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+ OATH OR AFFIRMATION

1, Patrick Lubin | - , swear (or affirm) that, to the best of

my knowledge and belief the accompanymg“ financial statement and supporting schedules pertaining to the firm of
Regional Brokers, Inc.

of December 31, ' 20 05

as

3

, are true and correct. 1 further swear (or affirm) that

neither the company nor any partner, proprhﬂetor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, excep“,t as follows:

2-24~0b" /)’Céi)’“?cf[c‘v 1

Loz Sty

Notary Public NQTARIAL SEAL
‘\ BERNARg Z SCHANTZE:‘?‘aNGIyC&m ;ubhc '
This report ** contains (check all applicable boxes) Philadeiphia
B (a) Facing Page. L_Ml_m&ﬂ“@bﬂm Ma8,2006__|

(b) Statement of Financial Condition.
(c) Statement of Income (Loss).

M)Smmmmﬁof@ﬁxﬁx@imwmm%&m@ﬁ@x Cash Flows.

(e) Statement of Changes in Stockholder‘f Equity or Partners® or Sole Proprietors’ Capital.

(f) Statement of Changes in Liabilities Subordmated to Claims of Creditors.

(g) Computation of Net Capital. |

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(1) Information Relating to the Possesmo\n or Control Requirements Under Rule 15¢3-3.

{0 AReconciliation, including approprzate explanation of the Computation of Net Capital Under Rule 15¢3-DERE thy
ﬂ%m@mmm@(ﬁma@m KD@KéXKEX@fKEMKmm SXSXUM O EX TN K X ¥R TOEK X X

(k) A Reconciliation between the audxted\ and unaudited Statements of Financial Condition with respect to methods of
consolidation. |

(1) An Oath or Affirmation. :

(m) A copy of the SIPC Supplemental Report

(n) Areportdescribing any material madequacws found to exist or found to have existed since the date of the previous audit.

(o) Independent Auditorvs report on internal control.

**For conditions of confidential treatment ofﬁ:ertaz’n portions of this filing, see section 240.17a-5(e)(3).
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! CERTIFIED PUBLIC ACCOUNTANTS
‘lllNDEPENDENT AUDITORS' REPORT
|

Board of Directors
Regional Brokers, Inc.
Philadelphia, Pennsylvania

[
i
i

We have audited the accompanymg statements of financial condition of Regional Brokers, Inc. as of
December 31, 2005 and 2004, and the related statements of income, changes in stockholders' equity, and
cash flows for the years 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 audits.

We conducted our audits in accor“dance with auditing standards generally accepted in the United States of
America. Those standards requrre 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 suppor‘%lng the amounts and disclosures in the financial statements. An audit
also includes assessing the accountrng principles used and significant estimates made by management,
as well as evaluating the overall ﬂnancral statement presentation. We believe that our audits provide a
reasonable basis for our opinion. r

r
In our opinicn, the financial statements referred to above present fairly, in all material respects, the
financial position of Regional Brokers Inc. as of December 31, 2005 and 2004, and the results of its
cperations and its cash flows for ‘the years then ended in conformlty with accounting principles generally
accepted in the United States of Amenca

\
Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken
as a whole. The supplementary information accompanying the financial statements is presented for
purposes of additional analysis an‘H is not a required part of the basic financial statements, but Schedule |
is required by rule 17a-5 under‘ the Securities Exchange Act of 1834. Such information has been
subjected to the auditing proceddres applied in the audits of the hasic financial statements and, in our
opinion, is fairly stated in all material respects in relation to the basic financial statements taken as a
whole. !

| Elko T Associates Litd

January 18, 2006 3

2 West Baltimore Avenue, Suite 210 « Media, PA 19063 « 610-565-3930 « Fax: 610-566-1040
2901 Jolly Road * Plymouth Meeting, PA 19462 » 610-279-9100 « Fax: 610-279-7100
New Jersey + 856-845-6660 « Fax: 610-566-1040
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. REGIONAL BROKERS, INC.
STATEMENTS OF FINANCIAL CONDITION

