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INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*
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OATH OR AFFIRMATION

1, Joseph V. Shields, Jr. swear (or affirm) that, to the
best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Shields Capital Corporation (d/b/a Shields & Company) - , as of
December 31, .2Q01 are true and correct. 1 further swear (or affirm) that neither the company

not any partner, proprietor, pnncnpal ofﬁcer or director has any proprietary interest in any account classified soley as that of
a customer, except as follows:

V"—/ Signature
%&M

/4<A :f‘s<mg _

Notary "Public

KEVIN P KAMDAR
Notary Public, Staie of ivew York
No. 02KA6070786
Qualified in New York County .
Commission Expires March 11, 2008

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

& (a) Facing page.

X (b) Statement of Financial Condition.

[0 (c) Statement of Income (Loss).

{3 (d) Statement of Changes in Financial Condition.

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

0O (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

® (g) Computation of Net Capital

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

0 (@) Information:Relating to the Possession or control Requirements Under Rule 15¢3-3.

& () 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.

O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation.

® () An Oath or Affirmation.

O (m)A copy of the SIPC Supplemental Report.

O (n) Areport descnbmg any material madequacnes found to exist or found to have exxsted since the date of the previous audit.

x (o) Independent Auditors' Report.

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




SHIELDS CAPITAL CORPORATION

(d/b/a SHIELDS & COMPANY)

YEAR ENDED DECEMBER 31, 2001

CONTENTS

INDEPENDENT AUDITORS’ REPORT

FINANCIAL STATEMENT
Statement of Financial Condition

Notes to Financial Statement

SUPPLEMENTARY INFORMATION

Schedule I — Computation of Net Capital Under Rule 15¢3-1
of the Securities and Exchange Commission

Schedule II — Reconciliation of Computation of Net Capital
Under Rule 15¢3-1 of the Securities and Exchange
Commission to the Corresponding Unaudited
Form X-17A-5 Part IT1A Filing

ROSEN SEYMOUR SHAPSS MARTIN & COMPANY LLP
Certified Public Accountants

F-:
i)
— «

3-8

10



ROSEN SEYMOUR SHAPSS MARTIN & COMPANY LLP
Certified Public Accountants & Profitability Consultants

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Stockholders of
Shields Capital Corporation (d/b/a Shields & Company):

® We have audited the accompanying statement of financial condition of Shields Capital Corporation
(d/b/a Shields & Company) as of December 31, 2001. This financial statement is the responsibility
of the Company’s management. Our responsibility is to express an opinion on the financial
statement based on our audit. :

PY - 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 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 presentatlon We believe

o that our audit provides 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 Shields Capital Corporation (d/b/a Shields & Company) as of December 31,
2001, 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 statement. 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 statement, but is supplementary information required by rule
17a-5 under the Securities and Exchange Act of 1934. Such information has been subjected to the

® auditing procedures applied in the audit of the basic financial statement and, in our opinion, is fairly
stated in all material respects in relation to the basic financial statement taken as a whole.

* Rosrr lagaons L PeHiint s Cogury= ZZ
CERTIFIED PUBLIC ACCOUNTANTS

New York, New York
February 20, 2002, except as to
Note 9 which is as of January 15, 2003)

@ 757 THIRD AVENUE, NEW York, NY 10017-2049 « TEL. (212) 303-1800 < Fax (212) 755-5600 < www.rssmcpa.com
Member of the SEC Practice Section of the American Institute of Certified Public Accountants Division for CPA firms.




SHIELDS CAPITAL CORPORATION
(d/b/a SHIELDS & COMPANY)

STATEMENT OF FINANCIAL CONDITION

DECEMBER 31, 2001
ASSETS

Cash $ 262,006
Securities owned, marketable, at market value 1,137,844
Receivables from and deposits with broker-dealers 470,499
Investment in and receivables from related entities and affiliates 956,617
Furniture, equipment and leasehold improvements — at cost, net

of accumulated depreciation 758,591
Prepaid income taxes 31,927
Deferred income taxes, net 30,694
Other assets 214,401

Total assets $ 3,862,579

LIABILITIES AND STOCKHOLDERS’ EQUITY

Liabilities:
Accounts payable, accrued expenses and other liabilities § 948,921
Payable to broker-dealer 696,855
Securities sold, not yet purchased, at market value 140,714
Total liabilities 1,786,490

Commitments and contingent habilities (Note 6)

Stockholders’ equity:
Common stock, $.001 par value, 2,000,000 shares authorized,

1,085,000 shares issued, 880,028 shares outstanding 1,085
Additional paid-in capital 1,195,691
Retained earnings 1,185,612

: 2,382,388
Less:
Treasury stock, 204,972 shares, at cost (306,299)
Total stockholders’ equity 2,076,089
Total liabilities and stockholders’ equity § 3,862,579

The accompanying notes are an integral part of this financial statement.

