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— OATH OR AFFIRMATION

MARK SCHALLES , swear (or affirm) that, to the

best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

PERFORMANCE CAPITAL GROUP, LLC , as of

DECEMBER 31, 2003 , are true and correct. 1 fuﬂher 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
CHIEF FINANCIAL OFFICER
(e Title
e '/ Notary Public
This report ** contains (check all applicable boxes):

M (a) Facing page.

(b) Statement of Financial Condition.

M (c) Statement of Income (Loss).

B (d) Statement of Cash Flows.

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor’s Capital.

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

B (g) Computation of Net Capital

M (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3

M (i) Information Relating to the Possession or control Requirements Under Rule 15¢3-3.

o G A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation or Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

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

M () Anoath or affirmation.

O (m) A copy of the SIPC Supplemental Report.

O (m) A report describing any material inadequacies found to exist or found to have existed sin the date of previous audit.

M (o) Supplemental independent Auditors Report on Internal Accounting Control.

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



PERFORMANCE CAPITAL GROUP, LLC
CONSOLIDATED STATEMENT OF FINANCIAL CONDITION

DECEMBER 31, 2003
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INDEPENDENT AUDITOR'S REPORT

To the Members of
Performance Capital Group, LLC:

We have audited the accompanying consolidated statement of financial condition of
Performance Capital Group, LLC (the "Company") as of December 31, 2003. This financial
statement 1s 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 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 statement is free of matenal
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statement. 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 tor our opinion.

In our opinion, the financial statement referred to above presents fairly, in all matenal

respects, the consolidated financial position of Performance Capital Group, LLC as of
December 31, 2003, in conformity with accounting principles generally accepted in the

United States of America.
> (doutis-, 4.4,

New York, New York
February 20, 2004



PERFORMANCE CAPITAL GROUP, LLC

CONSOLIDATED STATEMENT OF FINANCIAL CONDITION

DECEMBER 31, 2003

ASSETS

Cash
Receivable from clearing broker
Commissions receivable
Securities owned:
Marketable, at market value
Not readily marketable, at estimated fair value
Accrued interest and dividends receivable
Secured demand note collateral, at face value (fair market
value of collateral - $ 85,126,343)
Equipment, computers and leasehold improvements
(net of accumulated depreciation and amortization of $342,276)
Other assets

TOTAL ASSETS

LIABILITIES AND MEMBERS' CAPITAL

Payable to clearing broker

Securities sold, but not yet purchased, at market value
Accrued discretionary liabilities

Accrued expenses and other liabilities

Accrued interest on subordinated notes

TOTAL LIABILITIES
Liabilities subordinated to the claims of general creditors
Members' capital

TOTAL LIABILITIES AND MEMBERS' CAPITAL

The accompanying notes are an integral part of this financial statement.

3 547,767
6,181,445
903,574
294,348,775
676,076
521,460
44,000,000

347,870
591,913

348,118,880

$ 93,919,288
170,219,182
7,576,314
1,277,617
1,541,840
274534241
44,000,000
29.584.639

$ 348,118,880



PERFORMANCE CAPITAL GROUP, LLC
NOTES TO CONSOLIDATED FINANCIAL STATEMENT
DECEMBER 31, 2003

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES
a) Organization

Performance Capital Group, LLC (the "Company") is a broker-dealer in securnities
registered with the Securities and Exchange Commission {the "SEC") and are members of the
National Association of Securities Dealers, Inc. (the "NASD") and the American Stock
Exchange, LLC (the "AMEX"). The Company is registered as a market maker in NASDAQ
listed securities. The Company is also registered as a specialist on the AMEX for 236 AMEX
listed equities and approximately 105 listed options.

On September 1, 2003 the Company formed a subsidiary, Kellogg Partners
Institutional Services, LLC (the “Subsidiary”) that provides execution services for
institutional customers on the floor of the NYSE and through riskless principal transactions
for listed and over-the-counter traded securities.

b) Securities Transactions

Transactions in securities are recorded on a trade-date basis. Securities owned or
sold, but not yet purchased are valued at market. All resulting gains and losses are included
in members' capital. The fair value estimate of the Company’s securities owned, not readily
marketable, is based on the cost of the securities, since the operations of the investments have
not commenced or the investments have not reported performance.

The Company's trading activities include short sales of equity secunties, as well as
the writing of stock options having various expiration dates. Subsequent market fluctuations
may require purchasing the securities at prices that may differ from the market value reflected
on the statement of financial condition. In many cases, the Company limits its risk by holding
offsetting security or option positions.

