18,759,145

1,207,718
26,279,211

60,766,016

400,000
17,950,000
8,671,944

27,021,944

$ 87,787,960

The accompanying notes form an integral part of the consolidated statement of financial condition.
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Julius Baer Securities Inc.

(A wholly owned subsidiary of Julius Baer Holding Ltd.)

Notes to Consolidated Statement of Financial Condition
December 31, 2003

1.  Organization and Business

Julius Baer Securities Inc. (the “Company”) is a registered broker and dealer under the Securities
Exchange Act of 1934 and a registered futures commission merchant under the Commodity
Exchange Act. The Company is a wholly owned subsidiary of Julius Baer Holding Ltd.

The Company executes and clears securities transactions for its customers, including the customers
of Bank Julius Baer-New York Branch, a related party (the “Branch”). All futures transactions are
introduced to and cleared through a registered futures commission merchant.

Effective October 1, 2003, the Company entered into an agreement with an unrelated party
regarding its foreign brokerage activities. Under the agreement, the Company agreed to pay to this
party any profits from this activity, after application of direct costs and an agreed-upon level of
indirect costs. In return, this third party agreed to reimburse the Company for any losses,
computed under the same formula.

2. Suinmary of Significant Accounting Policies

The consolidated statement of financial condition includes the accounts of the Company and its
wholly owned subsidiary, Julius Baer Investment Management Inc., an investment advisor and
portfolio manager. All material intercompany balances have been eliminated in consolidation.

Securities owned are recorded at the fair values.

The fair values of other financial assets and liabilities (consisting primarily of receivables from
and payables to brokers and dealers, clearing organizations, and customers, and fails to deliver and
receive) are considered to approximate their carrying amounts because they have limited
counterparty credit risk, are short-term, replaceable on demand, or bear interest at market rates.

Assets and liabilities denominated in foreign currencies are translated at rates prevailing at the
reporting date.

Principal and agency securities transactions are recorded on settlement date. The dlfference
between trade date and settlement date accounting are not material.

Investment advisory and management fees are recognlzed over the period that the related service is
provided.

Deferred assets and liabilities are recorded for the expected future tax consequences of temporary
differences between the carrying amounts and tax bases of assets and liabilities.

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 the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statement. Actual results could differ from those estimates.



Julius Baer Securities Inc.

(A wholly owned subsidiary of Julius Baer Holding Ltd.)

Notes to Consolidated Statement of Financial Condition
December 31, 2003

3.  Customer Activity and Credit Risk

In the normal course of its business, the Company is engaged in securities brokerage activities,
primarily with the Branch, for the Branch’s customers. These activities expose the Company to
credit risk. The Company’s activity with the Branch is settled contractually, while settlement with
other counterparties is on an actual basis. The Company is therefore exposed to risk of loss on
such transactions in the event a counterparty is unable to meet the terms of its contracts. In such a
case, the Company would look to the value of the securities underlying the contracts. The
Company could suffer a loss if the value realized from the disposition of such securities were
insufficient to satisfy the contractual amount of the transaction. This risk exists for all
counterparties until contractual settlement date, and for counterparties that do not settie
contractually until actual settlement date.

The Company seeks to control this risk by monitoring the credit standing of each counterparty and
customer with whom it conducts business.

The Company also clears futures transactions through a futures commission merchant (the “FCM™)
on a fully disclosed basis. Pursuant to the terms of the agreement between the Company and the
FCM, the FCM has the right to charge the Company for losses that result from a counterparty’s
failure to fulfill its contractual obligations. As the right to charge the Company has no maximum
amount and applies to all trades executed through the FCM, there is no maximum amount
assignable to this right. At December 31, 2003, the Company has recorded no liability for this
right.

4. Related Party Activity

The Company engages in transactions with affiliates as a significant part of its business.
Compensation for and expenses of these transactions are governed by agreements among the
parties. These transactions include:

e The Company executes and settles securities transactions for affiliates.
e The Company earned fees for advising Julius Baer — branded funds.

o The Company is allocated indirect costs, primarily for administration and management, under
the terms of service level agreements.

e The Company participates in defined contributjon retirement plans sponsored and
~administered by the Branch and Bank Julius Baer — London Branch. The costs of these plans
are charged to the Company based on compensation of eligible employees.

¢ The Company leases office space in London from on affiliate under an operating lease. The
lease is subject to escalations.

» The Company has a revolving credit agreement for $38 million with the Branch. The
agreement provides for interest on outstanding borrowings at the London Interbank Offering
Rate. There were no borrowings outstanding at December 31, 2003.



Julius Baer Securities Inc.

(A wholly owned subsidiary of Julius Baer Holding Ltd.)

Notes to Consolidated Statement of Financial Condition
December 31, 2003

¢  The Company has a revolving subordinated credit agreement for $10 million with the Branch.
The agreement provides for interest on outstanding borrowings to be determined as of the date
of the borrowing. There were no borrowings during 2003.

