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OATH OR AFFIRMATION
I David Bamett . swear (or affirm) that, to the best of my knowledge and belief the accompanying
financial statement and supporting schedules pertaining to the firm of Paragon Capital Markets, Inc.

as of ____March 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:

S

Signature
Cry

Title

MNoae Dtiebite

Notary Public MARIE DIMICHELE

Notary Public, State of New York
No. 03-4558652
Qualified in Westchaster Coun
Commission Expires July 6, 48C

This report** contains (check all applicable boxes):

(a) Facing Page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Cash Flows.

(e) Statement of Changes in Financial Condition.

(f) Statement of Changes in Stockholders’ Equity or Partners” or Sole Proprietor’s Capital.
(g) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(h) Computation of Net Capital.

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

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

(k) A Reconciliation, mcludmg appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
Computauon for‘Detenmnatlon of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

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

(m) An Oath or Affirmation.

(n) A copy,of th¢:SIPC Supplemental Report.

(o) A report deécfibing any material inadequacies found to exist or found to have existed since the date of the previous audit.

(p) Independent Auditors’ Report on internal accounting control required by SEC Rule 17a-5.

O dOooooooodxiX

XOOX

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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i BDO Seidman, LLP 330 Madison Avenue
B D O Accountants and Consultants New York, New York 10017
i — =9 Telephone: (212} 885-8000

Fax: (212) 697-1299

Independent Auditors’ Report

The Stockholder
Paragon Capital Markets, Inc.
New York, New York

We have audited the accompanying statement of financial condition of Paragon Capital
Markets, Inc., a wholly-owned subsidiary of Drake & Company Holdings, Inc., as of
March 31, 2003. This statement is the responsibility of the Company’s management.
Our responsibility is to express an opinion on this statement 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
obtam 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 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 financial condition referred to above presents fairly, in
all material respects, the financial position of Paragon Capital Markets, Inc. at
March 31, 2003, in conformity with accounting principles generally accepted i the
United States of America.

The accompanying statement of financial condition has been prepared assuming that the
Company will continue as a going concern. As discussed in Note 1 to the statement of
financial condition, the Company’s significant losses from operations resulted in the
Company voluntarily ceasing operations which raises substantial doubt about its ability
to continue as a going concern. Management’s plans in regard to these matters are also
described in Note 1. The statement of financial condition does not include any
adjustments that might result from the outcome of this uncertainty.

é—AO WM/ P

May 6, 2003
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Paragon Capital Marke

Statement of Financial C

March 31, 2003

Assets
Cash and cash equivalents $ 441
Cash held at brokers (Note 2) 1,734,254
Securities owned, at market value (Notes 2 and 3) 2,208,619
Other assets _ - 36,657
$ 3,979,971
Liabilities and Stockholder’s Equity
Liabilities:
Bank overdraft $ 499,268
Securities sold, not yet purchased, at market value (Notes 2, 3 and 5) 906,841
Other liabilities and accrued expenses 484,609
Total liabilities 1,890,718
Commitments and contingencies (Notes 4, 5 and 6)
Stockholder’s equity (Note 4) 2,089,253
$ 3,979,971

See accompanying summary of business and accounting policies
and notes to statement of financial condition.




Business

Securities Transactions

Furniture, Equipment
and Leasehold
Improvements

Cash Equivalents

Paragon Capital Marke

Summary of Business and Accounting

Paragon Capital Markets, Inc. (“Company”) is a registered
broker/dealer in securities under the provisions of the Securities
Exchange Act of 1934 and is a member of the National
Association of Securities Dealers, Inc. (“NASD”). The Company
is a wholly-owned subsidiary of Drake & Company Holdings, Inc.
(“DCH” or “Parent”). The Company is a market maker in certain
securities and engages in investment banking activities.

