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OATH OR AFFIRMATION
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The Board of Directors
North Coast Securities Corporatxon

We have audxﬁed the accompanymg balance sheets of North Coast Securities Corporation (the

Company) as of September 30, 2002 and 2001 and the related statements of operations, cash .

flows and changes in stockholders' equity for the years ended September 30, 2002 and 2001.

These financial statements are the responsibility of the Company’s management. Our
® responsibility is to express an opmmn on these ﬁnanmal statements based on our audit.

We conducted our audns in accordance with generally accepted audmng standards. 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 supportmg the amounts and disclosures in the financial
: - statements. An audit also includes assessing the accounting ptmcnples 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.

As discussed in Note 12, the Company operates in a highly regulated and competitive industry.
Consequently, the Company has incurred losses and negative cash flows from operations since

~ 1998. Management is seeking to increase revenues through the marketing of its products while
controlling expenditures to meet its working capital needs. However, additional cash and
working capital will be required and the Company will be required to continue to increase

: - revenues and control costs, or obtain additional equity and/or financing. There can be no

® - assurance that the Company’s efforts to achieve proﬁtable operations or obtain new equity '
'and/orﬁnancmgwmbereahzed = ‘

In our opmlon, except as noted above and in Note 12 in the Notes to the finandial statements,
- the financial statements referred to above present fairly, in all material respects, the financial
® ' position of the Company as of September 30, 2002 and 2001 and the results of its operations and
its cash flows for the years ended September 30, 2002 and 2001 in conformxty with accounting
principles generally accepted in the Umted States.

: ‘The supplemental schedules of computatlon of net capital and compumtzon of basic net capital
PN requirement is presented for purposes of additional analysis and are not a required part of the
o basic financial statements. 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 relahon to the basm financial statements taken as a whole. :

' | 5‘?&7@&//_ f/ ooz L«MIQ&/
® " November 18, 2002
Danville, California
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. I | ' NORTH COAST SECURITIES CORPORATION i l
| | . Balance Sheets
September 30, 2002 and 2001

® ASSETS
2002 2001
‘Current assets: : ‘
® Cash and cash equivalents : v $ 16,275 50,302
_ Concessions and commissions recewable | , : 22,515 - 23,622
Other receivables . : : , 12,517 26,346
Inventory : o S ' ' 31,715 52,665
Totai current assets S - . 83,022 152,935
®  Noncumentassets: e T o
Property and eqmpment, net L 3 ‘ _ 18,081 21,687
Deferred taxes S S 355,240 355,240
Prepaid expenses and otherasses '~~~ 6,678 9978
. Total noncurrent assets e - 379,999 386,905
$ 463,021 539,840
. LIABILITIES AND STOCKHOLDER'S EQU'ITY ’
* - Current liabilities: Co . : :
Accounts payable and accrued liabilities | . % 4am 88,881
Current lease payable ‘ _ : : ‘ - 1,352
~ Total current liabilities - S N : 44,911 90,233
Noncurrent liabilities: ‘ : : ‘ - |
- Long-term lease payable . - - R - 6,165
: Total liabilities _ o S 44,911 96,398
Stockholder's equity:
Common stock, $10 par value, 100 shares authonzed . ~ o L
- 50 shares issued and outstanding : o v - 500 - 500
Contributed capital in excess of par 3 o . 1,134815 1,060,340
® ~ Retained deficit o . : (117,205 (617,398)
: Total stockholder's equity : ’ ' 418,110 443,442 _
$ 463021 539,840
@
¢ See accompanying auditors' report and notes to financial statements.

REGALIA & ASSOCIATES
CERTIFIED PUBLIC ACCOUNTANTS




I | NORTH COAST SECURIT 1ES CORPORATION ,
' ~ Statements of Operahons , '
For The Ygars Ended September 30, 2002 and 2001

