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Grant Thornton %

Accountants and Business Advisors

Report of Independent Certified Public Accountants

Board of Directors
Cohen Bros. & Company, Inc.

We have audited the accompanying statements of financial condition of Cohen Bros. & Company, Inc. (a
wholly-owned subsidiary of Cohen Bros. Financial, LLC), as of December 31, 2003, and the related statements of
operations, changes in stockholder’s equity and cash flows for the year then ended that you are filing pursuant to Rule
17a-5 under the Securities Exchange Act of 1934. These financial statements ate 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 standatds require that we plan and perform the audit to obtain reasonable assurance about whether
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
ptinciples 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
condition of Cohen Bros. & Company, Inc., as of 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 conducted for the purpose of forming an opinion on the basic financial statements taken as a
whole. The information contained on pages 15 and 16 is presented for purposes of additional analysis and is not a
required part of the basic financial statements, but is supplemental information required by Rule 17a-5 of the
Securities Exchange Act of 1934. 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 material respects in relation to the basic
financial statements taken as a whole.

ﬂw%}oy\uf’

Philadelphia, Pennsylvania
February 6, 2004

Suite 3100

Two Commerce Square
2001 Market Street
Philadelphia, PA 19103-7080
T 215.561.4200

F 215.561.1066

W www.grantthornton.com

Grant Thornton LLP
US Member of Grant Thornton International



Statement of Financial Condition

December 31, 2003

ASSETS

Cash

Deposit with clearing broker

Receivable from clearing broker
Accrued interest receivable

Loan receivable

Furniture and equipment, net

Goodwill

Intangible asset, net

Reimbursable advances due from Parent
Other assets

LIABILITIES AND STOCKHOLDER’S EQUITY

Liabilities
Other liabilities
Stockholder’s equity
Common stock, $0.01 par value; 1,000 shares authorized,
100 shares issued and outstanding
Additional paid-in capital
Accumulated deficit

Total stockholdet’s equity

The accompanying notes are an integral part of this statement.

COHEN BROS. & COMPANY, INC.
(a wholly-owned subsidiary of Cohen Bros. Financial, LLC)

$ 1,593,720
100,233
48,428
3,445
363,057
92,422
249,230
155,000
346,668
343381

$.3.205584

$.1.167.280

1
2,345,499
(217.196)

2,128 304

$.3.295,584



COHEN BROS. & COMPANY, INC.
(a wholly-owned subsidiary of Cohen Bros. Financial, LLC)

Revenues
Commissions
Investment banking
Interest and other income

Total revenues

Expenses
Employee compensation and benefits
Occupancy and equipment
Professional fees
Regulatory fees
Advertising
Clearing fees
Investment banking
Research department
Amortization of intangible assets
Management fee expense - parent
Other operating expenses

Total expenses
Net loss before income taxes
Income tax expense

NET LOSS

Statement of Operations

Year ended December 31, 2003

The accompanying notes are an integral part of this statement.

$ 3,441,924
3,500,484
29910

6,972,318

4,506,432
94,062
67,518
56,590

251,604
395,828
1,136,769
97,235
20,000
110,000
255579

6,991,617

(19,299)

$__ (19,299



COHEN BROS. & COMPANY, INC.

(a wholly-owned subsidiary of Cohen Bros. Financial, LLC)

Statement of Changes in Stockholder’s Equity

Year ended December 31, 2003

Additional
Common paid-in Accumulated
stock capital deficit Total
Balance at January 1, 2003 $ 1§ 1,345,499 $ (157,897) $ 1,187,603
Capital contributions from parent - 1,000,000 - 1,000,000
Distributions - - (40,000) (40,000)
Net loss - - (19,299 (19.299)
Balance at December 31, 2003 ) 1 $_2345499 $_(217,196) $.2,128,304

The accompanying notes are an integral part of this statement.