Page 2

DECEMBER 31,

2005 2004
|
ASSETS
Cash L $ 414,769 3 266,833
Marketable securities 8,795 2,523
Commissions receivable - clearlng broker 89,681 114,433
Receivables - stockholder and employees 55,226 102,410
Prepaid expenses | 32,348 28,605
Furniture and equipment - net of accumulated depreciation of
$78,555 and $64,602 “ 24,261 36,967
Other assets 5,151 10,176
TOTAL ASSEWS $ 630,231 $ 561,947
| LIABILITIES
Securities sold, not yet purchased at market value 3 4896 § -
Current portion of long term debt 54,248 -
Accounts payable “‘ 43 555 30,205
Accrued expenses | 233 376
Long term debt net of current portion 108,486 -
11
Total Liabilities ”‘ 211,428 30,581
|
|
\“ STOCKHOLDERS' EQUITY
Common stock - no par value‘ stated value $500 per share, 10,000
shares authorized, 1,015 shares issued and 812 shares
outstanding - 2005, 965 shares outstanding - 2004 507,500 507,500
\
Additional paid-in capital ;i 10,031 10,031
Retained earnings ‘ 134,519 81,035
LESS: Treasury stock - 203 slhares at cost 233,247 67,200
r
Total Stockhoiders' Equity 418,803 531,366
TOTAL LIABILI‘TIES AND STOCKHOLDERS'
EQUITY $ 630,231 § 561,947




COMMISSION INCOME

OPERATING EXPENSES
Clearance fees
Depreciation
Employee benefits
Insurance
Payroll taxes
Regulatory fees
Salaries
Telephone

Trading software expensé

W
i
i
“

|

REGIONAL BROKERS, INC.

STATEMENTS OF INCOME

Total Operating Expénses

GENERAL AND ADMINISTF\’:‘ATlVE EXPENSES

|
INCOME (LOSS) FROM OPERATIONS

OTHER INCOME (EXPENS
Interest Income

|
£)

Unrealized gain on investments

Realized foss on warrantsi‘

Total Other income (Fxpense)

NET INCOME (LOSS)

Page 3

FOR THE YEARS ENDED
DECEMBER 31,

2005 2004
$ 2,787,160 $ 3,101,292
185,804 186,218
13,952 16,753
164,657 185,406
1,146 1,318
96,058 116,813
22,639 30,280
1,564,419 1,907,852
52,192 60,345
68,175 69,300
2,169,042 2,574,265
571,910 538,792
46,208 (11,765)
6,071 4,332
6,230 180
(5,025) (10,050)
7,276 (5,558)
$ 53,484 $  (17.323)
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REGIONAL BROKERS, INC.

. STATEMENTS OF CASH FLOWS

]
| FOR THE YEARS ENDED
DECEMBER 31,
2005 2004

CASH FLOWS FROM OPERATING ACTIVITIES
Net income (loss) ‘ 3 53484 % (17,323)
Adjustments to reconcite net income (loss) to net cash provided
by operating activities: |

Depreciation . 13,952 16,753
Realized loss on warrar‘uts 5,025 10,050
Unrealized gain on marketabie securities (6,230) (1860)
(Increase) decrease in assets
Commissions recelvable clearing broker 24,752 (3,662)
Prepaid expenses J; (3,743) 1,870
Other assets ! - 325
increase (decrease) in liabilities
Accounts payable | 13,353 (567)
Accrued expenses ! (143) -
Net CasH Provided by Operating Activities 100,450 7,386
CASH FLOWS FROM lNVESTiNG ACTIVITIES
Purchase of marketable securities 4,851 -
Purchase of furniture and\equ:pment (1,246) (15,271)
Receivables - stockholden“and employees 47 184 20,119
Net Cash Provided by Investing Activities 50,789 4,848
CASH FLOWS FROM FINANCING ACTIVITIES
Purchase of treasury stoci“s (3,303) (67,200)
Distributions to stockholders - (192,850)
Net CasHl Used in Financing Activities (3,303) (260,050)
NET INCREASE (DECREASJ‘E) IN CASH 147,936 (247,816)
CASH - BEGINNING OF YEA‘\R 266,833 514,649

CASH - END OF YEAR $ 414769 $ 266,833
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REGIONAL BROKERS, INC.
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2005 AND 2004

NOTE A - Summary of Svgmflca‘mt Accounting Policies
\

Business Activity - Reg:onal Brokers, Inc. (the "Company"), incorporated under the laws of
the Commonwealth of Pennsylvania on May 18, 1992, is registered with the Securities and
Exchange Commrssnon as a Municipal Securities Broker/DeaIer as defined in Rule 15¢3-
1(k)(2)(if) under the Securities Exchange Act of 1934. A municipal securities broker/dealer

acts as an undlsclos:(?d agent in the purchase or sale of municipal securities for a registered
broker or dealer or registered municipal securities dealer, has no "customers" as defined in
SEC Reg. §240. 15c3 1 and may effect transactions on their own behalf. The Company's

customers are Iocated mostly in the Northeast Region of the United States.

