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B. ACCOUNTANT IDENTIFICATION

lNDEPENDENT PUBLIC ACCOUNTANT whose oplmon is contained in this Report*
LARRY D. LlBERFARB PC

(Name - if individual, state first, last, middle name)

11 VANDERBILT AVENUE NORWOQOOD MA . 02062
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QATH OR AFFIRMATION

I, MATTHEW ROCHLIN , ' ,swear (or affirm) that, to the

best of my knowledge and belief the accompanying financial statement and suppomng schedules pertaining to the firm of ,
NUTMEG SECURITIES, LTD ‘ , as of
SEPTEMBER 30 ,20 04 , are true and correct. | further swear (or affirm) that neither the company

nor ény partner, proprietor, principle officer or director has any proprietary interest in any account classified soley as that of

- A customer, except as follows:

v ”
Signature

- ' PRESIDENT

Wit P

Title

| g 07 Notary Pubfic

This report** contains (chef:k all applicable boxes)':

(a) Facing page. -

(b) Statement of Financial Condition.

(c) Statement of Income (Loés).

(d) Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockholders' Equity or Partners’ or Sole Proprietor's 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 control requirements Under Rule 15¢2-3.

() A Reconciliation. Including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3<1 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.

00K O NOKNRKENRRRK

(n) A report describing any matenai madequacnes found to existor found to have existed since the date of the previous audlt

** For conditions of confidential treatmeht of certain portions of this filing, see section.240. 17a-5(e}(3).
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 FINANCIAL STATEMENTS
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LARRY D. LIBERFARB, P.C.

CERTIFIED PUBLIC ACCOUNTANTS
AND FINANCIAL ADVISORS

11 Vanderbilt Avenue, Suite 220, Norwood, Massachusetts 02062
Tel. (781) 255-8800 Fax (781) 255-9217
E-Mail: Info@Liberfarb.com

To tl.ié‘;BQard 6f Directors of
Nutmeg Securities, Ltd.
Fairfield, CT

‘We have audited the accompanying statement of financial condition of Nutmeg Securities, Ltd. as
of September 30, 2004 and the related statements of income, changes-in stockhiolder’s equity,
changes in liabilities subordinated to claims of general creditors, 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 are the responsibility of the Company’s management. Our respon31b111ty isto
express an opinion on these ﬁnanmal statements 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 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 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 matenal respects,
the financial position of Nutmeg Securities, Ltd. as of September 30, 2004, and the results of their
operations and their cash flows for the year then ended in conformity with accounting pr1nc1p1es
generally accepted in the United States America.

= ,@ | P

W. ‘ ',
Wd;Massachusetts
ctober 28, 2004



NUTMEG SECURITIES, LTD.

STATEMENT OF FINANCIAL CONDITION

SEPTEMBER 30, 2004
ASSETS
Cash . ; - % 92,847
Deposits with clearing organizations . 200,477
Receivable from broker-dealers and clearing organizations 2,898,789
Membership in exchanges: |
Owned, at cost less $27,505 valuation allowance 12,500
Furniture, equipment, and leasehold improvements, at cost, less - . L T
accumulated depreciation of $186,007 - 151,291
Due from employees ‘ 122,865
Other assets 75,199
-$ 3,553,968  ‘ _
LIABILITIES AND STOCKHOLDER'S EQUITY
Liabilities: e S e
Payable to broker-dealers and c_learing org@nization‘s B - % 60,494
Accounts payable, accrued expenses and other liabilities 1,147,602
11,208,096
Commitments and contingent liabilities:
Subordinated'borrowings 3 50,(.)00,
Stockholder's equity:
Common Stock, $10 par value, authorized 5,000 shares
issued 156 shares 1,560
Additional paid-in capital _ 122,400
Unirealized gain (105S) on membership il exchanges (27,505)
Retained earnings o : 1,899,417
- Total stockholder's equity - 1,995,872

£

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

. ’ '