¢) Depreciation and Amortization

Equipment and computers are carried at cost, and are depreciated using the straight-
line method over their estimated useful lives.

d) Income Taxes

No proviston for federal or state income taxes has been made since the Company is
not a taxable entity. The members are individually liable for the taxes on their share of the
Company's wcome or loss. The Company is, however, subject to the New York City
Unincorporated Business Tax. An atlowance for income tax benefit has been reflected in the
consolidated financial statements to estimate the future benefit of the Company’s net
operating loss carryforward that it generated in previous years. The Company reports afl
items of income or loss from the Subsidiary along with its income tax returns.



PERFORMANCE CAPITAL GROUP, LLC
NOTES TO CONSOLIDATED FINANCIAL STATEMENT
DECEMBER 31, 2003
(Continued)

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (continued)
e) Principles of consolidation

The consolidated financial statements include the accounts of the Company and the
Subsidiary. All intercompany transactions and accounts have been eliminated.

f) Use of Estimates

Management uses estimates and assumptions in preparing the financial statements in
accordance with accounting principles generally accepted in the Untied States of America.
Thos estimates and assumptions affect the reported amounts of assets and liabilities, the
disclosure of contingent assets and liabilities and related revenue and expenses. Actual
results could vary from the estimates that were assumed in preparing the consolidated
financial statements.

NOTE 2 - RECEIVABLE FROM AND PAYABLE TO CLEARING BROKER

The Company conducts business with its clearing brokers for its own proprietary
accounts. The clearing and depository operations for the Company's institutional proprietary
transactions are performed by its clearing brokers pursuant to clearing agreements. All
securities positions, and the receivable from and payable to the clearing brokers reflected on
the consolidated statement of financial condition, are positions carried by and amounts
receivable from or payable to these clearing brokers.

NOTE 3 - NET CAPITAL REQUIREMENT

As a registered broker-dealer and member of the NASD, the Company is subject to
the Uniform Net Capital Rule 15¢3-1 (the "Rule") of the SEC, which requires the
maintenance of minimum net capital as defined. As a registered market maker, the Company
is subject to NASD rules regarding minimum net capital based on the number and type of
securities that they specialize or make markets in. The Company has elected to use the
alternative method permitted by the Rule, which requires the Company to maintain minimum
net capital equal to the greater of $250,000 or its market-maker requirement. At December
31, 2003, the Company had net capital of $13,857,276 that was $13,607,276 in excess of its
requirement.



PERFORMANCE CAPITAL GROUP, LLC
NOTES TO CONSOLIDATED FINANCIAL STATEMENT
DECEMBER 31, 2003
(Continued)

NOTE 4 - PROFIT-SHARING PLAN

The Company sponsors a defined contribution profit-sharing plan pursuant to Internal
Revenue Code Section 401(a), which covers substantially all company employees.
Contributions are solely at the discretion of the Company. The Company made a contribution
to the plan during the year ended December 31, 2003 in the amount of $74,486.

NOTE 5 - LIABILITIES SUBORDINATED TO THE CLAIMS OF GENERAL
CREDITORS

The Company has subordinated loans totaling $44,000,000 all of which are secured
demand note agreements, which matures as follows:

Subordinated loans

Pursuant
to secured
demand note
agreements Total
Year ending December 31,
2005 17,000,000 17,000,000

2006 27,000,000 27,000,000

$ 44,000,000 $ 44,000,000

The stated interest for two of the notes, totaling $7,000,000, is 5%. The other
$37,000,000 worth of notes have floating interest rates

Each subordinated loan agreement contains a provision for automatic rollover of the
maturity dates. Subordinated loans pursuant to secured demand note agreements in the
amount of $17,000,000 are considered equity subordinations.

These borrowings are subordinated to the claims of general creditors, have been
approved by the NASD and are available in computing adjusted net capital under the SEC net
capital requirements. Subordinated borrowings may only be repaid if, after giving effect to
such repayment, the Company meets the SEC’s and NASD’s capital regulations governing
the withdrawal of subordinated debt.



PERFORMANCE CAPITAL GROUP, LLC
NOTES TO CONSOLIDATED FINANCIAL STATEMENT
DECEMBER 31, 2003
{Continued)

NOTE 6 — SIGNIFICANT GROUP CONCENTRATION OF CREDIT RISK

In the normal course of its business, the Company enters into financial transactions
where the risk of potential loss due to changes in market (market risk) or failures of the other
party to a transaction to perform (credit risk) exceed the amounts recorded for the transaction.

The Company's policy is to continuously monitor its exposure to market and counter
party risk through the use of a variety of financial, position and credit exposure reporting and
control procedures. In addition, the Company has a policy of reviewing the counter party,
primarily broker-dealers, banks and other financial institutions, with which it conducts
business.

As of December 31, 2003, there were no material customer accounts having
unsecured debit balances that presented any risk

NOTE 7 — SUBSEQUENT EVENT

The Company changed its name to Kellogg Capital Group LLC effective January 1,
2004.