Use of Estimates - \The preparation of financial statements in conformity with generally
accepted aocountmgw principles requires management to make estimates and assumptions
that affect the reponed 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 %he reporting period. Actual results could differ from those estimates.
Cash - Cash consnsts‘\of funds held in checking and money market accounts at two banks.
Accounts Recelvable\ The Company charges income for doubtful accounts when they are
considered uncollectible. Management considers the receivables to be fully collectible at the
balance sheet dates,\ and no provision for uncollectible accounts has been made in these
statements. ‘\

Furniture and Equupment - Furniture and equipment are stated at cost. Maintenance, repairs
and minor renewals are charged to operations as incurred. Depreciation is provided over the
estimated useful Ilves of the assets on an accelerated method. The estimated useful lives of
the various classes oﬂ assets are:
i
Range in Years

Office equxpment 5

Furniture and ﬂxtures 5-

Computer equnpment 3-

7
5

\\
Commissions - Commissions and related clearing expenses are recorded on a trade-date
basis as securities transactions occur.

Advertising Costs - Tr\pe Company expenses advertising costs as incurred. Advertising costs
were $2,750 and $4,175 for the years ended December 31, 2005 and 2004, respectively.
[

Income Taxes - TheiCompany has elected to be an S corporation for federal and state
income tax purposes.“ Profits or losses pass through to the stockholders to be included in
their individual income tax returns. Therefore, no provision or liability for federal and state
income taxes is requ:red in these financial statements.

Reclassifications - Ce\nam amounts previously reported in the financial statements for the

prior year have been r(‘eclassmed to conform with the current year classifications.

|
\
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“‘\ REGIONAL BROKERS, INC.
NOTES TO FINANCIAL STATEMENTS
FOR THE JYEARS ENDED DECEMBER 31, 2005 AND 2004

4

NOTE B - Marketable Securities ‘?

|
A summary of aggre‘;gate fair value and other information by security type at the balance
sheet date is as follows:

: Unrealized

! Cost Gain (Loss)  Fair Value
December 31, 2005 |
Common Stock : $3,251 $5,544 $8,795
December 31, 2004 |
Common Stock i 3,251 (728) 2,523

;‘\

I
At December 31, 200}\5, marketable securities sold, not yet purchased, consist of investments
at market value as follows:

| ’ Sold Not Yet

| Purchased

Municipal Bond | $4,896

|
NOTE C - Furniture and Equipmént

. ! . . e
Furniture and equipment are summarized by major classifications as follows at December 31:

Q

W 2005 2004
Office equipment }l 3 14,487 9 14 486
Furniture and fixtures 34,920 34,920
Computer equipmeni 53,409 52,163
Total ﬂ 102,816 101,569
Accumulated deprec@ation 78,555 64,602
Total Furniture and Equipment $ 24261 $ 36,967

NOTE D - Line of Credit }
|

The Company has a §200,000 line of credit agreement with a bank. The credit agreement

may be renewed anm‘hally at the bank’s discretion and is collateralized by the assets of the

Company. Interest on borrowings is at a fluctuating rate per annum equal to the bank's prime

rate plus 0.5% (7.75%\ and 5.75% at December 31, 2005 and 2004, respectively).
|

- continued -
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. REGIONAL BROKERS, INC.
NOTES TO FINANCIAL STATEMENTS
FOR THE UYEARS ENDED DECEMBER 31, 2005 AND 2004

NOTE D - Line of Credit - contmued

There were no borrdwnngs under the line of credit agreement at December 31, 2005 and

2004. '

The line of credit has the following financial covenants which are required to be maintained
throughout the term of the line:
!
- Minimum net worth of $500,000
- Debt to worith ratio not to exceed 0.75

The Company did not meet the minimum net worth covenant for the year ended December
31, 2005. ‘\

