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OATH OR AFFIRMATION

1, J. Kent Regenstein ‘ swear (or affirm) that, to the
best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Davis, Mendel and Regenstein, Inc.

as of

DECEMBER 31, 2001 19, are true and correct. I further swear (or affirm) that neither the company
nor any pariner, proprietos, principal officer or discctor has any proprietary interest in any account classified soley as that of
a customer, except as follows:
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This report** contains (check all applicable boxes):

(a) Facing page. O OB L C*

(b) Statement of Financial Condition. ,,fe"c';g-\-)"“ﬁ

(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.

{N Siatement of Changes in Liabilities Subordinaied 10 Claims of Creditors.

(g) Computation of Net Capital

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

I (i) Information Relating to the Possession or control Requirements Under Rule 15¢3-3.

“2 () A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the

Computation for Determination of the Rererve Requirements Under Exhibit A of Rule 15¢3-3.

“7 (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect 10 methods of con-
solidation.

() An Qath 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.
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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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A Financial Solutions Company

INDEPENDENT AUDITORS' REPORT

To the Board of Directors and Stockholders
of Davis, Mendel & Regenstein, Inc.

We have audited the accompanying statement of financial condition of DAVIS, MENDEL &
REGENSTEIN, INC. (an S corporation) as of December 31, 2001, and the related statements of income,
changes in stockholders' equity, and cash flows for the year 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. Qur responsibility is to express an opinion on these financial statements
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 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 audit provides a
reasonable basis for our opinion.

in our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of DAVIS, MENDEL & REGENSTEIN, INC. as of December 31, 2001, and the results
of its operations and its cash flows for the year then ended 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 statements taken
as a whole. The information contained in pages 10 through 16 is presented for purposes of additional
analysis and is not a required part of the basic financial statements, but is supplementary information
required by rule 17a-5 under the Securities Exchange Act of 1934. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our
opinion, is fairly stated in all material respects in relation to the basic financial statements taken as a
whole.

téflﬂ%%‘%ﬁ f%/;w LLF

Atlanta, Georgia

February 13, 2002

HABIF, AROGETI&WYNNE, LLP
Glenridge Highlands Twn 1 5565 Glenridge Connector @ Suite 2001 ¥ Atlantu, Georgia 30342
404.892.9651 & Fax: 404.876.3913 8 www.hawcpa.com

A Summit [nternational Affiliate 2 Certified Public Accountants




DAVIS, MENDEL & REGENSTEIN, INC.
STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2001

ASSETS

Current assets
Cash and cash equivalents
Accounts receivable, net of allowance
for doubtful accounts of $-0-

Total current assets

Furniture and equipment, at cost
Allowance for depreciation

Other assets
Deposits

LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities
Accounts payable and accrued expenses
Due to affiliate
Commissions payable

Total current liabilities

Stockholders' equity
Common stock, $.01 par value, 500,000 shares
authorized; 6,620 shares issued and outstanding
Additional paid-in capital
Retained earnings

See auditors' report and accompanying notes

2

$ 1,329,411

401,249

1,730,660

217,408
(206.126)

11,282

7,149

—————————

$__1.749.091

$ 463,875
915,000

29,629

1.408.504

66
177,936

162.585

340,587

$.1.749.001




DAVIS, MENDEL & REGENSTEIN, INC.

FOR THE YEAR ENDED DECEMBER 31, 2001

Commissions earned

Cost of commissions

Gross profit

General and administrative expenses

Income from operations

Othet income {expense)
Interest income
Research expense

Net income

See auditors' report and accompanying notes

STATEMENT OF INCOME

-3-

$ 23,528,159

6,982,088

16,546,071

2,067,578

14,478,493

54,234
(14,532,727)

(14,478,493)




DAVIS, MENDEL & REGENSTEIN, INC.
STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2001

Common Additional Retained
Stock  Paid-in Capital Earnings Total
Balances, January 1, 2001 $ 64 % 160,977 $ 162,585 § 323,626
Issuance of 167 shares
of common stock 2 16,959 0 16,961
Net income 0 0 0 0
Balances, December 31, 2001 $ 66 $ 177936 $ 162,585 $ 340,587

