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NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT

Kathleen M. ‘Cuomo (212) 267-2525
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B. ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whose opinicn is contained in this Report* .
Acquavella, Chiarelli, Shuster & Co., LLP

(Name - {f individual, state last, first. middle nanie)
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OATH OR AFFIRMATION
1, Kathleen M. Cuomo , swear (or affirm) that, to the best ot
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Egquities Trading Corporation 7 . as
of May 31, ,2003 , 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:
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This report ** contains (check all apph?aglfglﬁn {6\} res NOVEmberZO 2005

(a) Facing Page.

(b) Statement of Financial Condition.

(¢) Statement of income (Loss).

(d) Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockholders” Equity or Partners’ or Sole Proprietors’ Capital.
(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
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Title

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

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

(J) A Reconciliatian, 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.

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

(1) An Oath or Affirnmation.

(m) A copy of the SIPC Supplemental Report.

O (n) Areportdescribinganymaterial 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-3(e)(3).
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INDEPENDENT AUDITORS’ REPORT

To the Shareholders and Board of Directors of Equities Trading Corp.:

We have audited the accompanying statement of financial condition of Equities Trading Corp. (the
““Company”) as of May 31, 2003. This financial statement is the responsibility of the Company’s management
Our respon51b111ty 1s to express an opmlon on this financial statement based on our audit.

- We conducted our audit in accordance w1th 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 au_dit providevs a reasonable basis for our opinion. -

In our opinion, the financial statement referred to above presents fairly, in all material respects, the financial

- position of Equities Trading Corp. as of May 31, 2003; in conformity with accounting prmcxples generally
accepted in the Umted States of America.

W&WW &o L

Iselm NJ
July 15, 2003
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ASSETS

~ Cash and cash equivalents

- Deposit with clearing firm ‘
_Receivable from clearing broker
Securities owned

Other assets

Total assets

LIABI‘LITIES AND SHAREHOLDERS’ EQUITY |

Llabxlmes
. Accounts payable and accrued expenses.
Loans payable

Total liabilities -

- Shareholders’ equity: ’

Preferred stock $100 par value, 4,000 shares
authorized, 740 shares issued and outstandmg A

Common stock-$1 par value, 12,000 shares authorized,

. 8,000 shares issued and outstanding

Additional paid-in capital

Retained earnings

Total As'hareholdersv’ equity |

Total liabilities and ‘sha're‘hold'ers’ ‘equity

Page 2

$104,681
50,017
110,251
13,150
24,571

'$202,670

$ 6,033 -
69,400

75433

74,000

18,000
9,450 .

35.787

127,237 -

$202.670




Page3 -
EQUITIES TRADING CORP.
NOTES TO FINANCIAL STATEMENT

FOR THE YEAR ENDED MAY 31, 2003

Organization and Nature of Business

Equities Trading Corp. (the “Company”) was incorporated in the State of New York in June 1985
and commenced operations in February of 1986. The Company acts as a broker, executing transactions
for customers and forwarding all such transactions to other broker-dealers and clearing brokers on a
fully disclosed basis. The Company does not hold funds or securities for customers. Any funds or
securities received by the Company are promptly transmitted to the clearing broker. The Company is
registered with the Securities and Exchange Commission and is a member of the National Association
of Securities Dealers.

Summary.of Significant Accounting Policies

a)

b)

Commissions

The Company executes all of its customer trades through other member firms and records all

. securities transactions on a trade-date basis. The Company maintains its books and records on

an accrual basis in accordance with accounting principles generally accepted in the United
States of America.

Income Taxes and Deferred Income Taxes

The Company is liable for federal state and local taxes as applicable. As of May 31, 2002 the
Company had a net operating loss carry forward of $20,209 for both state and local taxes. The
amount of current and deferred taxes payable or refundable is recognized as of the date of the

financial statements, utilizing currently inacted tax laws and rates. Deferred tax expenses or

benefits are recognized in the financial statements for the changes in deferred tax liabilities or

assets between years.

Use of Estimates

Management uses estimates and assumptions in preparing financial statements in accordance
with accounting principles generally accepted in the United States of America. Those estimates

and assumptions affect the reported amounts of assets and liabilities, the disclosures of -

contingent assets and liabilities and related revenue and expenses. Actual results could vary
from the estimates that were assumed in preparing the financial statements. '
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EQUTTIES TRADING CORP.
NOTES TO FINANCIAL STATEMENT

FOR THE YEAR ENDED MAY 31, 2003

Clearing Firm Deposits
The clearing firm deposits account consists of shares of money-market funds.
Receivable from Clearing Broker’

The receivable from clearing broker is from commissions earned and is unsecured. Interest is paid on
funds on dep051t at fluctuating rates.