NUTMEG SECURITIES, LTD.
STATEMENT OF INCOME

For the Year Ended September 30, 2004

Revenues:
Commissions $ 15,922,540
Principal transactions 1,768,477
* ¢ Interest and dividends 129218
' 17,720,235
Expenses: , N
- Employees compensation and benefits 2,005,363
Floor brokerage, exchange and clearance fees 12,223,716
Communications and data processing 312,205
Interest 63,120
Occupancy 192,658
Other expenses 2,281,913
17,078,975
Income before income taxes 641,260
Provision for income taxes 11,305
Net income 629,955
Other comprehensive income (loss)
Unrealized loss ' (12,500)
Comprehensive income $ 617,455

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



NUTMEG SECURITIES, LTD. -

STATEMENT OF CHANGES IN STOCKHOLDER'S_ EQUITY

For the Year Ended September 30, 2004 " -

Common
Stock
Balance at October 1, 2003 3 1,560
Net income
‘Changes in unrealized gain (loss)
on membership in exchanges
Balance at September 30, 2004 $ 1,560

‘ ‘ Unrealized
Additional Gain (Loss) on
Paid-in Membership in
Capital Exchanges -
$ 122,400 $  (15,005)
(12,500)
$ 122,400

$ (27,505)

Retained
Earnings

$1,269,462

629,955

$1,899417 -

The accompanyihg notes are an integral part of these financial statements.



NUTMEG SECURITIES, LTD.
STATEMENT OF CHANGES IN SUBORDINATED BORROWINGS

For the Year Ended September 30, 2004

* . Subordinated borrowings at October 1, 2003 . § 350,000
Increases: -
- Issuance of subordinated notes : : 0
‘Subordinated borrowings at September 30, 2004 | $ 350,000

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




{
~ NUTMEG SECURITIES, LTD.
STATEMENT OF CASH FLOWS
For the Year Ended September 30,2004 .

Cash flows used for operating activities: ‘ :
Net income , _ $ 629,955
Adjustments to reconcile net income '
to net cash used in operating activities:

- Depreciation S ﬂ 65,680
Deposits with clearing organizations : o (302)
Receivable from broker-dealers and clearing organizations (148,364)
Securities owned ' - - 349,252
Due from employees ' e 49,785
Other assets . ‘ | (3,924)
Payable to broker-dealers and clearing organizations . (335,022)
Accounts payable, accrued expenses. . (465,097)

- Net cash used for operating activities ' - ‘ 141,963

Cash flows used for investing activities: ‘ : |
Purchase of furniture, equipment and leasehold improvements (81,738)

Cash flows from ﬁnancing activities:

None . } . _ ' -0
Increése in cash - o S ' ' : 60,225
Cash at beginning of the year ‘ . 32,622

Cash at end of the year _ ' $ 92,847

Supplemental cash flow disclosures:

Income tax payments
- Interest payments

5,639
63,120

@ 2

Disclosure ot accounting policy:

For purposes of the statement of cash flows, the Company considers all highly liquid debt
instruments purchased with a maturity of three months or less to be cash equivalents.

The accompanying notes are an integral part of these financial statements.
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!
NUTMEG SECURITIES, LTD.
NOTES TO FINANCIAL éTATEMENTS

SEPTEMBER 30, 2004

NOTE 1.-~ - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization and Nature of Business

The Company is a broker-dealer registered with the Securities and Exchange Commission (SEC)
and is a member of the National Association of Securities Dealers (NASD). The Company is a
~ Connecticut Corporation that is a wholly-owned subsidiary of Finopco Holding Co.

Securities Transactions

Customers’ securities transactions are recorded on a settlement date basis. The related
commission income and expenses are also recorded on the settlement date basis.

Depreciation

Depreciation is provided on an accelerated basis using estimated useful lives of five to ten years.
Leasehold improvements are amortized over the lesser of the economic useful life of the
improvement or the term of the lease. -

Me;rhbershiﬁ in Exchange
Exchange 'membérships are recorded at market value. Unrealized holding gains and losses are
reported as a separate component of stockholder’s equity.

