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Rothstein, Kass & Company, P.C.
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4 Becker Farm Road Roseland New Jersey 07068
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1, Anthony Pace , swear (or affirm) that, to the

best of my knowledge and belief the accompanying financial statement and supporting schedules pertammg to the firm of
A.J. Pace & Co., Inc ,as of

December, 31 ,2005 | are true and correct. 1 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:
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Q/V . Signature
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Noggubhc Notary P”g'w: StaLtEeDOf New York

Qualified in Westchester Cou
Commission Fxpires April 2, !9"_%20 1O
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This report** contains (check all applicable boxes):” " R e
(a) Facing page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

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

() 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¢3-3.

(j) 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 con-

solidation.
() An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.
(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

OO0 OO COEEIEER]

(o) Independent auditor's report on internal accounting control.

(p) Schedule of segregation requirements and funds in segregation--customers' regulated commodity futures account
pursuant to Rule 171-5.
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**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Rothstein Kass

INDEPENDENT AUDITORS' REPORT

Board of Directors
A.J. Pace & Co., Inc.

We have audited the accompanying statement of financial condition of A.J. Pace & Co., Inc. as of December 31,
2005. This statement of financial condition 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 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
statement of financial condition is free of material misstatement. An audit includes consideration of internai control
over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the Company's internal control over financial
reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence
supporting the amounts and disclosures in the statement of financial condition, assessing the accounting 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 financiai condition referred to above presents fairly, in all materiaf respects, the

financial position of A.J. Pace & Co., Inc. as of December 31, 2005, in conformity with accounting principles generally
accepted in the United States of America.

@W/Kw L@mfaw.rl ;0 Q.

Roseland, New Jersey
January 19, 2006



December 31, 2005

ASSETS

Cash $ 4,096

Restricted cash 66,004

Receivable from clearing broker, includes

clearing deposit of $150,000 301,623

Due from related party 22,000

Property and equipment, net 210,677

Other assets 104,793
b 709,193

LIABILITIES AND STOCKHOLDER'S EQUITY

Liabilities
Accounts payable and accrued expenses $ 34,818
Accrued profit sharing plan contribution 7,543
Total liabilities 42,361
Stockholder's equity

Common stock, no par value
authorized 200 shares,

issued and outstanding 100 shares 50,000
Additional paid-in capital 2,891,823
Accumulated deficit (2,274,991)

Total stockholder's equity 666,832
709483

See accompanying notes to financial statements. 2



CO., INC.

IAL STATEMENTS

1. Nature of business

AJ. Pace & Co,, Inc. (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, Inc. (NASD). The Company's operations
consist primarily of agency commission transactions. The Company has locations in New York and Florida.

2. Basis of presentation and summary of significant accounting policies

Securities Transactions

Securities transactions and related income and expenses are recorded on a trade-date basis.
Management Fee Income

The Company records quarterly management fee income from a related party at a percentage of capital under
management subject to such management fees. The Company records fee income as earned.

Property and Equipment

Property and equipment are stated at cost less accumulated depreciation and amortization. The Company provides
for depreciation and amortization on the declining balance method over an estimated useful life of five to seven years
for equipment and straight line over the life of the leases for leasehold improvements.

Income Taxes

The Company's stockholder has elected to treat the Company as an "S" Corporation for federal and state income tax
purposes. As such, the stockholder is liable for the federal and state tax on corporate income and receives the
benefit of corporate loss. The Company is treated as a “C” corporation for New York City income tax purposes.

The Company complies with SFAS No. 109, “Accounting for Income Taxes,” which requires an asset and liability
approach to financial reporting for city income taxes. Deferred income tax assets and liabilities are computed for
differences between the financial statement and tax bases of assets and liabilities that will result in taxable or
deductible amounts in the future, based on enacted tax laws and rates applicable to the periods in which the
differences are expected to affect taxable income. Valuation aliowances are established, when necessary, to reduce
the deferred income tax assets to the amount expected to be realized. As of December 31, 2005, the Company had
a deferred tax asset resulting from New York City net operating loss carryforwards which expire through 2012, of
approximately $34,000, a decrease of $11,000 from 2004, The Company has established a valuation allowance in
the same amount.

