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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholder of
H.C. Wainwright & Co., Inc.:

We have audited the accompanying statement of financial condition of H.C. Wainwright & Co., Inc. (the
“Company”)(a wholly-owned subsidiary of H.C. Wainwright Holding Corporation) as of December 31, 2004,
that you are filing pursuant to Rule 17a-5 under the Securities Exchange Act of 1934. This financial
statement is the responsibility of the Company’s management. Our responsibility is to express an opinion on
this statement of financial condition based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the statement of financial condition is free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the statement of
financial condition. An audit also includes assessing the account principles used and significant estimates
made by management, as well as evaluating the overall statement of financial condition presentation. We
believe that our audit provides a reasonable basis for our opinion.

In our opinion, the statement of financial condition presents fairly, in all material respects, the financial
position of H.C. Wainwright & Co., Inc. at December 31, 2004, in conformity with accounting principles
generally accepted in the United States of America.

The accompanying statement of financial condition has been prepared assuming that the Company will
continue as a gong concern. As discussed in Note 5 to the statement of financial condition, the Company has
suffered recurring losses from operations, and net capital deficiencies that raise substantial doubt about its
ability to continue as a going concern. Management’s plans in regard to these matters are also described in
Note 5. The statement of financial condition does not include any adjustments relating to the recoverability
or reclassification of any asset or liability that might result from the outcome of this uncertainty.

M&_W’i e

Great Neck, New York Goldstein & Gan%l’A's, P.C.
February 18, 2005




H. C. WAINWRIGHT & CO., INC.
(A Wholly-Owned Subsidiary of H.C. Wainwright Holding Corporation)

STATEMENT OF FINANCIAL.CONDITION
DECEMBER 31, 2004

ASSETS

CASH AND CASH EQUIVALENTS

- RECEIVABLES:

From clearing broker
Other

SECURITIES OWNED:
Not readily marketable,at estimated fair value, held for investment (cost, $72,053)

ADVANCES TO AFFILIATES
PREPAID EXPENSES, DEPOSITS AND OTHER ASSETS

FURNITURE, EQUIPMENT AND LEASEHOLD IMPROVEMENTS, at
cost, less accumulated depreciation and amortization of $356,784

LIABILITIES AND STOCKHOLDER'S EQUITY
ACCOUNTS PAYABLE AND ACCRUED EXPENSES
ACCRUED COMPENSATION

SUBORDINATED BORROWINGS

COMMITMENTS AND CONTINGENCIES

STOCKHOLDER'S EQUITY:
Common stock (200,000 shares of no par value authorized; 100,000 shares issued)
Paid-in capital
Less treasury stock, at cost, 5,000 shares
Accumulated deficit

Total stockholder's equity

See notes to statement of financial condition.

651,117

43,783
32,149

106,792
4,651,556

450,498

64,347

6,000,242

156,643
257,452

554,744

968,839

883,867

15,927,599
(98,050)
(11,682,013)

5,031,403

6,000,242




H. C. WAINWRIGHT & CO., INC.
(A Wholly-Owned Subsidiary of H.C. Wainwright Holding Corporation)

NOTES TO STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2004

1.

SIGNIFICANT ACCOUNTING POLICIES

The Company — H. C. Wainwright & Co., Inc. (the “Company”) (a wholly-owned subsidiary of H.C. Wainwright
Holding Corporation (the “Parent™)) is a Massachusetts corporation and a broker and dealer in securities. The
Company introduces brokerage transactions for clearance and execution services to Legent Clearing Corp.
(“Legent™), on a fully disclosed basis.

The agreement between the Company and Legent provides that the Company is obligated to assume any exposure
related to nonperformance by its customers, thus exposing the Company to off-balance sheet risk in the event the
customer is unable to fulfill its contractual obligations. The Company monitors its customer activity by reviewing
information it receives from Legent on a daily basis, requiring customers to deposit additional collateral or reduce
positions when necessary and reserving for doubtful accounts when necessary.

Security Transactions — Security transactions and related commission revenues and expenses are recorded in
the financial statements on a settlement-date basis, which approximates a trade-date basis.

Investments in Securities — Marketable securities are valued at market value, and securities not readily
marketable are valued at their estimated fair value as determined by management of the Company. Realized and
unrealized gains or losses are recorded in the statement of operations.

Depreciation and Amortization — Depreciation is computed using the straight-line method based on the
estimated useful lives of the assets. Costs incurred in connection with improvements to the Company’s leased
premises have been capitalized and are being amortized over the term of the lease using the straight-line method.

Income Taxes —~ The Company files its federal and state income tax returns on a consolidated basis with H.C.
Wainwright Holding Corporation and other subsidiaries of its Parent. The income tax provision or benefit is
allocated to the Company under the terms of a tax allocation agreement. The amount allocated is determined as
if the Company calculated its taxes as a separate company. Amounts due to or due from the Parent are included
in advances to affiliates. Amounts due from Parent for income taxes were approximately $1,268,000 at
December 31, 2004. The principal differences between the tax provision as presented in the financial statements
and such provision computed under statutory rates are the impact of nontaxable interest income and non-
deductible travel and entertainment expenses.