The Company has an agreement (“‘Agreement”) with clearing
brokers (“Brokers”) to clear securities transactions, carry
customers’ accounts on a fully disclosed basis and perform certain
recordkeeping functions. Accordingly, the Company operates
under the exemptive provisions of Securities and Exchange
Commission (“SEC”) Rule 15¢3-3(k)(2)(ii).

Securities transactions and related commission revenues and
expenses are recorded on a trade date basis. Securities listed on a
national exchange are valued at the last sales price on the date of
valuation. Securities not listed on a national exchange are valued
at the last sales price on the date of valuation or, if such price is
not available, at the bid price for securities owned and the ask
price for securities sold but not yet purchased at the close of
business.

Furniture, equipment and leasehold improvements are carried at
cost and are depreciated using predominately accelerated methods
over their estimated useful lives of five years. Leasehold
improvements are amortized over the lesser of their economic
useful lives or the terms of the related leases.

The Company considers all liquid debt instruments with an initial
maturity of three months or less to be cash equivalents.




Paragon Capital Marke

Summary of Business and Accounting

Use of Estimates

The preparation of a statement of financial condition in
conformity with generally accepted accounting principles 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 statement of

financial condition. Actual results could differ from those
estimates.




1.

2.

Going Concern

Clearing
Agreements

Paragon Capital Marke

Notes to Statement of Financial C

The accompanying statement of financial condition has been
prepared assuming that the Company will continue as a going
concern. Over the past two years the Company has incurred a loss
resulting in an accumulated deficit of $1,063,480. The Company
is pursuing sources of additional capital and there can be no
assurance that any such capital will be available to the Company.
Any inability to obtain additional capital will have a materially
adverse effect on the Company.

These factors raise substantial doubt about the ability of the
Company to continue as a going concern. The statement of
financial condition does not include any adjustments that might
result from the outcome of this uncertainty.

The Company has clearing agreements with two brokerage firms
to carry its account as a customer of the clearing firm and the
accounts of its customers. The Brokers have custody of the
Company’s securities and cash balances.

These securities and/or cash positions serve as collateral for any
amounts due to Brokers as well as collateral for securities sold
short or securities purchased on margin. The securities and/or cash
positions also serve as collateral for potential defaults of the
Company’s customers which are carried on the books and records
of the clearing firms.

The Company is subject to credit risk if the Brokers are unable to
repay balances due or deliver securities in their custody.




5.

Securities Owned
and Securities
Sold, Not Yet
Purchased

Regulatory Net
Capital
Requirements

Commitments and
Contingencies

Paragon' Capital Marke

Notes to Statement of Financial C

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

Sold, not yet

Owned purchased
Corporate stocks $2,068,949 $898.841
Corporate bonds 91,500 -
Options 48,170 8,000

$2,208,619 $906,841

The Company is subject to the provisions of the SEC’s Uniform
Net Capital Rule (Rule 15¢3-1), which requires the maintenance
of minimum regulatory net capital. The Company has elected to
use the alternative method, permitted by the rule, which requires
the Company to maintain minimum regulatory net capital, as
defined, equal to the greater of $250,000 or 2% of aggregate debit
balances arising from customer transactions, as defined, or up to
$1,000,000 depending upon the level of the Company’s market
making activities. Regulatory net capital may fluctuate on a daily
basis. At March 31, 2003, the Company had regulatory net capital
and minimum regulatory net capital of $1,483,336 and
$1,000,000, respectively.

Customers’ Transactions

In the normal course of business, the Company executes, as agent,
securities transactions on behalf of its customers. If the agency
transactions do not settle because of failure to perform by either
the customer or the counterparty, the Company may be obligated
to discharge the obligation of the nonperforming party and, as a
result, is subject to market risk if the market value of the securities
is different from the contract amount of the transactions.




Paragon Capital Marke

Notes to Statement of Financial C

The Company does not anticipate nonperformance by customers
or counterparties in the above situations. The Company’s policy is
to monitor its market exposure and counterparty risk. In addition,
the Company has a policy of reviewing, as considered necessary,
the credit standing of each counterparty and customer with which
it conducts business.