COHEN BROS. & COMPANY, INC.
(a wholly-owned subsidiaty of Cohen Bros. Financial, LLC)

Statement of Cash Flows

Year ended December 31, 2003

Cash flows from operating activities
Net loss
Adjustments to reconcile net loss to net cash
provided by operating activities
Depreciation and amortization
Amortization of intangible asset
Gain on insurance settlement
Dectease in net receivable from clearing broker
Increase in clearing broker deposit
Increase in interest receivable
Increase in other assets
Increase in other liabilities

Net cash provided by operating activities
Cash flows from investing activities
Purchase of furniture and equipment
Proceeds from disposal of equipment
Issuance of promissory note
Repayment of loan receivable and promissory note
Advances to Parent
Payments of advances by Parent
Net cash used in investing activities
Cash flows from financing activities
Capital contributions from Parent
Distribution to owners
Net cash provided by financing activities
NET INCREASE IN CASH
Cash at beginning of year

Cash at end of year

The accompanying notes are an integral part of this statement.

$  (19,299)

12,922
20,000
(485)
58,509
(80,169)
(3,445)
2,594
958,595

949,222

P =T T T

(57,470)
1,935
(355,000)
103,143
(1,395,000)
1,050,000

(652.392)

1,000,000
(40,000)

960,000
1,256,830

336,890

$.1.593.720



COHEN BROS, & COMPANY, INC.
(a wholly-owned subsidiary of Cohen Bros. Financial, LLC)

Notes to Financial Statements

December 31, 2003

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Cohen Bros. & Company (the Company) is a Delaware corporation and was created when Cohen Bros. Financial,
LLC (Cohen Financial or Parent) purchased the outstanding stock of FMC Secutities Corporation (FMSC) on
October 2, 2001. The Company is a wholly-owned subsidiary of Cohen Financial. The Company is a securities
broker-dealer, which comprises several classes of service, including securities brokerage and investment banking.

The Company is a broker-dealer registered with the Securities and Exchange Commission and is a member of the
National Association of Securities Dealers, Inc., and the Securities Investor Protection Corpotation.

1. Basis of Financial Statement Preparation

The accounting and reporting policies of the Company conform to accounting principles generally accepted in the
United States of America.

The preparation of financial statements requires management of the Company to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosure of contingent liabilities at the date of the

financial statements and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates.

The principal estimate that is susceptible to significant change in the near term relates to certain intangible assets,
such as goodwill and dealer license. The outstanding goodwill and intangible asset resulted from the acquisition of
FMSC. If such benefits, including new business, are not derived or the Company changes its business plan an
impairment may be recognized.

2. Securities Transactions

Transactions in securities are recorded on a settlement-date basis.

3. Investment Banking

Investment banking revenues include fees arising from securities offerings in which the Company acts as an
underwritet or agent. Investment banking revenues also include fees earned from providing financial restructuring
advisory services. Investment banking management fees are recorded on the offering date and underwriting fees
at the time the underwriting is completed and the income is reasonably determinable.

4. Goodwill and Intangible Asset

The outstanding goodwill and intangible asset resulted from the acquisition of FMSC in 2001. The Company has
recognized an intangible asset for the dealer license of $200,000, which is being amortized on a straight-line basis
over ten years. The Company recorded amortization expense for the intangible asset of $20,000 for the year
ended December 31, 2003.

(Continued)



COHEN BROS. & COMPANY, INC.
(a wholly-owned subsidiary of Cohen Bros. Financial, LLC)

Notes to Financial Statements - Continued

December 31, 2003

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

The Company adopted Statement of Financial Accounting Standards (SFAS) No. 142, Goodwill and Intangible Assets
on October 1, 2001, date of acquisition of FMSC. Accordingly, the Company did not amortize the goodwill from
the acquisition of FMSC. SFAS No. 142 modifies the accounting for all putchased goodwill and intangible assets.
SFAS No. 142 requires companies to test goodwill and indefinite lived intangible assets for impairment rather than
amortize them and, accordingly, the Company has not recorded amortization expense for the goodwill recorded.
The Company completed its annual impairment testing and no impairment was identified.

5. Furniture and Equipment

Furniture and equipment atre carried at cost. Depreciation is generally computed on the straight-line methods over
the estimated useful lives of the assets.

6. Income Taxes
The Company accounts for income taxes under the liability method of accounting for income taxes. Deferted tax
assets and liabilities are determined based on the difference between the financial statement and tax bases of assets

and liabilities as measured by the enacted tax rates that will be in effect when these differences reverse. Deferred
tax expense is the result of changes in deferred tax assets and liabilities.