NOTE E - Long-Term Debt
Long-term debt at De#ember 31, 2005 and 2004, consists of the following:

i 2005
Note payable to a forrqer stockholder,
payable in three annual installments of
$54,248, plus mterest of 4.82% on the
tst b J 2008.
outstanding balance through anuary 200 $ 162744
Less Current Porti i
ess Current Portion | 54.248
Total Long-Term Debt|
0 ong-Term De ‘i $ 108,496
I
The following are mati‘L“Jrities of tong-term debt:
|
2006 | $ 54,248
2007 ‘ 54,248
2008 54,248

[

Total 5 162744
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| REGIONAL BROKERS, INC.
NOTES TO FINANCIAL STATEMENTS
FOR THE ;iYEARS ENDED DECEMBER 31, 2005 AND 2004

NOTE F - Operating Lease Com;mitments

The Company is obllgated under a noncancelable lease for office space, which expires in
October 2007. The lease is accounted for as an operating lease in accordance with
Statement of Fmancna! Accounting Standards No. 13. Rent expense for the years ended
December 31, 2005 and 2004 was $73,940 and $72,060, respectively.

| . — -
Minimum annual ren\\tal commitments under noncancelable leases with initial or remaining

terms of one year or more are as follows:

2006 75,634
2007 64,442
Total $ 140,076

NOTE G - Supplemental Disclosque of Cash Flow Information

; 2005 2004
‘i
Noncash Investing and Financing Activities:
Treasury stock purchased with issuance of long-term
debt ] $ 162,744 § -

NOTE H - Capital Requirements)

The Company is subject to the Securities and Exchange Commission Uniform Net Capital
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 rule of the "applicable" exchange also provides that equity capital may not be withdrawn
or cash dividends paic if the resulting net capital ratio would exceed 10 to 1.

At December 31, 2005 and 2004, the Company's "Aggregate Indebtedness" was $211,428
and $30,581, respectlvely, and "Net Capital" was $300,158 and $352,056, respectively, and
its ratio of aggregate indebtedness to net capital was .70 to 1 and .09 to 1, respectively. Net
capital exceeded mimHmum capital requirements by $200,158 and $252,056 at December 31,
2005 and 2004, respe%’(ively.

w\

NOTE | - Profit Sharing Plan “

The Company mamtams a defined contribution 401(k) profit sharing plan covering
substantially all full- ’ume employees. The Board of Directors determines Company
contributions annuallyM and there is no requirement to match the employee contribution. The
Company was reqwred to make contributions during the years ended December 31, 2005 and
2004 because the P!an was deemed to be top heavy. Company contributions to the Plan for
the years ended December 31, 2005 and 2004 were $13,366 and $11,783, respectively.
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REGIONAL BROKERS, INC.
‘NOTES TO FINANCIAL STATEMENTS
FOR THE“ YEARS ENDED DECEMBER 31, 2005 AND 2004

NOTE J - Concentration of Credlt Risk

The Company mamtams its cash in bank deposit accounts which, at times, may exceed
federally insured |ImltS The Company has not experienced any losses in such accounts.
The Company belleves it is not exposed to any significant credit risk on cash.




éUPPLEMENTARY INFORMATION
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REGIONAL BROKERS, INC.
SCHEDULES OF GENERAL AND ADMINISTRATIVE EXPENSES

FOR THE YEARS ENDED
DECEMBER 31,

2005 2004
Advertising $ 2750 % 4,175
Business use and occupancy tax 10,097 31,236
Capital stock tax . 2,637 8,852
Dues and subscriptions 97.627 100,402
Insurance 13,068 12,134
Insurance - officer's life ‘ 1,743 2,580
Internet expense , 44 573 33,045
Legal and accounting fees 1 121,717 20,401
Office expense 15,430 11,363
Office supplies : 5,697 6,938
Payroll taxes ! 5,257 5,581
Profit sharing i 13,366 11,783
Rent i 73,940 72,060
Repairs and maintenance : 8,262 6,367
Salaries i 85,613 92,546

Travel and entertainment ; 70,133 118,429

|
TOTAL GENERAL AND ADMINISTRAT!VE EXPENSES $ 571,810 § 538,792
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SCHEDULE !

