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OATH OR AFFIRMATION

Elie Genadry

I, , swear (or affirm) that, to the
best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Montecito Advisors, Inc. as of

December 31 x#8_2001 e 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 soley as that of
a customer, except as follows:

President .

Titke

/jf // \/

Notary Pu ﬁhc - e -

f TR K. i »

< & Commisi 128747
%‘ o Pubiic - Slifomin g

- \ senta Borbora County g

‘Ihxs report** contains (check all applicable boxes) iT My o Exires Do o9, ’Xm%
(a) Facing page. e e . {

(b) Statement of Financial Condition.
(c) Statement of Income (Loss).
. (d) Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockholders’ Equity or Pan;ners or Sole Pmpnctor s Capital.

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

(g) Computation of Net Capital

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

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

(5) 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.

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

(1) An Oath or Affirmation.

(m) A copy of the SIPC Supplementai Report.

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

A0 0 Q00008R008H

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

Board of Directors
Montecito Advisors, inc.

We have audited the statements of financial condition of Montecito Advisors, Inc. (a
California “S” Corporation) as of December 31, 2001 and 2000, and the related
statements of income, shareholders' equity and cash flows for 2001 and for the
period from inception (February 11, 2000) to December 31, 2000. These financial
statements are the responsibility of the Company's management. Our responsibility is
to express an opinion on these financial statements based on our audits.

We conducted our audits 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 audits provide 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 Montecito Advisors, Inc. as of December 31, 2001
and 2000, and the results of its operations and its cash flows for 2001 and for the
period from inception (February 11, 2000) to December 31, 2000, in conformity with
accounting principles generally accepted in the United States of America.

Our audits were made for the purpose of forming an opinion on the basic financial
statements taken as a whole. The supplementary schedule listed in the index to
financial statements is presented for purposes of complying with the Securities and
Exchange Commission's rules and regulations under the Securities Exchange Act of
1934 and is not otherwise a required part of the basic financial statements. The
supplementary schedule has been subjected to the auditing procedures applied in the
audits of the basic financial statements and, in our opinion, the information is fairly
stated in all material respects in relation to the basic financial statements taken as a

whole.
M%j%} G.LLf
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Santa Barbara, California
February 22, 2002




MONTECITO ADVISORS. INC.
STATEMENTS OF FINANCIAL CONDITION
DECEMBER 31, 2001
ASSETS

2001 2000

Current Assets

Cash and cash equivalents $ 49,323 $ 180,405

Receivables (Note 2) 97,544 182,625

Prepaid expenses 20,651 7,631

Total Current Assets 167,518 370,661
Furniture and Equipment (net of accumulated

depreciation of $4,369) 9,504 4,793
Other Assets

Deposits 1,301 1,301

Cash on deposit (Note 3) 128,307 . 75,636

Total Other Assets 129,608 76,937
Total Assets $ 306,630 $ 452,391

| D '

Current Liabilities

Accounts payable $ 336 $ 2,051

Accrued state income tax 14,951 6,455

Total Current Liabilities 15,287 8,506
Shareholders' Equity

Voting common stock, $1 par value; 10,000 shares

authorized; 100 shares outstanding 100 100

Additional paid-in-capital 99,900 99,900

Retained earnings 191,343 343,885

Total Shareholders' Equity 291,343 443,885
Total Liabilities and Shareholders' Equity $ 306,630 $ 452,391

See accompanying notes
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Inception
(February 11, 2000}
2001 to December 31, 2000
Revenue
Fees $ 1,184,614 $ 494,079
Other income 644,677 143,276
Total Revenue 1,829,291 637,355
Expenses
Employee compensation and benefits 265,938 16,749
Correspondent broker clearing charges 357,008 124,485
Professional fees 50,399 19,138
Occupancy 16,296 ' 8,076
Office expense 13,938 4,800
Depreciation 3,401 968
Other selling and administrative 42,495 17,798
Total Expenses 749,475 192,014
Other Income
Interest 26,893 4,628
Dividends 8,477 671
Total Other Income 35,370 5,299
Income Before Provision for State Income Tax 1,115,186 450,640
Provision for state income tax (Note 4) 17,728 6,755
Net Income $ 1,097,458 $ 443,885

See accompanying notes
-3-



|.Av -
sajou BuiAuedwoooe 93g

EVE L6C § EVE 161 § 00666 $ oot s  o0b L00Z ‘ LE 19quiaoaq ‘saoueleg
8Gv' 2601 85v°L60 1 - = LOOZ - BWOOU! 19N
(000°'0582"1) (000°0SC’L) - - siapjoyaleys 0} uonnquisiq
G88'cvy $ G88°EvE & 00666 00L s 00! 0002 ' L€ 18quia0a( ‘seoue|eg
G88'EhY G88°ETY - S 0002 ‘L€ 19quiadaq 0}