Revenues: S | 2002 2001
Commissions and concessions ‘ . $ . 239307 504,393
Front end and agents fees . o o 403,770 1,004,754
Mutual fund and limited partnership income - | - 49,059 53,136
Insurance products o : ‘ 53,799 - 37,702
Rebateincome . \ ' : - 4T 83,588
Processing fees . o ' .- 1800 |
" Trading gain (loss), net DR S o (21,498) (158,510) 1
Registered rep fees : ’ R : . 1,700 1,950
Interest income Lo s - 9954 22,212
Other - = o o | 16,321 108,841
~ Totalrevenues : R . 752,889 1,659,866
Accounting o o | S 6400 6,139
Bank charges | B L 239 520
‘Bad debts - ‘ ‘ L S 16,143 11,191
Clearing fees S : ‘ 14,625 166,949
Commissions and concessions o | : 618,625 1,255,378
Consulting and outsideservices =~~~ 8,380 16,811
Deprecmuonexpemse, R : . 82% 16,841
- Donations ’ 3 N ‘ - 8,133
Duesandsubscnptxons' Lol T S 359 43
Equipment lease =~ . . o o 1,261 21,510
Execution expense | S cee (26,069) 40,809
Insurance o S o o 3614 . 8052
Interest , L ‘ 3,607 6,269
Legal L - e | .. 37602 - 1,783
Office ' S o S ' 3,241 7,275
Postage - ' - : . 1,780 - 4,413
Quote services L " E - 42983
Regulatory fees S . 6,647 10,748
Rent ' “ ’ . "18,000 113,023
Repairs and maintenance _ 1,195 6,688
Salaries and related expenses I 105,964 199,804

- Telephone™ ‘ T : - 8716 35,916

. Terminal and trading fees S - 288 84,826
Travel and entertainment - S 12,389 22,478

Miscellaneous - . I _630 4,101

- Totalexpenses . - 851,89 2,093,083

Loss before for income taxes - \ - ' _ (99,007) (433,217)

Provision for income tax benefit - o IR 800  (172,689)
Net loss N | : (9980 (260,528) -

Retained deficit, beginning of period =~ - (617,398) (356,870)

Retained deficit, end of period - : ' $. (717,205) (617,398)

. |See accomzanﬂ’ng auditors' report and notes to financial statements, I :
' REGALIA & ASSOCIATES
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® | “NORTH COAST SECURITIES CORPORATION ’ ]
| k Statements of Changes in Stockholder's Equity B
" For The Years Ended September 30, 2002 and 2001

®
Contributed ‘
Capital Retained
° Common In Excess Earnings
Stock of Par ~  (Deficit)
Balances at September 30, 2000 $ S0 709780  (356870)
®  Netlss B - o058
Contributions of capital by stockholder o . 350560
@ _BalancesatSeptember30,2000 500 1,060,340 (617,398)
Netloss o ‘, S , . L. (99,807)
o  Contributions of capital by stockholder =~ N 74,475 :
Bafances at September30,2002 . . . § 500 1134815  (717,209)
o
°
.
°

PY lSee accomganying auditors' regrt and notes to financial statements. |
" REGALIA & ASSOCIATES |
CERTIFIED PUBLIC ACCOUNTANTS




I NORTH COAST SECURITIES CORPORATION I

- Statements of Cash Flows ‘
For The Years Ended September 30, 2002 and 2001

I 2002 2001
Operating activities: o B _

- Netloss | o o $ (99,807) (260,528)
Depreciation expense ' ' S 8,290 16,841
Adjustments to reconcile to cash provxded by operaung activities: S

Changﬁ in: o v
~ Accounts receivable | S . 20271
Concessions and commissions recetvable SR 1307 201,219
Other receivables ' g . - 13,829 4,072
Inventory ' o 20,950 183,320
Receivable from stockholder o L - 1382
Deferred taxes ' T o . (173,567)
Otherassets - 3,300 578
S Accounts payable and accrued liabilities - | “3970)  (247,873)
Lease payable. : . : (7,517) 7,516
Cash used for operatmg achvmes | - ' (103,818) (246,769)
Investing activities: - o ‘ |
Acquisition of property and eqmpment e ,, (4,684) (2,384)
Financing activities: ' | o , _ |
Reclassification of subordinated loan from shareholder v - (125,000)
. Proceeds from capitat contributions made by shareholders 74475 350,560
Cash provided by financing sources , : 74475 225,560
Decreaseincash . - o | ©@s2n (23593)
- Cash, beginning of period o . : 50302 73,895
‘Cash,endofperiod . C S 18215 50302
Additional cash flow information: |
Income taxes paid - | B S 800 800
Interest paid S . s 3607 6269

