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STEVEN MOHLER, CPA, PA
Certified Public Accountant
2127 - 10" Avenue
Vero Beach, Florida 32960
561-778-6699

- Independent Auditor’s Report

To the Stockholders
Schlitt Investor Services, Inc.
Vero Beach, Florida

I have audited the accompanying statements of financial condition of Schlitt Investor
Services, Inc. as of December 31, 2001, and the related statements of income, changes in
stockholders’ equity, and cash flows for the year then ended. These financial statements
are the responsibility of the Company’s management. My responsibility is to express an
opinion on these financial statements based on my audit. The financial statements of
Schlitt Investor Services, Inc. as of December 31, 2000, were audited by a predecessor
firm which has ceased operations and whose report dated February 26, 2001, expressed
an unqualified opinion on those statements.

I conducted my audit in accordance with general accepted auditing standards. Those
standards require that I 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. I believe that my audit provides a reasonable basis for my
opinion.

In my opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of Schlitt Investor Services, Inc. at December 31, 2001,

and the results of its operations and its cash flows for the year then ended in conformity
with generally accepted accounting principles.

CPA ,PA
Steven Mohler, CPA, PA

Certified Public Accountant

February 25, 2002



SCHLITT INVESTOR SERVICES, INC.
Statements of Financial Condition

December 31, 2001 and 2000

Assets
2001 2000
Current Assets
Cash $ 11,531 12,077
Receivable from brokers, dealers
and clearing organizations 351 6,394
Loans receivable - affiliates 17,991 17,991
Other accounts receivable 7,657 8,158
Total Current Assets 37,530 44,620
Other Assets
Investments 1,267 1,267
Deposits 15,000 15,000
Total Other Assets 16,267 16,267
Total Assets $ 53,797 60,887
Liabilities and Stockholders' Equity
Current Liabilities
Accounts payable and accrued liabilities $ 154 3,421
Accounts payable - other 633 633
Total Current Liabilities 787 4,054
Stockholders' Equity
Common stock, $1 par value; 10,000 shares
authorized; 200 shares issued and outstanding 200 200
Additional paid-in capital 22,143 22,143
Retained earnings 30,667 34,490
Total Stockholders' Equity 53,010 56,833
Total Liabilities and Stockholders' equity $ 53,797 60,887

See the accompanying notes to the financial statements



SCHLITT INVESTOR SERVICES, INC.

Statements of Income

Years ended December 31, 2001 and 2000

Revenues

Commissions earned
Miscellaneous revenue

Total revenues

Expenses
Commissions expense
Management fees
Dues and fees
Licenses and taxes
Advertising
Professional fees
Clinics and seminars
Insurance
Other

Total expenses

Net income

See the accompanying notes to the financial statements

2001 2000
$ 286,791 $ 532,806
4,963 4,204
291,754 537,010
130,053 248,041
148,002 263,944
5,940 13,500
631 327
415 240
3,810 4,003
419 60
867 863
440 2,755
290,577 533,733
$ 1177 $ 3277




SCHLITT INVESTOR SERVICES, INC.
Statements of Changes in Stockholders' Equity

Years Ended December 31, 2001 and 2000

Common Additional Retained

Stock  Paid-in Capital Earnings Total
Balance, December 31, 1999 $ 200 % 22143 $ 31,213 $ 53,556
Netlncome : : 3277 3277
Balance, December 31, 2000 200 22,143 34,490 56,833
Shareholder distributions - - (5,000) (5,000)
Net Income - - 1,177 1,177
Balance, December 31, 2001 $ 200 $§ 22143 $ 30,667 $ 53,010

See the accompanying notes to the financial statements




SCHLITT INVESTOR SERVICES, INC.
Statement of Cash Flows

Years Ended December 31, 2001 and 2000

Cash flows form operating activities: 2001 2000
Net income $ 1,177 % 3,277

Loss on investment - 222

Adjustments to reconcile net income to net cash
provided by operating activities:

Changes in assets and liabilities

Receivables from brokers and clearing organizations 6,043 206
Accounts payable and other liabilities (3,267) (1,295)
Net cash provided by operations 3,953 2,410

Cash flows from investing activities:

(Payments to)proceeds from affiliates ‘ - (3,657)
(Payments to)proceeds from other receivables | 501 1,224
Net cash (used)/provided by investing activities 501 (2,433)

Cash flows from financing activities:

Shareholder distributions (5,000) -

Net cash (used)/provided by financing activities (5,000) -
Net Increase(decrease) in cash (546) (23)
Cash, beginning of year 12,077 12,100
Cash, end of year $ 11,531 § 12,077