(000Z ’'1 | Ateniqad) uoindasu} - aWODUI 38N

(000'001) (000°001) - - siapjoyaieys o031 uonnquisig
000'0§ - 000°'0S - |eyded-ui-pied |euonIppy
00008 ¢ - $ 006’6y ¢ ool $ 001 000t ‘L | Atenigag ‘saduejeg
Aunb3 sbuiwiey jended) ul pied unowy saleys
,S18pjoyaieys pauielay jeuonippy 32015 UOWIWO))
je10|




inception
{February 11, 2000}
2001 to December 31, 2000

Cash Flows from Operating Activities:
Net income $ 1,097,458 $ 443,885

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

Depreciation 3,401 968
Changes in:
Receivables 85,081 (182,625)
Prepaid expenses {13,020) {7,631)
Deposits (62,671) {(76,937)
Accounts payable (1,715) 2,051
Accrued state taxes 8,496 6,455
Cash Provided by Operating Activities 1,127,030 186,166

Cash Flows from Investing Activities:
Purchase of furniture and equipment (8,112) (5,761)

Cash Flows from Financing Activities:

Issuance of common stock - 100,000

Distributions to shareholders (1,250,000) {(100,000)

Cash {Used)/Provided by Financing Activities (1,250,000) -
Net (Decrease)/Increase in Cash (131,082) 180,405
Cash and Cash Equivalents at Beginning of Year 180,405 '-
Cash and Cash Equivalents at End of Year $ 49,323 $ 180,405
: | discl E ow inf, -

Cash paid during the year for state income tax $ 9,156 $ 300

See accompanying notes
-5-



MONTECITO ADVISORS, INC.
NOTES TO FINANCIAL STATEMENTS

NOTE 1:

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Description_of the Company:

Montecito Advisors, Inc. (the Company) (a California “S” Corporation) is a
brokerage company located in Santa Barbara, California providing mutual fund
trading and investment advisory services to various investors. ‘

Basis of Accounting

The accompanying financial statements of the Company have been prepared on an
accrual basis; consequently, revenues are recognized when earned rather than
when received, and expenses are recognized when incurred rather than when

disbursed.

Cash and Cash Equivalents

The Company defines cash and cash equivalents as cash in a mutual fund
checking account.

Furniture and Equipment

Furniture and equipment with an expected life of greater than one year and a cost
exceeding $500 are recorded at cost. Depreciation is computed using accelerated
methods over the estimated useful lives of five to seven years.

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 certain reported amounts and disclosures.

Significant estimates used in preparing these financial statements include
depreciation and the collectability of accounts receivable. It is at least reasonably
possible that the significant estimates used will change within the next year.

Income Taxes

The Company has elected “S” Corporation status for both federal and California
income tax purposes. Therefore, under federal law, the Company does not pay
income tax. The income is passed through, under federal law, on a pro-rata basis
to the shareholders who report the income on their individual returns. California
recaognizes “S” corporations as a pass-through entity; however, the state imposes
a minimum of $800 or a 1.5% tax on income at the corporate level,

-6 -




MONTECITO ADVISORS, INC.
NOTES TO FINANCIAL STATEMENTS

NOTE 2:

NOTE 3:

NOTE 4:

NOTE 5:

RECEIVABLES

The Company clears all of its proprietary and customer transactions through three
broker-dealers and two brokerage houses on a fully disclosed basis. The amounts
receivable from the correspondent brokers relate to the aforementioned
transacfions. No allowance for doubtful accounts has been made for the
receivables as management considers the balance to be fully collectible.

CASH ON DEPOSIT

The Company maintains good-faith deposits of $25,000, $50,000 and $50,000
with three broker-dealers. The $25,000 deposit earns interest based on the three-
month Treasury bill rate at the beginning of each month and is paid to the
Company on a monthly basis. One $50,000 deposit earned an average rate of
interest of 3% during 2001 and 6% during 2000 and is retained by the broker-
dealer in the Company’s account. The second $50,000 deposit earned an average
rate of 2% during the year and is retained by the broker-dealer in the Company’s
account. The interest earned on the three good-faith deposits was $3,595 in
2001 and $1,021 in 2000.

INCOME TAXES

The provision for taxes is computed based on the book income and the applicable
tax laws, taking into account permanent and temporary differences and
adjustments as appropriate.

The provision for California income tax is $17,728 for 2001 and $6,755 for 2000.

COMMITMENTS

Broker-Dealer Contracts

The Company has contracts with three broker-dealers. One contract expires in
October of 2002, and has a thirty-day cancellation clause. The second and third
contracts expire in February and August of 2003, respectively. Both have a
severe penalty for early cancellation of the contract.