'See accompanying auditors' report and notes to financial statements.
REGALIA & ASSOCIATES
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[ ~ NORTH COAST SECURITIES CORPORATION B
~ Notes to Finae\cial Statements
‘September 30, 2002 and 2001

1. Organizetion ' ‘
North Coast Securities Corporatxon (the ”Company”) is a C Corporatwn mcorporated in the
State of California on Septaember 30,1993. -

The Company generates its revenues primarily from trading proprietary securities and
generating commissions on customer transactions. The Company clears all customer
transactions on a fully disclosed basis in accordance with a sub-clearing agreement with
Western International through Correspondent Services Corporation (a wholly owned
subsxdaaryof?ameWebber) In the normal course of business, the Company will have .
unsettled securities h'ansachons with its cleanng broker, which normaily settleintlueebusmess

days.

2. Summary of Significant Aecounting Policies

Basis of Accounting -
The financial statements of the Company have been prepamd on the accruai basis of accounting
in accordance with generally accepted aecountmg principles..

Revenue Recognition -
The Company recognizes revenue when services are petformed Securities ttansactxons and -
related revenues and expenses are recorded in the ﬁnancnal statements on a trade date basis.

Orgamzatzonal Expenses ' )
The Company has capitalized certain professional fees and start-up expenses as organuauonal _

~ costs, They have been fully amoruzed under the snjaxght -line method over 60 months.

» Income Taxes

The Company accounts for income taxes in accordance with Statement of Financial Accountmg
Standards No. 109, "Accounting for Income Taxes." Statement 109 requires that deferred
income taxes reflect the tax consequences on future years of differences between the tax bases of
assets and liabilities and their financial reporting amounts.

3. Property and Eqmpment
Property and equipment consist of the followmg at Sepbember 30, 2002 and 2001:

: ‘ ‘ ~2002 2001

Office Eqmpment " : B % 41,809 37,125
Less: accumulated deprecxatlon | 4 o - (23,728) (15,438)
Property and equipment, net - o S 18081 21,687

Depreciation expense amounted to $8,290 and $16,841 for the years ended September 30, 2002

and 2001, respectively. -

' | nge 1 ‘ Continued I
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_‘ I ' NORTH COAST SECURITIES CORPORATION ' l |

Notes to Financial Statements

4, Inventory | o

Inventory of $31,715 and $52,665 at September 30, 2002 and 2001, respectively, represents
various publicly traded securities held by the Company. All securities are stated at market
value as determmed by avadabie published market quoﬁs

5. Organizational costs S |

The Company has caﬁim!ized $9,171 of organizational costs related to legal fees and other start-

 up expenses. Organizational costs have been fully amortized.

6.  Additional Capital Contributed by Stockholder

" During the year ended Septémber 30, 2002, the stockholder contributed additional cépital of

$74,475 which has been reflected as contributed capital in excess of par on the balance sheets at
ber 30, 2002. During the year ended September 30, 2001, the stockholder contributed

- additional capital of $350,560 which has been reflected as contributed captml in excess of par on
' thebalanoesmetsatSeptemberSO 2001. a

7. lLeases

The Company maintains corporate offices i in San Francisco, California. The Company leased an
office at 595 Market Street under a five-year operating lease that expired in May 2001. The lease

~ required monthly payments of $11,438. In May 2001 the Company moved to offices at 100

Spear Street where it is paying monthly rental payments of $1,500 for office space under a
verbal month-to-month operating lease. Rent expense amounted to $18,000 and $113,023 for the
years ended Seytember 30, 2002 and 2001, respectively.

8 . Net Capltal Requirements

The Company is subject to the Securities and Exchange Comrmssmn (“SEC”) Uniform Net
Capital 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. At

September 30, 2002, the Company had net capital of $7,863, which was $2,863 in excess of

required net capital of $5,000. - At September 30, 2001, the Company had net capital of $5,002,

~ which was $2 in excess of required net capital of $5,000. The Company’s ratio of aggregate

indebtedness to net capital was approxunately 93 to 1 at Sephembet 30, 2002 and 5.1 to 1 at

' SepﬁemberSO 2001.