See auditors' report and accompanying notes
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DAVIS, MENDEL & REGENSTEIN, INC.
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2001

Increase (Decrease) In Cash and Cash Equivalents

Cash flows from operating activities

Net income ) $ 0
Adjustments to reconcile net income to net cash provided
by operating activities
Depreciation 13,713
Changes in assets and liabilities
Increase in accounts receivable (104,113)
Increase in accounts payable and :
accrued expenses 114,738
Increase in due to affiliate 2,074
Increase in commissions payable 11,199
Total adjustments 37.611

Net cash provided by operating activities

Cash flows from financing activities
Issuance of common stock

37.611

16,961

Net increase in cash and cash equivalents 54,572
Cash and cash equivalents, beginning of year 1.274 839
Cash and cash equivalents, end of year $.1.329.411

See auditors’ report and accompanying notes
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DAVIS, MENDEL & REGENSTEIN, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2001

Note A
Summary of Significant Accounting Policies

General:

DAVIS, MENDEL & REGENSTEIN, INC. (the Company) is a Georgia corporation organized to transact
business as a registered broker/dealer and to perform market research services. It is registered with the
Securities and Exchange Commission (SEC) and maintains membership status with the National
Association of Security Dealers, Inc. (NASD), the Securities Investor Protection Corporation (SIPC), and
the Municipal Securities Rulemaking Board (MSRB).

The Company does not maintain customer accounts or handie securities and relies on other
broker/dealers with whom it has clearing agreements for those functions.

Cash and Cash Equivalents:

For purposes of the statement of cash flows, the Company considers all highly liquid debt instruments
purchased with a maturity of three months or less to be cash equivalents. The Company has on deposit
at financial institutions, funds in excess of the FDIC's $100,000 insured limitation totaling $252,572 that
would not be recoverable if the institutions failed. In addition, the Company has a mutualfund consisting
of United States government related securities totaling $1,207,317, which is not lnsured by the
Securities Investors Protection Corporation (SiPC). i

Use of Estimates:

The preparation of financial statements 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 financial statements,
and the reported amounts of revenues and expenses during the reporting period. Actual resulits could
differ from those estimates.

Furniture and Equipment:

Furniture and equipment is carried at cost. Expenditures for maintenance and repairs are expensed
currently, while renewals and betterments that materially extend the life of an asset are capitalized. The
cost of assets sold, retired, or otherwise disposed of, and the related aliowance for depreciation are
eliminated from the accounts and any resulting gain or loss is recognized.

Depreciation is provided using accelerated methods over the estimated useful life of equipment, which is
five to seven years.

Income Taxes:

The Company, with the consent of its shareholders, elected to be an S corporation effective October 1,
1990, and changed its year-end to December 31, as required by Internal Revenue Service regulations.
No provision has been made for income taxes because all income flows through to the stockholders who
pay income tax on their proportionate share of the income,




DAVIS, MENDEL & REGENSTEIN, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2001

Note B
Accounts Receivable

At December 31, 2001, the Company had accounts receivable totaling $401,249 due from various
financial securities brokerage houses. The Company requires no collateral for these financial
instruments subject to credit risk. If the brokerages houses should cease business, the accounting loss
would be the entire receivable balance.

Note C
Related Parties

The majority shareholder of the Company is also the majority shareholder of Ned Davis Research, Inc.
(NDR). Substantially all of the Company's brokerage customers trade with the Company because, by
doing so, they may access research products acquired on their behalf from NDR. In addition, the
Company's customers can receive these research products on a fee basis.

Under a mutual agreement between the companies, NDR provides the research to the Company on an
exclusive basis and the Company pays Ned Davis Research, inc. all revenues it generates, less the
amount needed to maintain compliance with the net capital provisions of SEC rule 15¢3-1 and other
regulatory provisions and less all expenses and other corporate needs. The Company incurred research
expense to NDR for the year ended December 31, 2001, of $14,532,727. The amount owed to NDR at
December 31, 2001, was $915,000, and is listed under due to affiliate.

NDR is a guarantor of the lease of the Company's office space and the payment of any obligations
arising pursuant to the Company's agreement with a brokerage house.