See the accompanying notes to the financial statements



SCHLITT INVESTOR SERVICES, INC.
Notes to the Financial Statements
December 31, 2000 and 1999

Note 1 - Summary of Significant Accounting Policies

Organization

Schlitt Investor Services, Inc. (the Company) was incorporated September 27, 1984
under the laws of the State of Florida. The Company is a broker/dealer registered under
the provision of the National Association of Securities Dealers, Inc. (NASD) and
operates under a restrictive agreement with NASD. The Company operated within the
exemptive provision of SEC rule 15¢3-3(k)(2)(b) in that it clears all transactions with
and for customers on a fully disclosed basis with a clearing broker or dealer, promptly
transmits all customer funds and securities to the clearing broker or dealer and preserves
books and records pursuant to rules 17a-3 and 17a-4, as are customarily made and kept
by a clearing broker or dealer.

Taxes on Income

The Company has elected under Subchapter S of the Internal Revenue Code to have its
income taxed directly to the stockholders. Accordingly, no income tax provision is
reflected in the accompanying financial statements.

Note 2 - Reporting Comprehensive Income

SFAS No. 130 Reporting Comprehensive Income requires the reporting and display of
comprehensive income and its components. The effective date for implication is for
fiscal years beginning after December 15, 1997. There were no items reportable as
comprehensive income in 2001 or 2000.

Note 3 - Investments

The investment held as of December 31, 2001 consists of 40 units of Datronic Equipment
Income Fund XVI, L.P. which is carried at estimated fair market value. The securities are
classified as available for sale.

Note 4 - Deposit

The Company maintains a $15,000 deposit balance with its clearing broker/dealer, Fiserv
Correspondent Services.




SCHLITT INVESTOR SERVICES, INC.
Notes to the Financial Statements
December 31, 2001 and 2000

Note 5 - Commitments

The National Association of Securities Dealers, inc. requires the Company to maintain
minimum net capital, as defined by regulation, of $5,000.

Note 6 - Related Party Transactions

Robert W. Schilitt, Jr. is the president and treasurer of the Company at December 31,
2001. Mr. Schlitt, his cousin, and his aunt own a controlling interest in Schlitt Insurance
Services, Inc. with the following transactions have occurred:

All of the agents registered with the NASD through Schlitt Investor Services, Inc. are
employees of Schlitt Insurance. Schlitt Insurance received a commission equal to the
commissions paid to the agents. Schlitt Insurance pays draws against commissions to the
producers.

Schlitt Insurance Services, Inc. provides offices and management and pays overhead
expenses including utility and telephone costs in exchange for a management fee. The fee
is based on a percentage of monthly net income. Such fees amounted to $263,944 and
$148,002 in 2000 and 2001, respectively. The Company also pays bonding and insurance
premiums to Schlitt Insurance. Insurance expense in the amount of $863 and $867 was
incurred during 2000 and 2001, respectively, in connection with such premiums.

The existence of such common control could result in operating results of the financial
operations of the Company significantly different from those that would have been
obtained if the enterprises were autonomous.
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STEVEN MOHLER, CPA, PA

Certified Public Accountant
2127 - 10™ Avenue
Vero Beach, Florida 32960
561-778-6699

Independent Auditors’ Report on
Supplementary Information Required by Rule 17a-5
of the
Securities and Exchange Commission

To the Stockholders
Schlitt Investor Services, Inc.
Vero Beach, Florida

I have audited the financial statements of Schlitt Investor Services, Inc. for the year
ended December 31, 2001, and have issued my report thereon dated February 25, 2002.
My audit was made for the purpose of forming an opinion on the basic financial
statements taken as a whole. The information contained in Schedule I on the following
page 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 of the
Securities and Exchange Commission. Such information has been subjected to the
auditing procedures applied in the examination of the basic financial statements and, in
my opinion, is fairly stated in all material respects in relation to the basic financial
statements taken as a whole.

I determined that Schlitt Investor Services, Inc., during the year ended December 31,
2001, was in compliance with the exemptive provisions of rule 15¢3-3(k)(2)(b) in that it
cleared all transactions with and for customers on a fully disclosed basis with a clearing
broker or dealer, promptly transmitted all customer funds and securities to the clearing
broker or dealer and preserved books and records pursuant to rules 17a-3 and 17a-4, as
are customarily made and kept by a clearing broker or dealer.

