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OATH OR AFFIRMATION

I, J. MARK ENRIQUEZ , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

PULSE TRADING, INC. , as
of DECEMBER 31, , 2004 , are true and correct. I 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:

V7.4 42,,7;,7

/ Signature
Ve nes

Title

Notary Public

This report ** contains (check all applicable boxes):
#” (2) Facing Page. M:] St
(b) Statement of Financial Condition. : S
(c) Statement of Income (Loss).
[J (d) Statement of Changes in Financial Condition.
{e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.
O (H Statement of Changes in Liabilities Subordinated to Claims of Creditors.
lV(g) Computation of Net Capital.
(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
O (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.
0 (5 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.
O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.
B’(l) 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.

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

CARLIN, CHARRON & ROSEN, LLP

Certified Public Accountants and Business Advisors

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors
Pulse Trading, Inc.
Boston, Massachusetts

We have audited the accompanying statement of financial condition of Pulse Trading, Inc. as of
December 31, 2004, and the related statements of income, changes in stockholders’ 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 are 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 the standards of the Public Company Accounting
Oversight Board (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 basts, 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 material respects, the
financial condition of Pulse Trading, Inc. at December 31, 2004, 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 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 matenal respects in relation to the basic financial
statements taken as a whole.

Ca/.//m Charver & Lo &

Boston, Massachusetts
March 19, 2005
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Boston GCLASTONBURY PROVIDENCE WESTBOROUGH

Members of CCR Advisory Group:
Carlin, Charron & Rosen. LLP; CCR Corporate Revitalization, LLC: CCR Cost Recovery Services, LLC: CCR Outsourcing & Recruitment:
CCR Retirement Plan Services, LLP; CCR Technology Services: CCR Wealth Management, LLC

A Founding Member of the Leading Edge Alliance

60 State Street | Boston, MA 02109 | 6173712500 | 617.371.2525 fax | www.ccrgroup.com



PULSE TRADING, INC.

Statement of Financial Condition

December 31, 2004
Assets
Cash and cash equivalents $ 3,334,957
Deposits with clearing organizations 199,141
Receivable from clearing organizations 363,672
Receivable from non-customers:
Note receivable from employee 50,000
Refundable income taxes 84,656
Marketable securities owned, at market value 597,040
Property and equipment, net 208,372
Other assets
Deferred tax asset 378,000
Prepaid expenses 52,852
Deposits 106,758
5 537548
Liabilities and Stockholders’ Equity
Liabilities
Payable to clearing organizations $ 405,057
Accounts payable 471,221
Accrued expenses and other liabilities 755,667
1,631,945
Commitments and contingent liabilities
Stockholders' equity
Common stock, $0.01 par value; 200,000 shares
authorized, 14,200 shares issued and outstanding 142
Additional paid-in capital 662,957
Retained earnings 3,240,404
3,903,503
Less 1,600 shares of treasury stock, at cost 160,000
3,743,503
Total liabilities and stockholders' equity $ 5,375,448

See notes to financial statements
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PULSE TRADING, INC.

Statement of Income
For the Year Ended December 31, 2004

Revenues
Commissions
Net investment loss
Interest

Expenses
Employee compensation and benefits
Floor brokerage, exchange, and clearance
Communications and data processing
Occupancy
Taxes, other than income taxes
Other

Income before income taxes
Provision for income taxes

Net income

See notes to financial statements
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$ 22,685,041
(2,118)
46,313

22,729,236

9,414,310
6,067,868
608,914
393,805
375,969
4,441,628

21,302,494

1,426,742

730,000

$ 696,742
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PULSE TRADING, INC.