The Company's revenues are a by-product of services provided by NDR. Should NDR cease its activity
or terminate its relationship with the Company, the Company's revenues might be significantly reduced.

Note D
Net Capital

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 one and shall not be less than
$50,000. At December 31, 2001, the Company had net capital of $298,010, which was $204,110 in
excess of its required net capital of $93,900. The Company's net capital ratio was 4.73 to one.

Note E
Exemption from Rule 15¢3-3

The Company is exempt from rule 15¢3-3 of the Securities and Exchange Commission and, accordingly,
is not required to maintain a reserve account for the exclusive benefit of customers.
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DAVIS, MENDEL & REGENSTEIN, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2001

Note F
Clearing Agreements

The Company has entered into agreements with Bear Stearns & Co. (Bear), Paine Webber, Fidelity
Investments and Banc of America Securities, LLC, whereby the Company directs certain agency trades
to them, and they, in turn, execute and clear the trades. In addition, they act as the control focation to
hold and maintain funds or securities of the Company and its customers. In exchange for such
services, Bear receives approximately 14% - 18% of the commissions paid to the Company by its
customers. The amount paid to Bear for the year was $1,520,749. Paine Webber, National Financial
Services, LLC, and Bank of America Securities, LLC receive approximately 15% - 18% under similar
agreements and were paid $450,908, $75,596 and $311,211, respectively.

Note G
Lease Commitments

The Company leases office space and certain equipment under operating leases. Rent expense was
$142,746 for the year. ‘

Note H ‘
Employee Benefits

Effective January 1, 1997, the Company and NDR adopted an Employee Stock Ownership Plan (ESOP).
To participate in the ESOP, employees must meet certain minimum hour and other requirements as
defined in the ESOP agreement. Contributions to the ESOP are at the discretion of management and
can be in the form of cash, common stock of the Company or its affiliate, or other assets. For 2001, the
Company funded a contribution of $174,379 to the ESOP. Under certain circumstances, the Company
may be required 1o purchase its shares from a participant at their then fair market value.

During the year ended December 31, 2001, the Company and NDR adopted a performance share plan
(Share Plan). Under this plan, certain employees are awarded performance shares by a designated
committee as defined in the plan agreement. Contributions to the Share Plan are at the discretion of the
designated committee. For 2001, the Company funded a contribution of $228,000 to the Share Plan.

In addition to the ESOP and the performance share plan, the Company sponsors a 401(k) profit-sharing
plan for its eligible employees. The Company made no discretionary 401(k) plan contributions in 2001.