‘\ REGIONAL BROKERS, INC.
COMPUTAETION OF NET CAPITAL UNDER RULE 15¢3-1 OF
THE SECURITIES AND EXCHANGE COMMISSION

DECEMBER 31,

2005 2004
NET CAPITAL
Total Stockholders' Equity 3 418,803 § 531,366
Deductions and/or Che{‘rges
Nonallowable assets
Funds in excess of reqj?‘uired clearing deposits - 773
Receivables - stockhol?ers, officers, employees and other 55,226 102,410
Prepaid expenses ; 32,348 28,605.
Property and equipmer%?t 24,261 36,967
Long-term investmentéi 5,025 10,050
Security deposits ‘ | 126 126
Net capital before hair%uts on securities positions 301,817 352,435
Haircut on securities | 1,659 379
Net Capital $ 300,158 $ 352,056
|
AGGREGATE INDEBTEDNESS
Items Inctuded in Statefments of Financial Condition
Accounts payable : 3 43,555 % 30,205
Accrued Expenses : 233 376
Securities sold, not yet ‘ipurchased 4,896 -
Long-term debt ‘T 162,744 -
Total Aggregate Indebtedness $ 211428 $ 30,581
COMPUTATION OF BJ%\SIC NET CAPITAL REQUIREMENT
Minimum Net Capital R{‘equired by Company 3 100,000 $ 100,000
Excess Net Capital at 1500% $ 200158 $ 2520856
Excess Net Capital at 1000% $ 200,158 $ 252,056
Ratio: Aggregate lndeb{iedness to Net Capital 70 to1 08101
Net capital aé reported |\‘n Company's Part |l :
(Unaudited) Focus Report v 3 300,163 % 352,056
Net audit adjustments \ 5 -

Net capital ‘ $ 300,158 % 352,056
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‘\ CERTIFIED PUBLIC ACCOUNTANTS

I*DEPENDENT AUDITORS' REPORT ON
i‘INTERNAL ACCOUNTING CONTROLS

Board of Directors
Regional Brokers, Inc.
Philadelphia, Pennsylvania

[
In planning and performing our Ltudlt of the financial statements of Regional Brokers, Inc. for the year
ended December 31, 2005, we cons&dered 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 p‘rovude assurance on the internal control.

Also, as required by Rule 17a- 5(@)(1) of the Securities and Exchange Commission (SEC), we have made
a study of the practices and procedures followed by Regional Brokers, Inc. including tests of compliance
with such practices and procedumes that we considered relevant to the objectives stated in Rule 17a-5(g)
in making the periodic computat!ons 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¢3-
3(e). Because the Company dpes not carry securities accounts for customers or perform custodial
functions relating to customer securmes we did not review the practices and procedures followed by the
Company in any of the followmg

1 Making quanerlyilsecurities examinations, counts, verifications, and comparisons
3\
2. Recordation of differences required by Rule 17a-13
3. Complying with tn‘he requirements for prompt payment for securities under Section 8 of
Federal Reserve“‘Regulation T of the Board of Governors of the Federal Reserve System

The management of the Companﬂy 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 managementw‘\ are required to assess the expected benefits and related costs of
controls, and of the practices ar‘pd 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 obJectuves of internal control and the practices and procedures are to provide
management with reasonable bhut not absolute assurance that assets for which the Company has
responsibility are safeguarded agamst loss from unauthorized use or disposition, and that transactions
are executed in accordance |th management's authorization and recorded properly to permit
preparation of financial statements in accordance with accounting principles generally accepted in the
United States of America. Rule 1‘73 -5(g) lists additicnal objectives of the practices and procedures listed
in the preceding paragraph. ‘

Because of inherent hmltat!ons in internal control or the practices and procedures referred to above,
errors or fraud may occur and n‘ot be detected. Also, projection of any evaluation of them to future
periods is subject {o the risk that they may become inadequate because of changes in conditions or that

the effectiveness of their design and operation may deteriorate.

2 West Baltimore Avenue, Suite 210 » Media, PA 19063 » 6§10-565-3930 « Fax: 610-566-1040

2001 Jolly Road + Plymouth Meeting, PA 19462 » 610-279-9100 « Fax: 610-279-7100
New Jersey + 856-845-6660 » Fax: 610-566-1040




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 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 thhm 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 weaknesses as defned above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are consxdered 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 aH material respects indicate a material inadequacy for such purpeses.
Based on this understanding and\ on our study, we believe that the Company's practices and procedures
were adequate at December 31, 2005 to meet the Commission's objectives.

This report is intended solely for\the use of management the SEC and other regulatory agencies which
rely on Rule 17a-5(g) under the Securmes Exchange Act of 1934 in their regulation of registered brokers
and dealers, and should not be used by anyone other than these specified parties.

I

{

Elko < Associates Lid

January 18, 2006