Income Taxes

The Company is included in the consolidated S Corporation tax return filed by its pérent. As
such, the Corporation’s income or loss and credits are passed through to the stockholders of that

o 1y, and t - income tax returns. -

Use of Estimates ..t

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 amounts reported in these financial statements and accompanying
notes. Actual results could differ from these estimates.



NUTMEG SECURITIES, LTD.
' NOTES TO FINANCIAL STATEMENTS CONTINUED

- SEPTEMBER 30, 2004

NOTE2- FURNIT URE, EQUIPMENT AND LEASEHOLD IMPROVEMENTS.
Major classifications of fixed assets are as follows:

Furniture and fixtures o ~.$ 242,791

. Leasehold improvements SR - 48,088
Motor vehicle - 46419
' 337,298
Less accumulated depreciation = 186,007
: - $ 151 291

'Deprec1at10n expense for the fiscal year endlng September 30, 2003 was $ 65 680.

NOTE3-  NET CAPITAL REQUIREMENTS

-~

The Company is subject to the Secuntxes and Exchange Comm1531on Umform Net Capxtal Rule
(Rule 15¢-3-1), which requires the maintenance of minimum net capital, and requires that the
ratio of aggregate indebtedness to net capital, both as defined, shall not exceed 15 to 1. The
Company had net capital of $1,940,225, which was $1,690,225 in excess of its requlred net
capital of $250 000. The Company’s net capltal ratio was 62 to 1.

- NOTE4- . LONGTERM LEA_SES
Buildings

The Company conducts its operations from three. locations that are leased at-$18,849 per month.

The leases expire at varying dates thru 2006. The accompanying financial statements include rent
~ expense of $198,858. Future minimum lease payments for non-cancelable operating leases of one
year or more at September 30 2004 are as follows

Year ended, ' © 7o o

September 30
2005 $ 161,782
2006 80077

§ 241,859




NUTMEG SECURITIES, LTD.
NOTES TO FINANCIAL STATEMENTS, CONTINUED

SEPTEMBER 30, 2004

NOTE4- LONG TERM LEASES (continued)

Equipment .

During 2004, the Company entered into two noncancellable operating leases for equipment. One

* lease has monthly payments of $663 through September 2007, and the other has monthly
payments of $697 through September 2005. At the end of these leases, the Company has options
to purchase this equipment at fair market value. Future minimum lease payments for non-
cancelable operating leases of one year or more at September 30, 2004 are as follows:

Year ended,

September 30
2005 , : $ 16,314
2006 7,950
- 2007 , | 7.950

§ 32,214

NOTES- EMPLOYEE BENEFITS

The Company has a 401(k) savings plan for all employees who have completed ninety days of
service and are at least eighteen years old. The Company at its discretion may match employee
contributions to the plan. For the fiscal year ending September 30, 2004 only administrative fees
were 1ncurred by the Company. ‘

The Company, at- its discretion may make a profit sharing contribution, which is allocated to
employees based on salary. For the fiscal year ending September 30, 2004 there was no
contribution nor accrual. | :




NUTMEG SECURITIES, LTD.
- NOTES TO FINANCIAL STATEMENTS, CONTINUED

. SEPTEMBER 30,2004 .

'NOTE6- SUBORDINATED BORROWINGS
The borrowings under subordination agreements at September 30, 2004 are listed as follows: o

Notes to two stockholders of the parent corporation, -
Interest is payable monthly, based on simple interest of 12% . | ’ .
Principal due June 2006 ’ ‘ L - $200,000

Noteto a 'stockholder of the parent corporation,
Interest is payable monthly, based on simple interest of 12% o
Principal due December 2006 o _ _ - 150,000

The subordinated borrowings are available in computing net capital under the SEC’s uniform net
capital rule. To the extent that such borrowings are required for the Company’s continued
compliance with minimum net capital requirements, they may not be repaid. -

NOTE 7- RELATED PARTY TRANSACTIONS

The Company has advanced $10,000 fo_' its parent company, Finopco Holding Co. (F.H.C.).
During the fiscal year ending September 30, 2004 there was no interest charged on the loan.