7. Advertising
Advertising expenses ate expensed as incurred.

8. Variable Interest Entities

In January 2003, the Financial Accounting Standards Board (FASB) released Interpretation No. 46, Consolidation of
Variable Interest Entities (FIN 46). FIN 46 requires that all primary beneficiaries of Variable Interest Entities (VIE)
consolidate that entity. FIN 46 is effective immediately for VIEs created after January 31, 2003 and to VIEs to
which an enterprise obtains an interest after that date. It applies ia the first fiscal year or intetim period beginning
after June 15, 2003, to VIEs in which an enterprise holds a variable interest it acquired before February 1, 2003. In
December 2003, the FASB published a revision to FIN 46 (FIN 46R) to clarify some of the provisions of the
interpretation and defer to the effective date of implementation for certain entities. Under the guidance of FIN
46R, entities that do not have interests in structures that are commonly referred to at special purpose entities are
tequired to apply the provisions of the interpretation in financials statements for periods ending after March 14,
2004. Management has evaluated the provisions of FIN 46 and does not believe that the Company has any VIEs.

NOTE B - RECEIVABLE FROM CLEARING BROKER

The Company conducts business through its clearing broker for its proprietary accounts. The Company also
introduces customer accounts on a fully disclosed basis to the clearing broker and earns revenues and incurs
expenses from activities in those accounts. The clearing and depository operations for the Company’s customer

(Continued)



COHEN BROS. & COMPANY, INC.
(a wholly-owned subsidiary of Cohen Bros. Financial, LLC)

Notes to Financial Statements - Continued

December 31, 2003

NOTE B - RECEIVABLE FROM CLEARING BROKER - Continued

accounts and proprietary accounts are performed by its clearing broker pursuant to a clearance agreement. All
amounts receivable from the clearing broker, reflected on the statement of financial condition, are positions
carried by and amounts due from this clearing broker.

NOTE C - LOAN RECEIVABLE

On September 4, 2003, the Company entered into an unsecured loan with an officer. The loan bears interest at
5% annually and expites on September 4, 2018. The balance at December 31, 2003 is §70,000. Interest income
recognized and accrued for the year ended December 31, 2003 was §1,141.

On November 3, 2003, the Company enteted into an unsecured loan with one of the members of Cohen
Financial. The loan bears interest at 5% annually and expires on November 3, 2018. The balance at December 31,
2003 is $285,000. Interest income recognized and accrued for the year ended December 31, 2003 was $2,303.

NOTE D - FURNITURE AND EQUIPMENT
Furniture and equipment are as follows:

Estimated
useful lives

Computer equipment 5 years $ 83,076
Furniture and equipment 3 to 5 years 29.098

—_—se

112,174
Less accumulated depreciation (19.752)

b 92422
Depteciation expense was $12,922 for the year ended December 31, 2003.

NOTE E - INCOME TAXES

The Company has not recorded current income tax expense due to its utilization of a net operating loss
. carryforward from the year ended December 31, 2003. As of December 31, 2003, the Company has net operating
2‘ loss carryover of approximately $47,000, expiring through 2022. As of December 31, 2003, a deferred tax asset
has not been recognized with respect to the net operating loss.

- Deferred income taxes are provided for the temporary difference between the financial reporting basis and the tax
basis of the Bank’s assets and liabilities.

(Continued)
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R COHEN BROS. & COMPANY, INC.
(a wholly-owned subsidiary of Cohen Bros. Financial, LLC)

Notes to Financial Statements - Continued

B December 31, 2003

_ NOTE E - INCOME TAXES - Continued

Net deferred tax assets and liabilities consist of the following:

Charitable contributions $ 23812
- Depreciation and amortization (17,059)
Net operating loss carryforwards 15,916
Other ‘ 3.243
25,912
Less valuation allowance (25912
Net deferred tax asset $ -

In view of the Company’s operating loss history and the risks associated with its ability to generate taxable income
in the future, management has provided for the valuation allowance reflected in the schedule above.

NOTE F - EMPLOYEE BENEFIT PLAN

The Company maintains a 401(k) savings plan covering substantially all employees of the Company. Under the
plan, the Company matches 50% of employee contributions for all participants, not to exceed 3% of their salary.
Contributions made by the Company were $187,229 for the year ended December 31, 2003.