Also, the Company and NDR have a stock option plan and a management stock benus plan. Under the
stock option pfan, the Company and NDR may each grant up to 1,000 shares of their respective
common stock. The exercise price of each option ranges from 100% to 110% of the fair market value of
the common stock at the date of the grant as defined in the stock option plan. Under the management
stock bonus plan, the Company and NDR have each reserved 450 shares of their respective common
stock to compensate certain employees. As of December 31, 2001, no stock options or shares of
common stock have been granted or allocated.
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FINANCIAL AND OPERATION COMBINED UNIFORM SINGLE REPORT
PART HA
BROKER OR DEALER Davis, Mendel and Regenstein, Inc. = of___12/31/01
COMPUTATION OF NET CAPITAL
1. Total ownenship equity from Statement of Financial Condition. . ... ......... ereesieeseceterrsenn sy $ 340,587 3480
2. Decuct ownership pQuity not sllowabie for Net Capitat ..vvvuveen... ebeaeracerseastresiaanss .'-1 )| 3490
3. TO18! OWNErSRID EOUILY QUBNIIET 107 NET CRPItE 4 o e e s e e vt tsrnsaneronaseeneenensosnennsssenrassesenas 340,587 13s00
4. Aogd:
A. Liabilities subordinated to claims of genersl creditors allowabdie in computation of NELEERIWE . oo cornvniinaoans -0- 52
8. Other (deductions) or aliowsdie eradits {LisY). ... .oovvennnns haressseasnssesnaanns eeesanrennee veeas 3528
5. Total capital and atlowsbie subordinated habilities. . ... ........ T R et iareree e ieaaaaas s 330,587 (3530
6. Deductions anc/or charges: S 18.431
A. Totsl nonaliowable sssers from Statement of Financiat Condition(Netes Band Cl $ ’ 3540
B. Secuted cemand note deficiency....... vorsesnan vreeseerae trcerosarte 35%
C. Commodity futures contracts and POt ComMMOodities-
Proprietsry Capital Charges. .. ... civooovreacanccans [
D. Other ceductions and/or charges. . ............ e reetereterreran s 210 18,431 30
7. Other scditiom and/or stiowsbte credits (List)........ P te s iteesntanereuneneaniranaean iraresasseanan =U- 3630
8. Net c30ital De{ore NBircUTs ON SICURTIEE PORBItONT ..oyttt uuerurorarenocercaaarssessacearssonsnsanas Ys 322,156 | 3640
8. Marcuts on securnities (computed, whare spplicable,
pursuant 1o 15¢3.1 (1)):
A, Contractus! securities COMMITMBNIE . ... ..voyvracnacerennorrroraronnes s 3680
B. SubOTOINAIIG SECUrItIEs DOITOWIRGS . - . v oo vve s oersnneersensncanannss 3670
C. Trading and investment securities:
Y. Ememptrd secUriti®E . . . .. ...ttt ase e en n'n s
2. Debtsecunties ......... b ererianes e eeahereraeas cereens .. 3733
R o T - 3730
4. Otner securims .. .Dreyfus Money Market (1,207,317.@ 2%), .. ;24,146 3734
D. Undue CoNeentrdlioOn ... cuvetitertoaenaasasonrorensotoneasacassns 3630
B OMREEILA .« eeeeeeeee e e e e e et e e eenns 73] | 24146 3780
10, NEE CaDIBl ..\ttt et it e ee e ettt s ettt et earaaeeaaatreanne e antetaseresrsanas $ 298,010 3750
OMIT PENNIES
¥n See auditors’ report




FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

PART 1A
BROKER OR DEALER Davis, Mendel and Regenstein, inc. ' aof ___12/31/01
COMPUTATION OF BASIC NET CAPITAL REQUIREMENT
Part A
11, Minimum net capnal required {6:2/1% of line 191 ... .......... P 93,900 ].‘l756
12. Minimum dollar net capitai requirement of reporting broker or Gesler and minimum net ¢3gital requirement
ol subsigiaries computed in accordancewith Note Al . ..., ieiiiiiienannes e e neans besenas H 50,000 3758
13, Net capital requirement dgreater of ine 11 0r 12} ... ..0..u.... F e e er s Ceeeens .. $ 93,900 3760
14, Excess nercapnal (ine 10hess 13) .., ...... Cheres s asarasesetatasesasssararas P 204.110 3770
15.  Exacess net capital a1 1000% (line 10 tess 10% of line 19) . . .. .. ettt Ceeres e R £ | 157,160 3780
COMPUTATION OF AGGREGATE INDEBTEDNESS
16. Total Al liabitities from Staterment of Fingneidl CoNBItIBN. . ... vverirnevnneinrinenenenoaacrossronsans ... 3 1!408!504 3790
17. Adgg:
A Drafts 101 IMMecidIe CrBOIT, . ...ttt et et i e it irenneeaaanns ;3 [3800]
8. Market value of securinies borrowed 1or which no equivaient
VBlUE 13 DI OF CTBOMBG . . .. ottt tee s rieiinriennrntear e $ 3210
C. Other ynrecorded amewntsilist). ... ... . e e bretaerraaas S 30208 -0- 3830
19. Total sggregate incebidness ... ........ e e e ety R ] 1,408,504 3840
20. Percentage of aggregate indebtedness to net capital lline 19ty line Y0) . ... . .venvnneen . 473 3850
21. Percentage of deb! 10 debi-equily total computed in accordance with Rule 15¢3-1 {d) o ve vt ierincnnnsrnrnenan. ® 3850
COMPUTATION OF ALTERNATE NET CAPITAL REQUIREMENT
Part B
Z2. 7% of combined aggregate dedit iterns a3 shown 1n Formuls for Reserve Requirsments pursusnt 10 Ruile
15¢3-3 prepared as of the date of the net caditat computation incluthng both brokers or dealers
N0 consolicated subsichares debits. . ... ..... e imtianeasinea. e beaniseeet et aa s vereeess 8 38270
23.  Miniemum dollar ner capital requirement of reporting broker or deaier and mMumimum net capital
requirement ol subsidianies coOmOUIed 1n accordance with Note (A) ... ....... . £ 3880
24. Net capitsl requirement (grepterof ng220r23) .....ovveeannn e teanearersr s erar s PR | 3760
25. Excessnmetcapital time 10 1eas 24) ... ... ... ... ..0iiann eenan. Chererasirens Cereaans AR | 3810
26. Netcapist inexcess of:
&% ol comdined sporegate debit items Or $120000.......... Leesreesstinseacenssarrsrroennrnas PO | [39205
. OMIT PENNIES
NOTES: )