ROSEN SEYMOUR SHAPSS MARTIN & COMPANY LLP
Certified Public Accountants
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SHIELDS CAPITAL CORPORATION
(d/b/a SHIELDS & COMPANY)

NOTES TO FINANCIAL STATEMENT

DECEMBER 31, 2001

1. ORGANIZATION AND NATURE OF BUSINESS

The Company is a securities broker-dealer registered with the Securities and Exchange
Commission and a member of the New York Stock Exchange. The Company’s principal line of
business is conducting securities transactions for its customers who are located throughout the
United States. The Company clears its securities transactions on a fully disclosed basis with other
broker-dealers and, accordingly, is exempt from the provisions of SEC Rule 15¢3-3, and is not
responsible for compliance with Section 4(c) of Regulation T of the Federal Reserve System. There
were no liabilities subordinated to the claims of creditors during the year ended December 31, 2001.

2. SIGNIFICANT ACCOUNTING POLICIES

Security Transactions

Security transactions and related commission income are recorded by the Company on a
trade date basis as if they had settled. Securities owned and securities sold, but not purchased, if
any, are stated at quoted market value.

Furniture, Equipment and Leasehold Improvements

Furniture and equipment are stated at cost and are being depreciated over three, five or
seven years which approximates their useful lives, using straight-line and accelerated methods.
Leasehold improvements are being amortized using the straight-line method over the terms of the
related office space lease, which are two, eight, and eleven years. Major expenditures for furniture
and equipment and those which substantially increase their useful lives are capitalized; maintenance,
repairs, and minor renewals are expensed as incurred.

Income Taxes

No federal income taxes have been provided because the stockholders elected to treat the
Company as an “S” Corporation for income tax purposes as provided in the Internal Revenue Code
and the applicable state statutes. Accordingly, the Company’s income or loss and credits are passed
through to the stockholders and combined with their other personal income and deductions to
determine taxable income on their individual tax returns. However, some state and local taxing
authorities do not recognize this election and the amount of current and deferred taxes payable is
recognized as of the date of the financial statements, utilizing currently enacted tax laws and rates.
Deferred tax expenses or benefits are recognized in the financial statements for the changes in
deferred tax liabilities or benefits between years.

ROSEN SEYMOUR SHAPSS MARTIN & COMPANY LLP
Certified Public Accountants
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SHIELDS CAPITAL CORPORATION
(d/b/a SHIELDS & COMPANY)

NOTES TO FINANCIAL STATEMENT

DECEMBER 31, 2001

2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

Investment in Related Entities

The Company has an investment in a limited partnership which it carries on the equity
basis of accounting. As of December 31, 2001 this investment is being carried at $248,067.

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.

Concentration of Credit Risk

The Company invests its excess cash in deposits with major financial institutions, money
market funds and securities issued by the U.S. and local governments and companies with strong
credit ratings, and has established guidelines relative to diversification and maturities that maintain
safety and liquidity. Financial instruments that subject the Company to risk of loss include
(a) securities owned, (b) receivables and deposits with brokers and dealers; and (c) investment in and
receivables from related entities and affiliates.

Exchange Membership

The Company has the use of a membership in the New York Stock Exchange (with a
market value of approximately $2,200,000 as of December 31, 2001) pursuant to a “Use and
Proceeds Agreement” with a stockholder. The Company also leases a second membership in the
New York Stock Exchange. The accompanying financial statements include all broker-dealer
activities of David V. Shields, registered as a separate broker-dealer with the Securities and
Exchange Commission.

ROSEN SEYMOUR SHAPSS MARTIN & COMPANY LLP
Certified Public Accountants
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SHIELDS CAPITAL CORPORATION
(d/b/a SHIELDS & COMPANY)

NOTES TO FINANCIAL STATEMENT

DECEMBER 31, 2001

3.  SECURITIES OWNED AND SOLD, NOT YET PURCHASED

Securities owned and sold, not yet purchased, which are stated-at market value, consist of
the following types:

Sold, Not Yet

Owned Purchased
Corporate stocks $ 86,604  § -
Mortgage-backed securities 188,231 -
Money market fund 10,562 -
Obligations of U.S. government 56,038 -
State and municipal obligations 796,409 140,714

$ 1,137,844 § 140,714

The aggregate cost of securities was $963,797 at December 31, 2001.