NOTE G - RELATED PARTY TRANSACTIONS

The Company pays certain direct expenses as outlined in its Management and Expense Agreement, with Cohen

Financial, including salaries, employee benefit costs, registration fees, and other related expenses incurred on
behalf of the Company.

In 2003, the Company advanced funds to the Parent for a deposit of $346,668. The Company anticipates the
repayment of this advance in 2004. In addition, the Company advanced funds to the Parent of $1,050,000 which
wetre repaid in 2003.

The Company provides brokerage and investment banking services for the following affiliates.

The Bancorp, Inc. (TheBancorp), whose Chairman is a member of Cohen Bros. Financial LLC, paid the Company
$429,000 for brokerage services duting the year ended December 31, 2003. The Company recorded investment
banking income of $214,000 from TheBancorp during the year ended December 31, 2003.

Resource America, Inc. (RAI), a NASDAQ company trading uander the symbol REXI, whose Director is a

- member of Cohen Financial, paid the Company $29,455 investment banking for the year ended December 31,
- 2003.

{Continued)
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COHEN BROS. & COMPANY, INC.
(a wholly-owned subsidiary of Cohen Bros. Financial, LLC)

Notes to Financial Statements - Continued

December 31, 2003

NOTE G - RELATED PARTY TRANSACTIONS - Continued

Henmar LL.C (Henmar), owned by a member of Cohen Bros Financial, paid the Company $540,974 for
investment banking for the year ended December 31, 2003. Dekania Capital Management, LLC, a wholly-owned
subsidiary of the Parent, is the collateral manager for Dekania CDO I Ltd. Dekania CDO I Ltd. paid the Company
$432,775 for investment banking for the year ended December 31, 2003. Cohen Bros Financial Management,
LLC (Cohen Management), a wholly-owned subsidiary of the Parent, is the collateral manager for Alesco Preferred
Funding I, Ltd and Alesco Preferred Funding II, Ltd. Alesco Preferred Funding I, Ltd. paid the Company
$248,500 for investment banking for the year ended December 31, 2003. Alesco Preferred Funding II, Ltd. paid
the Company $73,500 for investment banking for the year ended December 31, 2003.

The Company performs accounting and loan placement services for Partnerships owned by members of Cohen
Financiall. No formal agreements are executed for these arrangements. Fees paid for the year ended
December 31, 2003 were §211,798. In addition, the Company is performing accounting and booking services for
these partnerships and has recorded $8,000 of deferred revenue, included in other liabilities, which will be
recognized over a 10 year period.

The Company maintains some of its bank accounts with TheBancorp. As of December 31, 2003, the Company
had $1,593,720 in deposits at TheBancorp.

The Company subleases office space from TheBancorp at a rate of $6,761 per month commencing in July 2002.
Priot to July 2002, the Company leased their office space from TheBancotp at a rate of $1,000 per month. The
Company is also responsible to pay cettain common costs. Rent expense for the year ended December 31, 2003
was $81,140, of which 833,762 is due to TheBancorp at December 31, 2003.

Commencing in July 2002, the Company also pays $1,000 per month for technical support and $3,600 per month
fee for the telephone system to the Bancorp. The Company has paid $52,392 for the yeat ended December 31,
2003, of which $5,582 is due as of December 31, 2003.

NOTE H - COMMITMENTS

1. Lease Arrangement

The Company entered into leases that expire in 2010. The approximate annual minimum lease payments as of
December 31, 2003 are:

2004 $ 136,000
2005 136,000
2006 136,000
2007 136,000
2008 136,000
$_680,000

{Continued)
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COHEN BROS. & COMPANY, INC.
(a wholly-owned subsidiary of Cohen Bros. Financial, LLC)

Notes to Financial Statements - Continued

December 31, 2003

NOTE H - COMMITMENTS - Continued

Rent expense for the year ended December 31, 2003 was $81,140.