Cash Equivalents — Cash equivalents consist of investments in money market funds with the Company’s
clearing broker and the Company’s primary bank.

Use of Estimates — The preparation of financial statements in accordance 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 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.

-3-



H. C. WAINWRIGHT & CO., INC.
(A Wholly-Owned Subsidiary of H.C. Wainwright Holding Corporation)

NOTES TO STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2004 (Continued)

2. NET CAPITAL REQUIREMENTS

The Company is subject to the Uniform Net Capital Rule pursuant to Rule 15¢3-1 under the Securities
Exchange Act of 1934 which provides that aggregate indebtedness, as defined, shall not exceed fifteen
times net capital (1500%), as defined. In addition, required net capital is $100,000. At December 31,
2004, the Company’s percentage of aggregate indebtedness to net capital was 147% and net capital was
$280,805, which exceeded required net capital by $180,805.

3. TRADING SECURITIES

The Company purchases marketable securities held for trading and maintained with its principal
clearing broker. The aggregate of the market value of securities held in such accounts cannot exceed 15
times net capital, as defined (Note 2). Any and all payables to the broker by the Company may be
collateralized by securities held by the broker on behalf of the Company.

4. SECURITIES OWNED AND SECURITIES SOLD, NOT YET PURCHASED

Securities owned and sold, but not yet purchased, consist of trading and investment securities at market
values as follows:

— Cost __ FMV
Corporate Stocks $72,053 $106,792

Securities not readily marketable include investment securities (a) for which there is no market on a
securities exchange or no independent publicly quoted market, (b) that cannot be publicly offered or
sold unless registration has been effected under the Securities Act of 1933, or (c) that cannot be offered
or sold because of other arrangements, restrictions, or conditions applicable to the securities or to the
Company. At December 31, 2004, these securities consist of equities at estimated fair value of
$106,792.

5. COMMITMENTS AND CONTINGENT LIABILITIES

Litigation - The Company is subject to claims and lawsuits that arise in the ordinary course of business.
Some of these claims and lawsuits seek damages in amounts which could, if assessed, be significant.
On the basis of present information and advice received from counsel, management believes that the
ultimate disposition or determination of these claims will not have a material adverse effect on the
Company’s results of operations or financial position.

Leases - The Company operated its primary offices in New York City under a noncancelable agreement,
which expired at December 31, 2004, at a minimum monthly rent of $47,854. As of May 2003, the
Company had closed all of its other offices. The Company subleased a portion of its office on a month-
to-month basis during 2004 and received approximately $72,000 of rental income.

4.



H. C. WAINWRIGHT & CO., INC.
(A Wholly-Owned Subsidiary of H.C. Wainwright Holding Corporation)

NOTES TO STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2004 (Continued)

S. COMMITMENTS AND CONTINGENT LIABILITIES (continued)
Total rent expense, net of sublease income, amounted to $563,286 in 2004.

The Company also leased equipment under noncancelable leases expiring at various times through 2004. Rent
expense under these leases amounted to $8,390.

In January 2005, the Company entered into a new operating lease for its offices in New York City. The new
lease is on a month-to-month basis through July 31, 2005 and requires monthly rent of $28,575.

Going Concern - As shown in the accompanying financial statements, the Company's revenues decreased to
approximately $4,916,000 in 2004, from approximately $5,283,000 in 2003 and have continued to sustain net
operating losses of approximately ($245,000) in 2004, and approximately ($1,104,000) in 2003.

During 2004, the Company received $170,000 from its Holding Company as additional capital contributions
for working capital. The fact that the Company continued to sustain losses in 2004 and still requires additional
sources of outside cash to sustain operations, continues to create uncertainty about the Company's ability to
continue as a going concern.

Management has developed a plan to increase revenue from other sources of income, reduce its operational
costs and improve cash flow through reducing personnel, eliminating and reducing other costs of operations
and raising additional funds either through issuance of debt or equity.

The ability of the Company to continue as a going concern is dependent upon the Company's ability to raise
additional funds either through the issuance of debt or equity and the success of Management's plan to increase
revenue and reduce operational costs. The Company anticipates that it will be able to generate or raise the
necessary funds it may require for the remainder of 2005. If the Company is unable to fund its cash flow needs,
the Company may have to further reduce operations. The statement of financial condition does not include any
adjustments that might be necessary if the Company is unable to continue as a going concern.

6. SAVINGS AND INVESTMENT PLAN

The Company provides a savings and investment plan for eligible employees. The plan is a defined contribution
plan, which allows for a compensation reduction feature under Section 401(k) of the Internal Revenue Code. A
matching employer contribution, not to exceed 6% of the employee’s compensation for the plan year, may be made
to each employee’s account at the Company’s discretion. The Company has made contributions in 2004 amounting
to $6,514.