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 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. Property and equipment

Details of property and equipment at December 31, 2005 are as follows:

Office equipment $ 161,589
Furniture and fixtures 132,430
Leasehold improvements 338,609
632,628

Less accumulated depreciation
and amortization 421,951
$ 210,677

4. Net capital requirements

The Company is a member of the National Association of Securities Dealers, Inc., and is subject to the Securities
and Exchange Commission Uniform Net Capital Rule 15¢3-1. This Rule requires the maintenance of minimum net
capital and that the ratio of aggregate indebtedness to net capital, both as defined, shall not exceed 15 to 1 and
that equity capital may not be withdrawn or cash dividends paid if the resulting net capital ratio would exceed 10 to
1. At December 31, 2005, the Company's net capital was approximately $259,000, which was approximately
$209,000 in excess of its minimum requirement of $50,000.

5. Exemption from Rule 15¢3-3

The Company is exempt from the SEC Rule 15¢3-3 pursuant to the exemptive provision under sub-paragraph
(k)(2)ii), and, therefore, is not required to maintain a "Special Reserve Bank Account for the Exclusive Benefit of
Customers."

6. Off-balance-sheet risk

Pursuant to a clearance agreement, the Company introduces all of its securities transactions to its sole clearing
broker on a fully-disclosed basis. Therefore, all of the customers' money balances and long and short security
positions are carried on the books of the clearing broker. In accordance with the clearance agreement, the Company
has agreed to indemnify the clearing broker for losses, if any, which the clearing broker may sustain from carrying
securities transactions introduced by the Company. In accordance with industry practice and regulatory
requirements, the Company and the clearing broker monitor collateral on the customers’ accounts.

In the normal course of business, the Company’s customer activities involve the execution, settlement, and
financing of various customer securities transactions. These activities may expose the Company to off-balance-
sheet risk in the event the customer or other broker is unable to fulfill its contracted obligations and the Company
has to purchase or sell the financial instrument underlying the contract at a loss.



7. Concentrations of credit risk

As of December 31, 2005 a substantial amount of the Company’s assets are held at its clearing broker. These assets
are reflected as a receivable on the statement of financial condition.

8. Profit sharing plan

The Company has a profit sharing plan which covers all employees that meet certain eligibility requirements.
Contributions to the plan are made at the discretion of the Company's Board of Directors. Profit sharing plan
contributions for the year ended December 31, 2005 were approximately $7,500.

9. Major customers and related party transactions

Included in commissions for the year ended December 31, 2005 is approximately $270,000 earned from two related
party customers, of which approximately $197,000 is from a related party in which the Company's stockholder is the
General Partner. In addition, included in other revenues for 2005 is approximately $90,000 of management fees
earned from a related party, of which $22,000 is due at December 31, 2005.

Pursuant to a month-to-month agreement, the Company pays rent for office space to the Company's stockholder.
Rent expense under this agreement for the year ended December 31, 2005 was $15,000.

10. Commitments and contingencies

The Company is obligated under three office leases which expire on various dates through July 2012. The leases
provide for the Company to pay for property tax and operating expense increases over base period amounts. The
Company has pledged a bank account as collateral for a $66,000 letter of credit that it has provided to a landlord, this
amount is shown as restricted cash on the statement of financial condition.

Future aggregate minimum annual rent payments under these leases are approximately as follows:

Year Ending December 31,

2006 $ 253,000
2007 224,000
2008 162,000
2009 142,000
2010 142,000
Thereafter 213,000

$ 1,136,000
L]

Rent expense, net of rental income of approximately $78,000, for the year ended December 31, 2005 was
approximately $229,000.

Pursuant to an agreement with its clearing broker, the Company is required to maintain net capital of at least
$150,000.