2. Clearing Broker Arrangement

In April 2002, the Company enteted into an agreement with a new cleaning broker. Under this agreement, the
Company is required to maintain a $100,000 deposit throughout the life of the contract and pay a termination fee
if the contract is terminated priot to 2004. The termination fee is §15,000 if terminated in 2004,

NOTE I - NET CAPITAL REQUIREMENT

The Company is subject to the net capital provisions of Rule 15¢3-1 under the Securities Exchange Act of 1934,
which requires the maintenance of minimum net capital, as defined. As applied to the Company, the rule requites
minimum net capital of $100,000. As of December 31, 2003, the Company’s net capital was §575,101, which
exceeds the minimum requirements by $475,101.

NOTE | - RESERVE REQUIREMENTS
As of December 31, 2003, the Company is not subject to the reserve requirements under Rule 15¢3-3 of the

Securities Exchange Act of 1934 because it qualifies for an exemption under Rule 15¢3-3(k)(2)(i1). The Company
does not carry securities accounts for customers or perform custodial functions relating to customer securities.

13
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. COHEN BROS. & COMPANY, INC.
(a wholly-owned subsidiary of Cohen Bros. Financial, LLC)

Computation of Net Capital Under Rule 15¢3-1 of the Securities and Exchange Commission

December 31, 2003

Net capital
Total stockholder’s equity $.2,128.304
Deductions
Nonallowable assets
Furniture and equipment, net 92,422
Loan receivable 363,057
Accrued interest receivable 3,445
Goodwill 249,230
Intangible asset 155,000
Reimbursable advance from Parent 346,668
Other assets 343381
Total deductions 1,553,203
Net capital 575,101
Minimum net capital required 100,000
Excess net capital $_475101
Aggregate indebtedness $.1,167.280
Ratio of aggregate indebtedness to net capital 245.69%

- No material differences exist between the above computation and the computation included in the
Company’s corresponding unaudited Form X-17A-5(d) Part [1A filing.

15



COHEN BROS. & COMPANY, INC.
(a wholly-owned subsidiary of Cohen Bros. Financial, LLC)

Computation for Determination of Reserve Requitements under Rule 15¢3-3
of the Securities and Exchange Commission

December 31, 2003

As of December 31, 2003, the Company is not subject to the reserve requirements under Rule 15¢3-3 of the
Securities Exchange Act of 1934 because it qualifies for an exemption under Rule 15¢3-3(k)(2)(if). The Company

does not carry securities accounts for customers or perform custodial functions relating to customer securities.

16
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Cohen Bros. & Company, Inc.
(a wholly-owned subsidiary of Cohen Bros. Financial, LLC)

December 31, 2003




Independent Auditors’ Supplementary Report on Internal Controls

Member
Cohen Bros. & Company, Inc.

In planning and performing our audit of the financial statements and supplemental schedules of Cohen Bros.
& Company, Inc. (a wholly-owned subs1d1ary of Cohen Bros. Financial, LLC) (the 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 controls.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we have made a
study of the practices and procedures followed by the Company, including tests of such practices and procedures,
that we consideted relevant to the objectives stated in Rule 17a-5(g) in making the periodic computations of aggregate
indebtedness and net capital under Rule 17a-3(2)(11) and the reserve requirements required by Rule 15¢3-3. Because
the Company does not carry securities accounts for customers or petform custodial functions related to customer
securities, we did not review the practices and procedures followed by the Company in any of the following:
(1) making the quarterly securities examinations, counts, verifications and comparisons, (2) recordation of differences
required by Rule 17a-13; (3) 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.

The management of the Company is responsible for establishing and maintaining internal controls and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates and
judgments by management ate 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 SEC’s above-mentioned objectives. Two of the objectives of internal controls 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
preparation of financial statements in conformity with accounting principles generally accepted in the United States of
America. Rule 17a-5(g) lists additional objectives of the practices and procedutes listed in the preceding paragraph.

Because of inherent limitations in internal control or the practices and procedures referred to above, etrors
or fraud 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 design and
operation may deteriorate.



.

Our consideration of internal control would not necessarily disclose all matters in internal controls 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 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 petiod by employees in the normal
course of performing their assigned functions. However, we noted no matters involving the internal controls,
including control activities 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 SEC 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 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 SEC’s objectives.

This report is intended solely for the use of the Board of Directors, management, the SEC, the National
Association of Securities Dealers, Inc. 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 and should not
be used by anyone other than these specified parties.

o Vb 1P

Philadelphia, Pennsylvania
February 6, 2004
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