4.  FURNITURE, EQUIPMENT AND LEASEHOLD IMPROVEMENTS

Major classes of furniture, equipment and leasehold improvements include the following:

Life — Years

Furniture and fixtures 7 $ 833,229
Equipment 5 310,421
Leasehold improvements 2-11 466,270
Computer software acquired 3 48,944
1,658,864

Less accumulated depreciation/amortization 900,273

Net furniture, equipment and

leasehold improvements $ 758,591

ROSEN SEYMOUR SHAPSS MARTIN & COMPANY LLP
Certified Public Accountants
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SHIELDS CAPITAL CORPORATION
(d/b/a SHIELDS & COMPANY)

NOTES TO FINANCIAL STATEMENT

DECEMBER 31, 2001

5. EMPLOYEE BENEFIT PLANS

Employees’ Savings and Investment Plan

The Company maintains a 401(k) deferred compensation plan covering all eligible
employees who elect to participate in the plan. Participating employees contribute a percentage of
their compensation, as defined, into the plan, which is limited to an amount allowable under the
Internal Revenue Code. The Company, at its discretion, may also make matching contributions. For
the year ended December 31, 2001, the Company elected to contribute 50% of employee
contributions up to 8% of their compensation. The Company’s contribution to the plan for the year
ended December 31, 2001 was $70,314.

Profit-Sharing Plan

The Company also maintains a defined contribution profit-sharing plan which provides
retirement benefits for all eligible employees. Eligibility is based on years of service to the
Company. The Company’s contribution to the plan is at the discretion of the Company’s
management, and is limited to the amount allowable under the Internal Revenue Code. The
Company made no contribution to the plan for the year ended December 31, 2001.

6. COMMITMENTS AND CONTINGENCIES

Operating Leases

The Company is obligated under certain operating leases for office space and equipment
which expire at various dates between June 30, 2002 and November 30, 2008. In January 1997 the
Company entered into an additional operating lease for office space. That lease commenced upon the
completion of the landlord’s renovations to the premises on December 15, 1997 and will expire on
November 30, 2008. The lease requires annual payments of $441,364, with no rental payment in the first
year. Rental payments commenced in the second year beginning December 15, 1998. For the year
ended December 31, 2001 rent expense was reduced by $125,794 for amortization of amounts accrued
in prior years under this lease, net of $10,317 allocated to a related party and an affiliate as shared costs.
Effective February 15, 2000 the Company entered into an agreement to amend this lease to include
additional office space. The amendment requires additional annual payments of $285,012 and expires on
November 30, 2008.

ROSEN SEYMOUR SHAPSS MARTIN & COMPANY LLP
Certified Public Accountants
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SHIELDS CAPITAL CORPORATION
(d/b/a SHIELDS & COMPANY)

NOTES TO FINANCIAL STATEMENT

DECEMBER 31, 2001

6. COMMITMENTS AND CONTINGENCIES (Continued)

Operating Leases (Continued)

Future minimum annual lease payments for all noncancellable leases for each of the next
five years and in the aggregate thereafter are as follows:

Year Ending Minimum
December 31 Lease Payment

2002 § 904,415
2003 882,235
2004 798,702
2005 798,702
2006 778,302
Thereafter 1,484,225

§ 5,646,581

Arbitration Proceedings

The Company is a respondent in four arbitration proceedings before the National
Association of Securities Dealers, Inc. (“NASD”). In one proceeding the parties are currently
conducting discovery and in another the Company has just commenced its investigation of the facts.
In the opinion of management such claims are without merit, and they intend to vigorously defend
against the claims.

In another proceeding, the Company is seeking arbitration before the NASD against two
former stockholders who have asserted counterclaims against the Company alleging, among other
claims, breach of contract and defamation. In the opinion of management these claims are without
merit.

Finally, the Company was a respondent in an arbitration proceeding before the NASD in
which the arbitration panel issued its decision directing the Company to pay compensatory and
punitive damages to the claimant. The Company has recorded the obligation, but has filed a petition
in U.S. District Court to vacate the award to the extent it purported to award punitive damages to the
claimants. The claimant has asked the U.S. District Court to modify the arbitration award to allow a
court to decide the issue of reimbursement of attorney fees. The Company intends to vigorously
defend against the claims in the action.