Steven Mohler, CPA, PA
Certified Public Accountant

February 25, 2002




SCHLITT INVESTOR SERVICES, INC.
Schedule | - Computation of Net Capital Under Rule 15¢3-1
of the Securities and Exchange Commissions

December 31, 2001

Net Capital
Total stockholders' equity $ 53,010
Less non -allowable assets:
Receivables from non-customers (25,929)
Investments (1,267)
Net Capital $ 25,814

Reconciliation with Company's Computation (included in
Part 1A of Form X-17a-5 as of December 31, 2001)

Net capital, as reported in the Company's Part lIA
Unaudited Focus Report $ 25,814

Net audit adjustments -

Net Capital, per above $ 25814




STEVEN MOHLER, CPA, PA
Certified Public Accountant
2127 - 10" Avenue
Vero Beach, Florida 32960
561-778-6699

Independent Auditor’s Report on Accounting Control
Required by Rule 172a-5 of the

Securities and Exchange Commission

To the Stockholders
Schlitt Investor Services, Inc.
Vero Beach, Florida

I have audited the financial statements of Schlitt Investor Services, Inc., for the ended
December 31, 2001, and have issued my report thereon dated February 25, 2002. As part
of my examination, I made a study and evaluation of the company’s system of internal
accounting control to the extent I considered necessary to evaluate the system as required
by generally accepted auditing standards and Rule 17a-5 of the Securities and Exchange
Commission. This study and evaluation included the accounting system, and the
practices and procedures followed by the company in making the periodic computations
of aggregate indebtedness and net capital under Rule 17a-3(a)(11) and the procedures for
determining compliance with the exemptive provisions of Rule 15¢3-3.

I did not review the practices and procedures followed by the company (I) in making the
quarterly securities examinations, counts, verifications and comparisons, and the
recordation of differences required by Rule 17a-13 or (ii) in complying with the
requirements for prompt payment for securities of Section 4(c) of Regulation T of the
board of Governors of the Federal Reserve Board, because the company does not carry
security accounts for customers or perform custodial functions relating to customer
securities. Rule 17a-5 states that the scope of the study and evaluation should be
sufficient to provide reasonable assurance that any material weaknesses existing at the
date of our examination would be disclosed and, with respect to Rule 15¢3-3, should
provide reasonable assurance of compliance, in all material respects, with the possession
and control requirement of that Rule. Under generally accepted auditing standards and
Rule 17a-5, the purposes of such study and evaluation are to establish a basis for reliance
on the system of intemal accounting control in determining the nature, timing and extent
of other auditing procedures that are necessary for expressing an opinion on the financial
statements and to assist the auditor in planning performing his examination of financial
statements and to provide a basis for reporting material weaknesses in internal accounting
control.



The objective of internal accounting control is to provide reasonable, but not absolute,
assurance as to the safeguarding of assets against loss from unauthorized use or
disposition, and the reliability of financial records for preparing financial statements and
maintaining accountability for assets. The concept of reasonable assurance recognizes
that the cost of system of internal accounting control should not exceed the benefits
derived and also recognizes that the evaluation of these factors necessarily requires
estimates and judgments by management. However, for the purposes of this report under
SEC Rule 17a-5, the determination of weaknesses to be reported was made without
considering the practicability of corrective action by management within the framework
of a cost/benefit relationship.

There are inherent limitations that should be recognized in considering the potential
effectiveness of any system of internal accounting control. In the performance of most
control procedures, errors can result from misunderstanding of instructions, mistakes of
judgment, carelessness, or other personal factors. Control procedures whose
effectiveness depends on segregation of duties can be circumvented by collusion.
Similarly, control procedures can be circumvented intentionally by management either
with respect to the execution and recording of transactions or with respect to the
estimates and judgments required in the preparation of financial statements. Further,
projection of any evaluation of internal accounting control to future periods is subject to
the risk that the procedures may become inadequate because of changes in conditions or
that the degree of compliance with the procedures may deteriorate.

My examination of the financial statements made in accordance with generally accepted
accounting standards, including the study and evaluation of the company’s system of
internal accounting control for the period ended December 31, 2001, that was made for
the purposes set forth in the first paragraph of this report, would not necessarily disclose
all weaknesses in the system because it was based on selective tests of accounting records
and related data. Accordingly, I do not express an opinion on the system of internal
accounting control of Schlitt Investor Services, Inc. taken as a whole. However, my
study and evaluation disclosed no condition that I believed to be a material weakness.

Steven Mohler, CPA, PA
Certified Public Accountant

February 25, 2002