Qffice Lease

The Company leases office space on a month-to-month basis. Office rent expense
in 2001 was $12,455 and in 2000 was $7,110.

-7 -




MONTECITO ADVISORS, INC.
NOTES TO FINANCIAL STATEMENTS

NOTE 6:

NOTE 7:

NOTE 8:

NOTE 9:

NET CAPITAL REQUIREMENT

The Company, as a registered broker and dealer in mutual funds and as a member
of the National Association of Securities Dealers, Inc. (NASD), must comply with
the Net Capital rule of the Securities and Exchange Commission. The Company
has a capital Pequirement of $5,000. At December 31, 2001, the Company had
net capital as computed under Rule 15¢3-1 of $252,866 which was $247,866 in
excess of the amount required to be maintained at that date. At December 31,
2000, the Company had net capital as computed under Rule 15¢3-1 of $426,552
which was $421,652 in excess of the amount required to be maintained at that
date.

RETIREMENT PLAN
During 2001, the Company started a defined contribution employee retirement
plan that covers full-time employees who are at least 21 years of age and have

one year of service as of the entry date. The company did not make any
contributions to the plan in 2001.

CONCENTRATIONS OF RISKS

Economic Dependence

The Company has six clients, uses three correspondent broker-dealers and two
brokerage houses, and generates revenues primarily from commissioned sales.

Credit Risk

The Company’s cash is in a mutual fund checking account that is not insured by
the Federal Deposit Insurance Company (FDIC).

SUBSEQUENT EVENTS

Subsequent to year end, one of the broker-dealers required the Company to
increase the good-faith deposit by $50,000 in order to allow the Company to
provide equity fund trading services.
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SUPPLEMENTARY SCHEDULE 1
COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1
DECEMBER 31, 2001 AND 2000

2001 2000
Net Capital:
Total sharehoiders' equity $ 291,343 $ 443,885
Deduct - Nonallowable Assets:

Other receivables (5,015) -

Prepaid expenses (20,651) (7,631)

Furniture and equipment (8,504) (4,793)

Deposits {1,301) {1,301)
Net capital before haircuts 254,872 430,160

Haircuts:

2% of money market funds 2,006 3,608
Net Capital 252,866 426,552
Minimum net capital required - 6 2/3% of aggregate

indebtedness included in the statement of financial

condition or $5,000 whichever is greater 5,000 5,000
Excess Net Capital $ 247,866 $ 421,552
Aggregate indebtedness $ 15,287 $ 8,506
Ratio: Aggregate indebtedness to net capital 0.06 0.02
Reconciliation of Form X-17A-5 filed for quarter ending

December 31, 2001:

Net
Capital
As reported on Form X-17A-5 $ 165,800
Increase in Income due to:
Additional Accrual of Receivables 10,701
Additiona! Accrual of Prepaid expenses 14,013
Reclassification of Furniture and Equipment (157)
Additional Accounts Payable and Accrued Expenses (1,845)

Decrease in Nonailowable Assets 64,280

Reduction in Haircuts 74

As reported on Audit $ 252,866

Montecito Advisors, Inc. did not realize additional information had to be given to the preparer
of the Focus Report (Form X-17A-5) in order to complete the form properly and completely.

-10-
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Board of Directors
Montecito Advisors, Inc.

In planning and performing our audit of the financial statements of Montecito
Advisors, Inc. (the Company), for the year ended December 31, 2001, we
considered its internal control structure, including procedures 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 structure.

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 the following:

1. Making the periodic computations of aggregate indebtedness
and net capital under rule 17a-3(a){11)

2. 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
an internal control structure and the practices and procedures referred to in the
preceding paragraph. 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, 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 an internal control structure 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 generally
accepted accounting principles. Rule 17a-5(g) lists additional objectives of the
practices and procedures listed in the preceding paragraph.

-12-



Because of inherent limitations in any internal control structure or the practices
and procedures referred to above, errors or irregularities may occur and not be
detected. Also, projection of any evaluation of them to future periods is subject to
the risk that théy may become inadequate because of changes in conditions or
that the effectiveness of their design and operation may deteriorate. 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 condition in which the design 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
period by employees in the normal course of performing their assigned functions.
However, we noted no matters involving the internal control structure, including
procedures for safeguarding securities, that we consider to be material

weaknesses as defined above.

We understand that practices and procedures that accomplish the objective
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 Commission’s objectives.

This report is intended solely for the information and use of the Board of Directors,
management, the SEC, 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 should not be used for any other purpose.

4&% %%‘.a £ Ler

Santa Barbara, California
February 22, 2002

MACFARIANE

FALETTP CO.
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