ROSEN SEYMOUR SHAPSS MARTIN & COMPANY LLP
Certified Public Accountants
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SHIELDS CAPITAL CORPORATION
(d/b/a SHIELDS & COMPANY)

NOTES TO FINANCIAL STATEMENT

DECEMBER 31, 2001

7. RELATED PARTY TRANSACTIONS

The Company shares office space with two affiliates. Allocation of expenses to these
affiliates is based on management estimates. For the year ended December 31, 2001 expenses
aggregating $314,424 were allocated to these affiliates, and at December 31, 2001 receivables from
related entities and affiliates aggregated $956,619, and are due on demand.

During 2001 the Company wrote down receivables from the two affiliates aggregating
$1,454,432 based on the affiliates apparent inability to repay these amounts to the Company.

8. NET CAPITAL REQUIREMENT

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 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). Because of the restatement of the Company financial statements as of
December 31, 2001 (as explained in Note 9) the Company was in violation of its minimum net
capital requirement and the ratio of aggregate indebtedness to net capital exceeded 15 to 1 at
December 31, 2001. Notification was made promptly upon receipt of advice of the deficiency from
the Commission. At December 31, 2001, the Company had a net capital deficiency of $(8,795)
which was $118,513 below its required net capital of $109,718. The Company’s ratio of aggregate
indebtedness to net capital was (187) to 1 as of December 31, 2001.

9. RESTATEMENT OF FINANCIAL STATEMENTS

The accompanying financial statement for the year ended December 31, 2001 have been
restated to reflect a change proposed by the Securities and Exchange Commission (SEC) resulting
from an examination of the Company’s financial statements and related Focus Report for the quarter
then ended. Based on that examination the SEC Staff recommended that the Company accrue a
$217,060 arbitration award which was not included in the previously issued financial statements for
the year ended December 31, 2001 because the award was being appealed by the Company. This
additional accrual resulted in an increase in liabilities of $217,060 and a decrease in stockholder’s
equity of $217,060 as of December 31, 2001. As a result of this accrual at December 31, 2001, the
Company’s net capital determined pursuant to rule 15¢3-1 decreased below the minimum net capital
requirement under the rule. The Company notified the Securities and Exchange Commission and the
New York Stock Exchange of its net capital deficiency on January 15, 2003, as required by
Rule 17a 11 of the Act.

ROSEN SEYMOUR SHAPSS MARTIN & COMPANY LLP
Certified Public Accountants
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SHIELDS CAPITAL CORPORATION
(d/b/a SHIELDS & COMPANY)

SCHEDULE I
COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1 OF
THE SECURITIES AND EXCHANGE COMMISSION

AS OF DECEMBER 31, 2001

NET CAPITAL
Stockholders’ equity $ 2,076,089
Deductions:
Nonallowable assets:
Furniture, equipment and leasehold improvements, net § 758,591
Other assets 214,401
Investment in and receivables from related entities
and affiliates 956,617
Prepaid income taxes 31,927
Deferred income taxes, net 30,694
| 1,992,230
Net capital before haircuts on securities positions 83,859
Haircuts on securities:
Trading and investment securities:
Debt securities 67,878
Other securities 13,201
Undue concentration 11,575
Net capital $ (8,795)
AGGREGATE INDEBTEDNESS
Payable to broker-dealer $ 696,855
Accrued expenses 948,921
Total aggregate indebtedness $§ 1,645,776
COMPUTATION OF BASIC NET CAPITAL REQUIREMENT
Minimum net capital required $ 109,718
Net capital deficiency at 1,500 percent $ (118,513)
Net capital deficiency at 1,000 percent $ (173372)
Ratio: aggregate indebtedness to net capital (187):1

See independent auditors’ report.

ROSEN SEYMOUR SHAPSS MARTIN & COMPANY LLP
Certified Public Accountants
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SHIELDS CAPITAL CORPORATION
(d/b/a SHIELDS & COMPANY)

SCHEDULE 1I

RECONCILIATION OF COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1 OF

THE SECURITIES AND EXCHANGE COMMISSION TO THE
CORRESPONDING UNAUDITED FORM X-17A-5 PART IIA FILING

AS OF DECEMBER 31, 2001

Net capital, as reported in the Company’s Part IT unaudited
FOCUS Report (as amended) $

Adjustments affecting Company’s ownership equity

Adjustments affecting non-allowable assets

Adjustments to haircuts

(8,795)

Net capital per Schedule I | $

(8,795)

See independent auditors’ report.

ROSEN SEYMOUR SHAPSS MARTIN & COMPANY LLP
Certified Public Accountants
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