Securities Sold, Not Yet Purchased

The Company has sold securities that it has not yet purchased and
it will, therefore, be obligated to purchase such securities at a
future date. The Company has recorded this obligation in the
financial statements at the March 31, 2003 market value of the
securities. The Company is subject to market risk if the market
value of the securities increases subsequent to March 31, 2003.

Operating Leases

The Company leases office facilities under operating lease
agreements expiring at various dates through the year 2009. The
Company shares the premises with DCH and its affiliates. Future
minimum rental commitments for operating leases approximate
the following:

Minimum rental

Year ended March 31, payments
2004 $ 519,400
2005 516,000
2006 516,000
2007 480,000
2008 475,000
Thereafter 238,000

$2,744,400

The Company leases furniture and equipment under operating
lease agreements expiring at various dates through the year 2004.




Notes to Statement of Financial

Litigation

The Company is a defendant, or otherwise has possible exposure,
in various legal actions arising out of its activities as a broker-
dealer, underwriter or employer. Several of these actions,
including certain class actions, claim substantial or unspecified
damages which could be material to the financial statements taken
as a whole. The Company is also involved, from time to time, in
proceedings with, and investigations by, governmental agencies
and self-regulatory organizations. While predicting the outcome
of litigation is inherently very difficult, and the ultimate
resolution, range of loss, and impact on operating results cannot
be reliably estimated, management believes, based upon its
understanding of the facts and the advice of applicable legal
counsel, that it has meritorious defenses for all such actions and it
intends to defend each of these vigorously, and that resolution of
these actions will not have a materially adverse effect on the
Company’s financial condition.

Underwriting

In the normal course of business, the Company enters into
underwriting agreements, letters of intent to underwrite and other
investment banking commitments. The Company does not
anticipate any materially adverse effect on its financial position or
the results of its operations resulting from these commitments,
contingent liabilities and guarantees. ’

6. Retirement Plan The Company has a defined contribution 401(k) profit sharing
plan (“Plan”) in the name of DCH covering substantially all of its
employees. Profit sharing contributions to the Plan are at the
discretion of the Company. The Company made no contributions
for the year ended March 31, 2003.

10




Paragon Capital Marke

Notes to Statement of Financial C

7. Subsequent Events On May 5, 2003, the Company voluntarily ceased broker/dealer
operations because they had fallen below 120% of their minimum
required regulatory net capital. The Company is attempting to
raise additional capital. If they are unable to raise capital, the
Company will ultimately be forced to withdraw as a broker/dealer
(see Note 1).

11




E BDO Seidman, LLP 330 Madison Avenue
B D O Accountants and Consultants New York, New York 10017
et Telephone: (212) 885-8000

Fax: (212) 697-1299

Independent Auditors’ Report
on Internal Control Required
by Securities and Exchange
Commission Rule 17a-5

Board of Directors
Paragon Capital Markets, Inc.
New York, New York

In planning and performing our audit of the financial statements of Paragon Capital
Markets, Inc. (“Company”) for the year ended March 31, 2003, 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 the 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 and net capital under Rule 17a-3(a)(11) and for determining compliance
with the exemptive provisions of Rule 15¢3-3. 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
8 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

12




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 the preparation of financial statements in.
accordance 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 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 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 the specific internal control components does not
reduce to a relatively low level the risk that the 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 internal control, including
control activities for safeguarding securities, that we consider to be material weaknesses
as defined above.

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 that the Company’s practices and
procedures were adequate at March 31, 2003, to meet the SEC’s objectives.
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This report is intended solely for the use of the Board of Directors, management, the
Securities and Exchange Commission, the National Association of Securities Dealers
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.

64’)OMMILL/

Certified Public Accountants

New York, New York

May 6, 2003
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