Securities Owned

The Company owns 500 common stock shares of the NASDAQ Stock Market, Inc. (“NASDAQ”)
together with warrants to purchase an additional 800 shares of NASDAQ. These stocks and warrants
are recorded at fair market value. Management has elected.to classify these equity securities as trading
_ types, accordingly the unrealized loss of $3,650 for the period from June 1, 2002-May 31, 2003 is
reported in the statement of operatlons The warrants are exercisable as follows

Exercisable on or after . , Void afier o ~ Exercise price
' June 28, 2002 June 27, 2003 | $13.00
June 30, 2003 ' - June 25, 2004 ' $14.00
June 28, 2004 . - June 27,2005 ' $15.00

June 28, 2005 . , ' June 27, 2006 v 3$16.00 . -
As of May 31, 2003, none o_f the warrants were exercised.
Pi‘eferrc},d S.to‘_ckr :
The pTeferred stock ethit]es the holders to receivet a cumulative dividend at the rate of 5 percent per
annum of the par value of the preferred stock of the Company, payable annually, when, and if declared .

by the Board of directors, before any dividend shall be set apart or paid to the holders of the common-
stock. ) )
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EQUITIES TRADING CORP.
o NOTES TO FINANCIAL STATEMENT

FOR THE YEAR ENDED MAY 31, 2003

Preferred Stock (continued)

As of May 31, 2003, accumulated dividends in arrears due to preferred shareholders are as follows:

: Amount

Year Ending May 31, 1999 $ 3,700
. : 2000 - 3,700
2001 3,700

2002 3,700

2003 3,700

Total $18,500

In case of liquidation, dissolution or winding up of the Company, whether voluntary or involuntary,
before any amount shall be paid to the holders of the common stock, the holder of the preferred stock -
shall be entitled to $100 per share and the dividends accumulated or declared and unpaid thereon, but
shall not participate in any further distribution of the assets of the Company. The preferred stock may,
at the option of the holder be converted to common shares of the Company at the rate of one common
share for each preferred share tendered. -The Company may redeem or purchase all or part of its
preferred stock by paying to the holders the sum of the par value of each share plus the accumulated
dividend per share. Preferred shareholders have limited voting rights.

Rule 15¢3-3

The Company is exempt from the provisions of rule 15¢3-3 under paragraph (k)(2)(a) in that the
Company carries no margin accounts, promptly transmits all customer refunds and delivers all securities
received, does not otherwise hold funds or securities for or owe money or securities to customers, and
effectuates-all financial transactions on behalf of customers on a fully disclosed basis.

 Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule (SEC
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 15to 1. At May 31, 2003 the
Company had net capital of $93,761, which was $43,761 in excess of its required net capital of
$50,000. The Company’s net capital ratio was .80 to 1. - '
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EQUITIES TRADING CORP.
NOTES TO FINANCIAL STATEMENT

FOR THE YEAR ENDED MAY 31, 2003

Concentrations of Credit Risk

In the normal course of its business, the Company enters into financial transactions where the risk of
potential loss due to changes in market (market risk) or failures of the other party to the transaction
to perform (crednt risk) exceeds the amounts recorded for the transaction.

The company’s policy isto contihdously monitor its exposure to market and counter-party risk through
the use of a variety of financial, position and credit exposure reporting and control procedures. In
addition, the Company has a policy of reviewing the customer and/or other counter-party with which
it conducts business. ‘ , ' :

_.As of May 31, 2003 there was no significant customer accounts having debit balances which presented

any risk nor was there any sxgmﬁcant exposure with any other transaction conducted with any other.
broker.

Commitment

The Company signed a ﬁve-yeaf lease on its office space that expires in the year 2004, The mdnthly
office rent is $2,500 through October 31, 2003. Future minimum rent payments are as follows:

Year Ended May 31, 2004 $31,900
From June 1, 2004 - October 31,2004 - _13.500

Total | | $45.400
Loan Payable

The Company received a disaster recovery loan from the Small Business Administration in the amount
of $69,400. The loan provides for monthly installments of principal and interest, which will beginin
February 2004. Interest is accruing on the loan at the rate of 4% per annum. The balance of the-
principal and interest will be payable 9 years from the date of the note. The loan is guaranteed by the
president of the Company and is secured by the deed of trust on property owned by the president.
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 EQUITIES TRADING CORP.
NOTES TO FINANCIAL STATEMENT

FOR THE YEAR ENDED MAY 31, 2003

Loan Payable (continued) |

In exchange for this guarantee, the president became a preferred creditor of the company with priority'

over all preferred and common stock holders. The company also agreed to reimburse the president for
excess insurance premiums on the property. Future minimum payments on these loans are as follows:

Fiscal Year Ending May 31, 2004 $2,853
. 2005 11,412
2006 11,412

2007 11,412

Later years 32311

Total $69.400

Retirement Plan

The Company has a discretionary profit-sharing covering substantial]y all of its employees. Profit-
sharing expense is funded through annual contributions to the plan. ' ’

Other Income

Other income consists of grants made to the Company and insurance recoveries as a result of the
September 11, 2001 terrorist attacks on the World Trade Center.