At December 31, 2003, amounts due to or from affiliates were as follows:

Due from affiliates

Receivable, from brokers, dealers and clearing organizations § 3,289,455
Accrued fees receivable : 702,268 -
Due to affiliates

Bank loans $ 2,026,150
Payable to brokers, dealers, and clearing organizations 584,071
Accrued expenses and other liabilities ~ 11,439,224

s, Securities Owned

At December 31, 2003, securities owned consisted of the following:

US Treasury Bills and Notes $13,869,855
Corporate obligations 104,796
Equities and warrants 65,208
Mutual funds 10,000

6. Commitments and Contingencies
Following is a schedule of future minimum lease payments as of December 31, 2003:

Year ending

2004 $ 525,000

2005 525,000

2006 , 525,000

2007 525,000

Thereafter v - 1,181,250
7. Income Taxes

The deferred tax asset of $512,000 at December 31, 2003 results from net operating loss
carryforwards and temporary differences. The net operating loss carryforwards amounted to
$800,000 at December 31, 2003 and expire in varying years after 2020. The temporary differences
relate primarily to deferred compensation. No valuation allowance has been provided for the
deferred tax asset, since it is more likely than not it will be realized. Deferred tax assets and
liabilities are included in other assets in the consolidated statement of financial condition.



Julius Baer Securities Inc.
(A wholly owned subsidiary of Julius Baer Holding Ltd.)

-Notes to Consolidated Statement of Financial Condition

December 31, 2003

8. Regulatory

As a registered broker and dealer in securities and a futures commission merchant, the Company is
subject to the rules and regulations of the Securities and Exchange Commission (“SEC”) and the
Commodity Futures Trading Commission (“CFIC”). To comply with the SEC’s customer
protection rule (Rule 15¢3-3), $12.1 million of U.S. Treasury securities have been segregated in a
special reserve account for the exclusive benefit of customers.

The Company is required to maintain minimum net capital (which it computes on a consolidated
basis) to mieet the requirements of the SEC’s Uniform Net Capital Rule (Rule 15¢3-1, the “SEC
Rule”) or CFTC Regulation 1.17 (the “CFTC Rule”) whichever is greater. At December 31, 2003,
the Company had consolidated net capital of $11.5 million, which was $9.4 million in excess of
required net capital (computed using the SEC Rule) of $2.1 million. The Company’s ratio of
aggregate indebtedness to net capital was 2.98 to 1.

The Company has a revolving subordinated credit agreement for $10 million with the Branch. The
agreement has been approved by the Company’s self-regulatory organizations, the National
Association of Securities Dealers and the National Futures Association, to be counted as “capital”
in computing the Company’s net capital under the SEC Rule and the CFTC Rule. Any borrowings
under the agreement could not be repaid if such repayment would cause the Company to fail to
maintain minimum regulatory capital.
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PricewaterhouseCoopers LLP
1177 Avenue of the Americas
New York NY 10036
Telephone (646) 471 4000
Facsimile (813) 286 6000

Supplementary Report of Independent Auditors on Internal Control Required
By SEC Rule 17a-5 and CFTC Regulation 1.16

February 27, 2004

To the Board of Directors
Julius Baer Securities Inc.

(>
In planning and performing our audit of the consolidated financi neqy ﬁ/g supplemental
schedules of Julius Baer Securities Inc. and its subsidiary (the “Company™.for the year ended December
31, 2003, we considered its internal control, including contro] activities for safeguarding securities, in
order to determine our auditing procedures for the purpose of expressing our opinion on the consolidated
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 (the “SEC”) and
Regulation 1.16 of the Commodity Futures Trading Commission (the “CFTC”) (collectively, the
“Commissions”), we have made a study of the practices and procedures followed by the Company,
including tests of compliance with such practices and procedures, that we considered relevant to the
objectives stated in Rule 17a-5(g) and Regulation 1.16, in the following:

1. Making the periodic computations of aggregate indebtedness and net capital under Rule 17a-3(a)(11)
and the reserve required by Rule 15¢3-3(e);

2. Making the quarterly securities examinations, counts, verifications, and comparisons, and the
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;

4. Obtaining and maintaining physical possession or control of all fully paid and excess margin
securities of customers as required by Rule 15¢3-3;

5. Making the periodic computations of minimum financial requirements pursuant to Regulation 1.17,

Because the Company does not carry commodity accounts for customers or perform custodial functions
relating to customers’ commodity accounts; we did not review the practices and procedures followed by
the Company in any of the following:

1. Making the daily computations of the segregation requirements of Section 4d(2) of the Commodity
Exchange Act and the regulations thereunder, and the segregation of funds based upon such
computations; and )

2. Making the daily computations of the foreign futures and foreign options secured amount
requirements pursuant to Regulation 30.7 of the CFTC.



PRICE\A/ATERHOUSECQDPERS" ‘

To the Board of Directors of
Julius Baer Securities Inc.
Page 2

February 27, 2004

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 Commissions’ above-mentioned objectives.

Two of the objectives of internal control and the practices and procedures are to provide management
with reasonable, but not absolute, assurance that assets for which the Company has responsibility are
safeguarded against loss from unauthorized use or disposition, and that transactions are executed in
accordance with management’s authorization and recorded properly to permit the preparation of financial
statements in accordance with generally accepted accounting principles. Rule 17a-5(g) and Regulation
1.16 lists additional objectives of the practices and procedures listed in the preceding paragraph.

Because of inherent limitations in internal control or the practices and procedures referred to above,
errors 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 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 customer and firm assets, including 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 Commissions to be adequate for their purposes in
accordance with the Securities Exchange Act of 1934, the Commodity Exchange Act, 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
Commissions’ objectives.

This report is intended solely for the information and use of the Board of Directors, management, the
SEC, the CFTC, the National Futures Exchange, the National Association of Securities Dealers Inc., and
other regulatory agencies that rely on Rule 17a-5(g) under the Securities Exchange Act of 1934 in their
regulation of registered brokers and dealers, or Regulation 1.16 under the Commodity Exchange Act, and
is not intended to be and should not be used by anyone other than these specified parties.
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