Statements of Cash Flows

For the Year Ended December 31, 2004

Cash flows from operating activities
Net income
Adjustments to reconcile net income to net
cash provided by operating activities:

Prior period adjustment

Depreciation and amortization

Deferred income taxes

Net investment loss

Loss on disposal of property and equipment

Changes in operating assets and liabilities:

(Increase) decrease 1in:
Receivable from clearing organizations
Refundable income taxes
Prepaid expenses
Deposits
Increase (decrease) in:
Payable to clearing organizations
Accounts payable
Accrued expenses and other liabilities
Income taxes payable
Net cash provided by operating activities

Cash flows from investing activities
Loan made to employee
Purchase of marketable securities
Proceeds from sale of not readily marketable securities
Acquisition of property and equipment
Net cash used for investing activities

Cash flows from financing activities
Dividends paid

Decrease in cash and cash equivalents
Cash and cash equivalents - beginning

Cash and cash equivalents - ending

See notes to financial statements
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§ 696,742

(179,943)
132,691
(306,000)
2,118
64,729

(230,422)

(84,656)
4,216
2,000

405,057
210,066
513,638

(385,344)
844,892

(50,000)

(597,040)
37,000

(86,090)

" (696,130)

(189,000)

(40,238)

3,375,195

$3,334,957




PULSE TRADING, INC.

Notes to Financial Statements
For the Year Ended December 31, 2004

Nature of Operations

Pulse Trading, Inc. (the Company) was formed in Massachusetts on January 15, 2000. It serves
as an institutional broker-dealer to buy and sell equities, debt, and financial instruments. The
Company is a registered broker-dealer under the Securities Exchange Act of 1934 and is a
member of the National Association of Securities Dealers, Inc. (NASD).

Summary of Significant Accounting Policies

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

Cash and Cash Equivalents
The Company considers highly liquid investments with a maturity when purchased of 90 days
or less to be cash equivalents. At December 31, 2004, the Company has no cash equivalents.
Approximately $63,000 of cash and cash equivalents has been assigned as security for a
letter of credit and is restricted from use until the letter of credit matures in July 2005.

“Securities Transactions

The Company records securities transactions and recognizes related revenues on a trade
date basis. Expenses are recorded on an accrual basis.

Deposits with Clearing Organizations
The balance represents required deposits with clearing organizations.

Receivable From/Payable to Clearing Organizations
Amounts receivable and payable for securities transactions that have not reached their
contractual settlement date are recorded net in the statement of financial condition.

Marketable Securities
The Company classifies its existing marketable equity securities as available-for-sale. These
securities are stated at market value, with unrealized gains and losses reported as a
component of stockholders’ equity in accumulated other comprehensive income (loss).
Securities held at December 31, 2004 represent U.S. Treasury notes whose acquisition cost
approximates market value. QGains or losses on securities sold are based on the specific
identification method.

Continued --
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PULSE TRADING, INC.

Notes to Financial Statements
For the Year Ended December 31, 2004

2.

Summary of Significant Accounting Policies (Continued)

Property, Equipment, Depreciation and Amortization
Property and equipment are stated at cost. Depreciation and amortization are computed using
the straight-line method at rates sufficient to write off the cost of the applicable assets over
their estimated useful lives.

Income Taxes
The Company accounts for income taxes according to the liability method. Under this
method, deferred tax assets and liabilities are determined based on differences between the
financial reporting and income tax bases of assets and liabilities and are measured using
enacted tax laws and rates that will be in effect when the differences are expected to
reverse.

Stock-Based Compensation
Statement of Financial Accounting Standards (SFAS) No. 123, Accounting for Stock-Based
Compensation, requires the measurement of the fair value of stock options to be included
in the statement of income or disclosed in the notes to the financial statements. The
Company has determined that it will continue to account for equity-based compensation for
employees under Accounting Principles Board Opinion No. 25, Accounting for Stock
Issued to Employees, and elect the disclosure-only alternative under SFAS No. 123.

Supplemental Cash Flows Disclosures
Cash paid for interest during the year and interest expense for the year totaled $2,622.
Cash paid for income taxes during the year totaled $1,387,000.

Net Capital Requirements

As a broker-dealer, the Company is subject to the Security and Exchange Commission’s
(SEC) regulations and operating guidelines that require the Company to maintain a specified
amount of net capital, as defined, and a ratio of aggregate indebtedness to the net capital, as
defined, not exceeding 15 to 1. The Company’s net capital, as computed under SEC Rule
15¢3-1, was $2,600,694 at December 31, 2004, which exceeded required net capital of
$108,796 by $2,491,898. The ratio of aggregate indebtedness to net capital at December 31,
2004 was 0.63 to 1.
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PULSE TRADING, INC.

Notes to Financial Statements
For the Year Ended December 31, 2004

4.