H. C. WAINWRIGHT & CO., INC.
(A Wholly-Owned Subsidiary of H.C. Wainwright Holding Corporation)

NOTES TO STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2004 (Continued)

7. RELATED-PARTY TRANSACTIONS

Subordinated debt in the amount of $500,000 at December 31, 2004 is owed to an affiliate of a majority
shareholder of the Company (Note §).

The Company makes interest-free advances, due on demand, to certain affiliated entities. During 2004,
the Company paid net advances amounting to $75,338. At December 31, 2004, the balance of the
outstanding advances amounted to $4,651,556,

8. SUBORDINATED BORROWINGS

Under the terms of the Company’s agreements with its subordinated lenders, such loans are
subordinated to the claims of general creditors and are available to the Company in computing net
capital pursuant to Rule 15¢3-1 of the Securities and Exchange Commission.” To the extent that such
borrowings are required for the Company’s continued compliance with minimum net capital
requirements, they may not be repaid.

The Company has a subordinated demand loan with a bank in the amount of $54,744. The bank has
waived any interest charges on this loan.

An affiliate of a majority shareholder of the Company has provided a subordinated loan to the Company
for $500,000, which matures July 31, 2005 and bears interest at the rate 10% per annum.

9. CONCENTRATIONS OF CREDIT RISK

The Company is engaged in various trading and brokerage activities in which counterparties primarily
include broker-dealers, banks, and other financial institutions. In the event counterparties do not fulfill
their obligations, the Company may be exposed to risk. The risk of default depends on the
creditworthiness of the counterparty or issuer of the instrument. It is the Company's policy to review, as
necessary, the credit standing of each counterparty. In addition, the Company maintains balances at one
of its banks in excess of the Federal deposit Insurance Company limits.

10. FAIR VALUE OF FINANCIAL INSTRUMENTS

The financial instruments of the Company are reported in the statement of financial condition at fair
value or at carrying amounts that approximate fair value because of the short maturity of such
instruments, except for the subordinated borrowings.

The fair values of the Company’s subordinated borrowings are determined using contractual cash flows
discounted at current interest rates offered to the Company for debt with substantially the same
characteristics and maturities. The fair values of such instruments approximate their carrying amounts
at December 31, 2004,

-6-
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

ON INTERNAL CONTROL

To the Board of Directors and Stockholders of
H.C. Wainright & Co., Inc.:

In planning an performing out audit of the financial statements of H.C. Wainwright & Co., Inc. (the
“Company”) for the year ended December 31, 2004 (on which we issued our report dated February 5, 2003),
we considered its internal control, including control activities for safeguarding securities, in order to
determine our auditing procedures for the purpose of expressing an opinion on the financial statements and
not to provide assurance on the Company’s internal control.

Also, as required by Rule 17a-5(g)(1) under the Securities Exchange Act of 1934, we have made a study of
the practices and procedures (including tests of compliance with such practices and procedures) followed by
the Company that we considered relevant to the objectives state in Rule 17a-5(g) in making the periodic
computations of aggregate indebtedness and net capital under Rule 17a-3(a)(11) and for determining
compliance with the exemptive provisions of Rule 15¢3-3. We did not review the practices and procedures
followed by the Company in making the quarterly securities examinations, counts, verifications, and
comparisons, and the recordation of differences required by Rule 17a-13 or in complying with the
requirements for prompt payment for securities under Section § of Regulation T of the Board of Governors of
the Federal Reserve System, because the Company does not carry securities accounts for customers or
perform custodial functions relating to customer securities.

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 internal
control and of the practices an procedures, and to assess whether those practices and procedures can be
expected to achieve the Securities and exchange Commussion’s (the “Commission”) 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 acquisition, 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 accounting principles generally accepted in the United
States of America. Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the
preceding paragraph.



Because of inherent limitations in any internal control or the practices and procedures referred to above,
misstatements due to error or fraud may occur and not be detected. Also, projections of any evaluation of the
internal control or if such practices and procedures to future periods are subject to the risk that they may
become inadequate because of changes in conditions or that the degree of compliance with the practices or
procedures may deteriorate.

Our consideration of the Company’s internal control would not necessarily disclose all matters in the
Company’s 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 internal control components does not reduce to a relatively low level the risk
that misstatements caused by error 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 the Company’s
internal control and its operation (including contro] activities for safeguarding securities) that we consider to
be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objective referred to in the second
paragraph of this report are considered by the Commission 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, 2004, to meet the Commission’s objectives.

This report is intended solely for the information and use of the board of directors, management, the
Securities and Exchange Commission, the National Associated of Securities Dealers, and other regulatory
agencies that rely on Rule 17a5(g) under the Securities Exchange Act of 1934 in their regulation of registered
brokers and dealers, and is not intended to be and should be used by anyone other than these specified
parties.

Great Neck, New York Goldstein & Ganz, CPA’s, P.C.
February 18, 2005