Page 2 Continued
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I NORTH COAST SECURITIES CORPORATION I

Notes to Financial Statements

9. | - Income Taxes

| Compcmeme of income tax expense (benefit) for the years ended September 30, 2002 and 2001 -

axeasfollows .
, 2002 2001
Current: | A o
- Federal- . $ - .
- State ' - f - 800 800
Totalmr:entmcometaxexpense o o 800 800
Federal B S I | . (138,904)
State | | ' ‘ - (34,585)
Total deferred income tax benefit ' . (173,489)
Total income tax expense (benefit) - ' ,$ 800 172,689

Deferred income taxes are recognized for the future tax consequences of temporary dnfferenoes.
between the financial statement carrying amounts and the tax bases of assets and liabilities. The
types of temporary differences that give rise to significant portions of the deferred tax liability
and affect deferred tax expense include differences in accounting for depreciation and

amortization, net operating loss carryforwards; and capitahzed costs. | 3

Realization of the deferred income taxes depends on the generation of sufﬁc:ent taxable income
by the Company. If the Company is unable to generate pre-tax earnings, the deferred income
tax benefit will not materialize, and the deferred tax asset of $355,240 will have no value. At
September 30, 2002, a valuation allowance equal to the calculated deferred tax benefit for the
year ended September 30, 2002 was recorded, resulting in no addmonal deferred income tax

| benefit for the year ended September 30, 2002

10. - Redclassifications

Certam reclassifications have been made to the 2001 financial statemenis in order to conform to
the presentation used in2002. =

11.  Commitments and Contingencies.

In the normal course of business there are outstanding various commitments and contingent

. lLiabilities, such as commitments to enter into contracts, which are not reflected in the financial

statements. In addition, the Company has been named as a defendant in various lawsuits
arising in the course of business. ‘Management believes that such commitments or
contingencies will not have a material adverse effect on the financial statements.

] Pa§e 3 ‘ Continued I
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] ' | NORTH COAST SECURITIES CORPORATION I
. Notes to Finanéial Statements

12.  Operating Losses

The Company operates in a highly regulated and competitive industry. Consequently, the
Company has incurred losses and negative cash flows from operations since 1998. Management

~ is seeking to increase revenues through the marketing of its products while controlling

- expenditures to meet its working capital needs. However, additional cash and working capital -
will be required and the Company will be required to continue to increase revenues and control
costs, or obtain additional equity. and/or financing. There can be no assurance that the
Company’s efforts to achieve profitable operauons or obtain new equity and/ or financing will
be realized.

IPaEe 4 l
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l NORTH COAST SECURITIES CORPORATION ' l
| Focus ITA Calculatiovns
° . September 30, 2002
| Net Ca'pital. Computations
Computaﬁén of Net Cépita! B : ' o
® Total ownership equity S {3480] 0 § 418110
Total ownership equity qualified ' {3500} ; 0 418,110
Total capitat and allowable subordmafaed habllity - [3530) _ 0 418,110
Total non-allowable assets o . [3540] $ 405363 0
°® Total deductions . 3 - . [3620} 0 - 405363
Net capital before haircuts : . . [3640) ‘ 0 12,747
Total haircuts e < 0 4,884
Net capital I (3750} 0 7,863
o — , | S < o
Computation of Basic Net Capital Requirement -
Minimum net capital required ' | ‘
| (6 2/3% of aggregate indebtedness- line 3840), - [3756} 0 44911
. ‘Minimum doflar net capital required per Regula jon [3758} 0 5,000
° " Netcapital requirement 4 | {37601 0 5,000
~ Excessnet capital {3770} 0 2,863
Excess net capital at 100% : - |
{Net capital less 10% of aggregate mdebtedness) {3780} 0 (1,628)
° . Computation of Aggregate Indebtedness - | SR
© Total aggregate indebtedness liabilities’ {3790} 0 44911
Total aggregate indebtedness ' ¥ [3840] 0 - 44911
Percentage of aggregate indebtedness to net capltal - [3850] 0 562%
| Percent debt to debt-equity total ‘ ~ [3860} 0 11%
o | o
®
®
J -
REGALIA & ASSOCIATES
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| NORTH COAST SECURITIES CORPORATION I

Focus ITA Calculations

September 30, 2001
Net Caﬁital'Cémputaﬁnns '

Computation of Net Capital _ » - :
Total ownership equity . | : {3480] 0 % 4342
Total ownership equity qualified {3500] . 0 443442
Total capital and allowable subordmated habihty - [3530] -0 443 442