During the fiscal year ending September 30, 2004 the Compahy paid $11,000 to Arrowhead

Solutions, Inc. (A.S.1.) for software development. A.S.I: is a wholly owned subsidiary of Finopco
Holding Co.

NOTE 8 - CONCENTRATIONS OF CREDIT RISK

- The Company is engaged in various trading and brokerage activities which counterparties include
* broker-dealers, banks, other financial institutions, and the general public. In the event
counterparties do not fulfill their obligations, the Company may be exposed to risk. The risk of
default depends on the credit worthiness of the counterparty or issuer of the instrument. It is the
Company’s policy to review, as necessary, the credit standing of each counterparty.

The Company maintains cash in bank accounts in excess of the established limit insured by the
Federal Deposit Insurance Corporation (FDIC). '



- NUTMES SECURITIES, LTD.
SUPPLEMENTARY SCHEDULES

- SEPTEMBER 30, 2004




LARRY D. LIBERFARB, P.C.

CERTIFIED PUBLIC ACCOUNTANTS
AND FINANCIAL ADVISORS

11 Vanderbilt Avenue, Suite 220, Norwood, Massachusetts 02062
‘Tel. (781) 255-8800 Fax (781) 235-9217
- E-Mail: Info@been‘arb com

Independent Auditor’s Report on
Supplementary Information Required by Rule 17a- 5 of the
Securltles and Exchange Commlssxon

To the Board of Direc{ors of
Nutmeg Securities, Ltd..

We have audited the accompanying financial statements of Nutmeg Securities, Ltd. as of and for
the year ended September 30, 2004, and have issued our report thereon dated October 28, 2004.
Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in Schedules I, and II is presented for purposes of

- additional analysis and is not a required part of the basic financial statements, but is
supplementary information required by Rule 17a-5 under 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.

/Q@W/”C

Wd Massachusetts/
ober 28, 2004



SCHEDULEI

NUTMEG SECURITIES, LTD.

COMPUTATION OF AGGREGATE INDEBTEDNESS AND NET CAPITAL
PURSUANT TO RULE 15¢3-1

AGGREGATE INDEBTEDNESS:

Net capital per above

Accounts payable and accrued expenses $ 1,147,602
. Payable to broker-dealers | 60,494
TOTAL AGGREGATE INDEBTEDNESS $ 1,208,096
NET CAPITAL:
Common stock $ 1,560
‘Additional paid-in capital 122,400
- Retained earnings 1,871,912
| $ 1995872
ADD: :
Liabilities subordinated to clalms of general creditors
- allowable in computation of net capital - 350,000
TOTAL CAPITAL AND ALLQWABLE SUBORDINATED LIABILITIES | | $ 2,345,872
ADJUSTMENTS TO NET CAPITAL:
Furniture, equipment and leasehold 1mprovements (151,291)
Membership in exchanges (12,500)
Other assets (198,064)
12 b-1 fees (5,851)
" Haircuts / (37,941
Net Capital, as defined § 1,940,225
NET CAPITAL REQUIREMENT . 250,000
- NET CAPITAL IN EXCESS OF REQUIREMENT § 1,690,225
RATIO OF AGGREGATE INDEBTEDNESS TO NET CAPITAL 62.27%
Reconciliation with Company's computanon of net capital:
Net capital as reported in Company s Part II (unaudlted) . _
FOCUS Report $ 1,892,533
Net audit adjustments (105,683)
‘Decrease in non-allowables and haircuts 153,375

§ 1,940,225




SCHEDULE II
~ NUTMEG SECURITIES, LTD.
" COMPUTATION FOR DETERMINATION OF

RESERVE REQUIREMENTS FOR BROKER/DEALER UNDER
RULE 15¢3-3 OF THE SECURITIES EXCHANGE ACT OF 1934

Credit Balances

Free credit balances and other credit balances in customers secumy R
accounts (including nonregulated commodity accounts, net of related’_

margin deposits of $0)

Monies borrowed collateralized by securities carried for the accounts
of customers : '

Monies payable against customers’ securities loaned

Customers' securities failed to receive (including credit balances
in continuous net settlement accounts) ' .