(A) The mmmum net capits) requirement shoulg be compuled by 00ing the minimum dollar net capitsl requirement

{8)

({4}

83

of the reporting broker dealer anct, lor each subsidiery (0 be comolidated, the gresier of:

1. Minimum dollar net capital requirement. or )

2. B-2/3% of sggregate incabredness or 2% of sgprepete debin if strernative method is vsed.

Do not deduct the value of secutities borrcwed under subordination agreements or seeured demand note
covered by subordination agreements not in satisfactory form and the market values 0f membderships in
exchanges contrnibuted for use of compsny {contra to item 1740) and partners’ secutities which were
included 1n non-allowatie mets. .

For reporne filed pursuant 10 paragraph {d) o! Rule 1785, respondent should provide a list of material

non-sliowabie ssets.

See auditors’ report
-11-




FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART I1A

BROKER OR DEALER Davis, Mendel and Regenstein, Inc.
For the perioa (MMDOYY) trom ___1/01/01 o__12/31/01

STATEMENT OF CHANGES IN OWNERSHIP EQUITY
{SOLE PROPRIETORSHIP, PARTNERSHIP OR CORPORATION)

1. BalNCe, BRGinNing O PRPIOO. - . .« e et s ennnecannaneensnnseannsesnsesacasanasscaeoeasnionannens s 323,626 [«2a0
A, N incOmME (1035). .o ovoreeronentoconacosesntarsaansansesensrosssnrsassssossonsans Ceevreneasans 0 4250
B, Additions lincludes non<onforming capidl of . . .., . it iianinnaannns Xs 4262 ) 16.961 | 4260
€. Deductions (Inciudes non-€onfomming caditsl Of . .. .........ueennenon. .. ] 4272 ) 4270

2. Batance, end of Pariod (From item 1B00) .. ..cvurrviereeeerronerrraransueseacsoasarcannsaorssnsssssns $ 340.587 -

STATEMENT OF CMANGES IN LIABILITIES SUBORDINATED
TO CLAIMS OF GENERAL CREDITCRS

3, Balance. DEgINNING OF PRTIOG .+ .. oo ninraesensannunsotoossonseressorssoscsannassonsossessssassssts ys 4300
F R Y T T 4310
[ T = LT P 4320
4. Balence, end of period (Feom iteM 3520). .. v iueniuitiererioorionnsosnecensossosasccassostrannvsonns s [4339)
OMIT PENNIES
¥y See auditors’ report
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DAVIS, MENDEL & REGENSTEIN, INC.
RECONCILIATION OF COMPUTATION OF NET CAPITAL
(RULE 15¢3-1 PURSUANT TO RULE 17a-5(d)(4))
DECEMBER 31, 2001

Percentage
of Aggregate
Indebtedness
to Net
Net Capital Indebtedness Capital
Company's computation $ 207,377 $ 1,409,137 474
Additicnal expense accruals,
revenue, expense, and
other adjustments 633 (633)
$...298010  $__1408504 473




FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

PART IlIA
SROKER OR DEALER Davis, Mendel, and Regenstein, Inc. o ot 12/31/01
Exemptive Provision Under Rule 15¢3-3
25. i en exemption from Rule 15c3-1 is claimad, identity below the section upon
which such exsmption ls based (Check one only) ‘
A (K} (1}=32.500 capital CatOEOrY 8 POr RUlE 15631 .o vvvruessonenionrensnansen eemreevenenns verennaeane . [Casse]
8. (k) (2){A)—"Special Account for the Exclusive Benefit of ’ ’
customers’ maintained ...........oveivunnnne sonsrssnseses sasssse eteesenseetatronnensasrnaneraset 4580
€. () (2)(B)==All cusiomer transactions cleared through snother
ker-deal fylly diyel . i
bro ',' o &Za%'é We‘f:L’er; ﬁeg'r.gteba‘r'ri\% :‘R%g.’; ﬁ:ﬁm America Securities, LLC; and
fim 31 __ Natignal Financial Services, LLG [o3s] 4570
0. (X} {(3)—Exempied Dy order of the COMMISSION ... .cvcueeencenncssrrsessssasssssrnnsesacsasersassonsse 4580
Ownership Equily and Subordinated Liablilties maturing or proposad o be
withdrawn within the next six months and aceruals, (as defined belew),
which have not been deducted in the computation of Net Capital.
Type of Propesed
withdrawsl or Amount to be Withe {(MMDDYY) Expect
Accruat insiger or drawn (Cash amount Withorawal or 1o
See below lor Quisiger? sng/or Net Capital Maturity Ronew
cooe 10 enter Name of Lender or Contributor {In or Out) Value of Sscurities) Date {yes or no)

4800

L2

e

e

4810 4611 4412

Bl &

TEEEEEEE:

4822 4823

v

4820

-~
g

4811

842 84

[ 2]

e e
i (] (el il [ e

4851 4852

LL

9950809000

[asaz]

[s2]
M 2880 a8t [aeez] [ 4888
M [as70] 471 [eem2] _[eerd] [ee7s]
! [(eeso] asa [anz] [asna] [enss]
J [ssn ] 4891 [aez] 4 [ates]

TOTAL 83 4699
OMIT PENNIES

Instructions: Detail listing must include the total of items maturing during the six month period following the
report Gale, regaroiess o! whether or not the capitat contribution is axpscied 10 be renswed. The
schedule mus! aiso inciude proposed capital withdrawals scheduisd within the six month .,
period toliowing the repon Oate inciuging the proposed recemption of siock and payments of
labilities secured by fixed 83381 (which arg considered sliowabis sssels in the capital computation
pursuant 16 Rule 1563-1(cl(2}iv)), which could Da required by the lendsr on cemand or in less

than six months.
WITHDRAWAL CODE: DESCRIPTION

1. Equity Capital

2 Sybordinated Liabitities
. Accrusis

4. 15¢3-9(c)(2)(iv) Liabliities

See auditors’ report
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A Financial Solutions Company

INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL REQUIRED BY SEC RULE 17a-5
FOR A BROKER-DEALER CLAIMING AN EXEMPTION FROM SEC RULE 15c3-3

To the Board of Directors and Stockholders
of Davis, Mendel & Regenstein, Inc.

In planning and performing our audit of the financial statements and supplemental schedules of DAVIS,
MENDEL & REGENSTEIN, INC. (the Company) for the year ended December 31, 2001, we considered
its internal control, including control activities for sateguarding 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 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 15c¢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 the quarterly securities examinations, counts, verifications, and comparisons
2. Recordation of differences required by rule 17a-13

3. Complying with the requirements for prompt paymerit 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 made by management are required 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 conformity with generailly accepted accounting
principles. Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the
preceding paragraph.

HABIF, AROGETI& WYNNE, LLP
Glenridge Highlands Tw 8 5565 Glenridge Connector 8 Suite 20018 Atlanta, Georgia 30342
404.892.9651 8 Fzx: 404.876.3913 a www.hawepa.com

A Summit International Affiliate @ Certified Public Accountants




INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL REQUIRED BY SEC RULE 17a-5
FOR A BROKER-DEALER CLAIMING AN EXEMPTION FROM SEC RULE 15¢3-3

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 ail 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 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 contral, including control activities for safeguardmg
securities, that we consider to be material weaknesses as defmed 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 December 31, 2001, to meet the SEC's objectives.

This report is intended solely for the information and use of the Board of Directors, management, the
SEC, the NASD 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.

té//ﬂ/?/ {W “’i//w« %

Atlanta, Georgia

February 13, 2002
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