Total non-allowable assets . [3540) § 425777 0
Total deductions | — {3620} ' 0 425,777
Net capital before haircuts o {3640} 0 - 17,665
Total haircuts B - . {a7a0) 0 12,663
Netcapitl S ey 0 5,002

- . ..
e

Computauon of Basu: Net Capital Reqmrement
~ Minimum net capital required

(6 2/3% of aggregate indebtedness- Tine 3840 [3756} 0 6,186
Minimum dollar net capital reqmred per Regula [3758] 6 - 5000
- Net capital requirement - {3760] - 0 5,000
Excess net capital {37701 0 2 .
~ Excess net capital at 100% :
(Net capital less 10% of aggregate mdebtedness) {3780} 0 (9,277)
Computahon of Aggregate Indebtedness _ : o
~ Total aggregate indebtedness hablhtles {3790} 0 92,785
Total aggregate indebtedness - [3840] 0 92,785
Percentage of aggregate indebtedness to net capxtal {3850} 0 835%
0 21%

i Percent debt to debt-equlty total -~ - ' (3860}

REGALIA & ASSOCIATES
CERTIFIED PUBLIC ACCOUNTANTS
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November 18, 2002

® The Board of Directors
\ - North Coast Securities Corporation

We have recently conchided our audit of the financial statements of the North Coast Securities
Corporation (the Company) for the year ended September 30, 2002 and we are presennng our
o comments and mommendahons to management. =

We conducted our audit in accordance with generally accepﬁed auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whethertheﬁnancxalstatemenﬁsarefreeofmatenalmxsstahemt

e '
: ‘ Regun'ed Disclosures

In accordance with the United States Department of the Tneasury Annual Audit Report (Form
G-405), the following dxsclosures are made:.

b e A “statement of changes in liabilities subordinated to claims of creditors” is not included
' S with the basic set of financial statements because there were no subordinated claims of
Mmrs ’

. Regaha & Associates, CPA’s, did not find any material inadequacies during the course of
@ our examination. Our consideration of the internal control structure would not necessarily
disclose all matters in the internal control structure that might be material weaknesses
under standards established by the American Institute of Certified Public Accountants. A
material weakness is a reportable condition in which the design or operation of the specxﬁc
. - internal control structure elements does not reduce to a relatively low level the risk that
@ errors or irregularities in amounts that would be material in relation to the financial -
' statements bemg ‘audited may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. We noted no
matters involving the internal control structure and its operahon that we consider to be
material weaknesses as defined above '

¢ Internal Control
In planning and performing our audit of the financial stateents of the Company for the year
ended September 30, 2002, we considered its internal control structure in order to determine our
: auditing procedures for the purpose of expressing our opinion on the ﬁnanclal statements and
° ' not to provide assurance on the internal control structure.
. .
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Internal Control (continued) - ‘ : : ‘
The management of the Company is responsﬁ)le for esmbhshmg and mamtammg an internal

control structure. In fulfilling this responsibility, estimates and judgments by management are
required to assess the expected benefits and related costs of internal control structure policies
and procedures. The objectives of an internal control structure are to provide management with
reasonable, but not absolute, assurance that assets are safeguarded against loss from

~ unauthorized use of disposition, and that transactions are executed in accordance with

management's authorization and recorded properly to permit the preparation of financial
statements in accordame with generally accepted accounting principles.

Because of inherent lumtatwns in any internal control structure, errors or irregularities may
nevertheless occur and not be detected. Also, projection of any evaluation of the structure to

futmeperiods:ssub)ectto&xeriskmatprocedmesmaywomemadequamwcameofchanges‘ -

in conditions or that the effechveness of the design and operation of policies and prooedures
may deteriorate.

__ A material weakness is a reportahie co:idition' in which the deeign or operation of the speciﬁc

internal control structure elements does not reduce to a relatively low level the risk that errors
or irregularities in amounts that would be material in relation to the financial statements being
audited may occur and not be detected within a timely penod by employees in the normal
course of petfoxming their assngned fumuons. ~

Our consideraﬁon of the internal control structure would not necessarily disclose all matters in
the internal control structure that might be reportable conditions and, accordingly, would not

- necessarily disclose all tepombie conditions that are also cons:dered to be material weaknesses

as defined above.

Based on the testwork we performed and the documents we exammed we are not aware of any
mahenal weaknesses in the Company s operations.
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