Concentration of Credit Risk

The Company is engaged in various trading and brokerage activities with counter parties. In
the event counter parties do not fulfill their obligations, the Company may be exposed to risk.
The risk of default depends on the credit worthiness of the counter party or issuer of the
instrument. It is the Company’s policy to review, as necessary, the credit standing of each
counter party with which it conducts business.

The Company also has a concentration of credit represented by cash deposits in a financial
institution in excess of the amount insured by the Federal Deposit Insurance Corporation.

Management believes that its exposure to financial loss is mitigated by the financial strength
of its depository institutions.

Property and Equipment, Net

At December 31, the balance represents the following:

Estimated
Useful Life
Office equipment 2 -3 years $ 211,846
Fumniture and fixtures 2 - 7 years 88,955
Software 2 years 8.990
309,791
Less - accumulated depreciation and amortization 101,419
Net ' $ 208,372

Depreciation and amortization expense on property and equipment totaled $132,691 for the
year.

Income Taxes

The net deferred tax asset in the accompanying statement of financial condition includes the
following amounts of deferred tax assets and liabilities:

Deferred tax assets $ 422,000

Deferred tax liabilities _ (44.,000)

Net deferred tax asset $ 378.000
Continued --



|

PULSE TRADING, INC.

Notes to Financial Statements
For the Year Ended December 31, 2004

Income Taxes (Continued)
The tax effects of principal temporary differences are shown in the following table:

Cumulative cash basis earnings in excess of accrual

basis earnings $ 404,000
Unrealized loss on investments 18,000
Accelerated tax depreciation (44.000)

$ 378,000
The components of income tax expense related to continuing operations are as follows:
Federal:
Current $ 715,000
Deferred (142.000)
573,000
State and local:
Current 202,000
Deferred ‘ (45.000)
157,000
Income tax expense $ 730,000

The Company’s income tax expense differed from the statutory federal rate of 34% as follows:

Statutory rate applied to income before income taxes $ 485,000
Increase in income taxes resulting from:
State income taxes 128,000
Non-deductible expense ' 47,000
Other 70,000
$ 730,000
Profit Sharing Plan

The Company has a qualified defined contribution plan that covers substantially all full-time
employees meeting certain eligibility requirements. The Company makes a matching
contribution of up to 4% of qualified gross wages. The Company may also make an annual
discretionary profit sharing contribution to the plan. Company contributions to the plan totaled

|

1

$259,573 for the year ended December 31, 2004.



PULSE TRADING, INC.

Notes to Financial Statements
For the Year Ended December 31, 2004

10.

Commitments and Contingencies

The Company has various non-cancelable operating leases on facilities with monthly payments
of approximately $34,000 per month, including related service charges, as applicable. These
leases expire from January 2005 through April 2007.

The future minimum lease payments required under these leases are as follows:

Year ending

December 31,
2005 $ 244,071
2006 115,080
2007 38,360

$397,511
Rent expense for the year totaled $343,049.

Stock Option Plan

The Company adopted the 2002 Equity Incentive Option Plan which provides for the issuance
of incentive stock options and non-statutory stock options to eligible employees and non-
employees. No stock option activity occurred during the year, and there were no options
outstanding at December 31, 2004. Options available for granting as of December 31, 2004
totaled 1,500.

Prior Period Adjustment
Retained eamings at the beginning of 2004 have been adjusted to correct errors made in 2003
relating to the understatement of amounts owed to clearing organizations and certain other

accrued liabilities. Had these errors not been made, net income for 2003 would have been
decreased by $179,943, net of income tax of $119,000.

-10-



PULSE TRADING, INC.

Schedule I: Computation of Net Capital for Broker-Dealers pursuant to Rule 15¢3-1

As of December 31, 2004

Total stockholders' equity qualified for net capital

Deductions and/or changes:

Nonallowable assets:
Restricted cash
Deposits with clearing organizations
Note receivable from employee
Refundable income taxes
Property and equipment, net
Deferred tax asset
Prepaid expenses
Deposits

Net capital

Aggregate indebtedness:

Total A.L liabilities from statement of financial condition:
Payable to broker-dealers and clearing organizations
Accounts payable
Accrued expenses and other current liabilities

Total aggregate indebtedness

Computation of basic net capital requirement:
Minimum net capital required

Excess net capital
Excess net capital at 1,000 percent

Ratio of Aggregate indebtedness to net capital

-11-

$ 3,743,503

63,030
199,141
50,000
84,656
208,372
378,000
52,852
106,758

1,142,809

3 2,600,694

$ 405,057
471,221
755,667

&

1,631,945

$ 108,796

$ 2,491,898

$ 2,437,500

0.63to1

Continued --
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PULSE TRADING, INC.