Credit balances in firm accounts that are attributable to prmmpal '
sales to customers

Market value of stock dividends, stock splits, and similar distributions
receivable outstanding over thirty calendar days

Market value of short security count differences over thirty
calendar days old

Market value of short securmes and credlts (not to be offset by
"longs" or by debits) in all suspense accounts over thirty .
calendar days

Market value of securities that are in transfer in excess of forty
calendar days and have not been confirmed to be in transfer
by the transfer agent or the issuer

Total credit items

Debit balances

Debit balances in customers' cash and margin accounts -
excluding unsecured accounts and accounts doubtful of

collection net of deductions pursuant to rule 15¢3-3
Securities borrowed to effectuate short sales by customers and

securities borrowed to make delxvery on customers' securities .
faxled to deliver - -

Credit balances : : A
Failed to deliver of customers' securmes not older than 30 calendar

days (including debit balances ifi'contintious net'seftlement accounts)
Other

Gross debits
Less 3 percent charge
Total debit items

ojojo|o o




SCHEDULE II (continued)

NUTMEG SECURITIES, LTD.

COMPUTATION FOR DETERMINATION OF
RESERVE REQUIREMENTS FOR BROKER/DEALER UNDER
RULE 15c3-3 OF THE SECURITIES EXCHANGE ACT OF 1934

Reserve computations
Excess or' total debits over total credits _ $

* Reéquired deposit’

Reconciliation 'withACompany's computation (inc¢luded in Part I of
of Form X-17A-5 as of September 30, 2003

Excess as reported in Company s Part I FOCUS report
Excess per above computatlon

@ & -

None

OO



LARRY D. LIBERFARB, P.C.

CERTIFIED PUBLIC ACCOUNTANTS
AND FINANCIAL ADVISORS

11 Vanderbilt Avenue, Suite 220, Norwoed, Massachusetts 02062

Tel. (781) 255-8800 Fax (781) 255-9217
E-Mail Info@Libecfarb.com Independent Auditor’s Report on Internal

Control Required by Rule 17a-5"

I3

To the Board of Directors of
Nutmeg Securities, Ltd.

In planning and performing our audit of the financial statements of- Nutmeg Securities, Inc. b(the
~ Company), for the year ended September 30, 2004, we considered its internal control, including
‘control activities for safeguarding securities, in order to determine our audltlng procedures for the

purpose of expressing our opinion on the financial statements and not to prov1de assurance on the
internal control.

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
compliance with such practices and procedures that we considered relevant to the objectives
stated in rule 17a-5(g). Because the Company does not carry security accounts for customers or

~ perform custodial functions relating to customers securities, we did not review the practices and
procedures followed by the 'Company in any of the following:

1. Making the periodic computations of aggregate indebtedness (or aggregate debits) and
net cap1ta1 under rule 17a-3(a)(11) and the reserve requlred by rule 15c3 3(e) '

2. Makmg quarterly securities exammatlons, counts, ver1ﬁcat1ons 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 phys1ca1 possession or control of all fully paid and excess
margm securities of customers as requlred by rule 15¢3-3

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 controls, 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 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 conformity with generally accepted accounting principles. . Rule 17a-5(g) 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 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 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 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 period by employees in the normal course of performing
~ their assigned functions. However, we noted no matters involving internal control, including
- control activities for safeguarding securities, that we consider to be material weakness 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 the
Company’s practices and procedures were adequate at September 30, 2004 to meet the SEC’s
objectives.

This report is intended solely for the information and use of the Board of Directors, management,
the SEC, 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, and is not intended to be and should not be used by anyone other than these
specified partles :

éy&a%eo/ A
¥ D. Liberfarb, P.C

rwood, Massachusetts
ctober 28, 2004