Schedule I: Computation of Net Capital for Broker-Dealers pursuant
to Rule 15¢3-1 (Continued)
As of December 31, 2004

Reconciliation with Company's computation of net capital
(included in Part IT of Form X-17A-5 as of December 31, 2004)

Net capital, as reported in Company's Part I (unaudited)

FOCUS report ' $ 2,521,931
Note receivable from employee erroneously reported as allowable (50,000)
Audit adjustment to receivables from / payables to clearing organizations 47,246
Audit adjustment to marketable securities owned, at market value 100,437
Audit adjustment to accrued trade execution expenses (299,104)
Audit adjustment to other accrued expenses (116,452)
Income tax adjustment 385,344
Other items (net) 11,292

Net capital per above $ 2,600,694

-12-



PULSE TRADING, INC.

Schedule II: Computation of Determination of Reserve
Requirement pursuant to Rule 15¢3-3
As of December 31, 2004

Pulse Trading, Inc. is exempt from the reserve requirement pursuant to SEC Rule 15¢3-3 under
paragraph (k) (2) (ii).

-13-
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Certified Public Accountants and Business Advisors 60 State Street | Boston, MA 02109 | 617.371.2500 ! 617.3712525 fx | www.ccrgroup.com
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM ON
INTERNAL CONTROL
To the Board of Directors
Pulse Trading, Inc.

Boston, Massachusetts

In planning and performing our audit of the financial statements and supplemental schedules of
Pulse Trading, Inc. for the year ended December 31, 2004, 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 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 such
practices and procedures that we considered relevant to the objectives stated in Rule 17a-5(g) in
making the periodic computations of aggregate indebtedness (or aggregate debits) and net capital
under rule 17a-3(a)(11) and for determining compliance with the exemptive provisions of rule
15¢c3-3. Because the Company does not carry securities accounts for customers or perform
custodial functions relating to customer securities, we did not review the practices and procedures
followed by the Company in any of the following:

1. Making 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 § of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System.

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 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.

BostoN GLASTONBURY _14_ PROVIDENCE WESTBOROUGH

Members of CCR Advisory Group:
Carlin, Charron & Rosen. LLP; CCR Corporate Revitalization, LLC; CCR Cost Recovery Services. LLC: CCR Outsourcing & Recruitment:
CCR Retirement Plan Services, LLP; CCR Technology Services; CCR Wealth Management. LLC

A Founding Member of the Leading Edge Alliance
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Because of inherent limitations in any internal control or the practices and procedures referred to
above, error 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 the internal control structure would not necessarily disclose all matters in the
internal control that might be material weaknesses under standards established by the Public
Company Accounting Oversight Board. 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 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 the following matters involving
the accounting system and its operation that we consider to be matenal weaknesses as defined
above:

1. We noted significant unexplained variances between the balance due to the clearing
organization per the general ledger and the balance per the clearing organization year-end
brokerage statement. Company procedures include the posting of monthly revenue activity
from the clearing organization activity statements; however, the resulting general ledger
balances for any related receivable or payable were not being reconciled to the clearing
organization month-end brokerage statement. We recommend that such reconciliation be
completed monthly.

2. We noted significant unrecorded liabilities as of year-end arising from trade execution
costs. We recommend that the Company develop and implement procedures to insure that
a proper cut-off for accrued trade execution costs occurs at each month end.

These conditions were considered in determining the nature, timing, and extent of the procedures
to be performed in our audit of the financial statements of Pulse Trading, Inc. for the year ended
December 31, 2004, and this report does not affect our report thereon dated March 19, 2005.

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, except for the two matters described above, were adequate at
December 31, 2004, to meet the SEC’s objectives.

This report is intended solely for information and use of the Board of Directors, management, the
Securities and Exchange Commission, 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 parties.

Boston, Massachusetts
March 19, 2005
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