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Independent Auditors® Report

Board of Directors
Stanford Investment Group, Inc.

We have audited the accompanying statement of financial condition of Stanford Investment
Group, Inc. as of March 31, 2002, and the related statements of operations, stockholders' equity and
cash flows for the year then ended. 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 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 Stanford Investment Group, Inc. as of March 31, 2002, 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 Schedules I, I, III, and IV 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.

San Carlos, California S /.
April 23,2002 I K‘M,‘) LLP



Stanford Investment Group, Inc.
Statement of Financial Condition
March 31, 2002

Assets

Cash and cash equivalents

Commissions receivable

Investment

Office equipment, net of accumulated depreciation of $88,457

Liabilities And Stockholders’ Equity

Liabilities:
Wages and commissions payable
Income taxes payable
Deferred income taxes
Total Liabilities
Stockholders’ Equity:
Common stock, no par value:
Authorized - 500,000 shares;

Issued and outstanding — 5,300 shares
Retained earnings

Total Stockholders’ Equity

See Accompanying Notes to Financial Statements

2

$ 92,583
317,259
3,300
36,051

$449.193

$204,666
1,057
31,500

_237.223

9,800
202,170

211,970

$449,193



Stanford Investment Group, Inc.
Statement of Operations
For the Year Ended March 31, 2002

Revenues:
Commissions
Insurance, planning and investment
advisory services
Service fees and other income
Interest income
Total Revenues
Expenses:
Commissions
Salaries and employee benefits
Rent
Other operating expenses
Total Expenses
Income Before Income Taxes

Provision For Income Taxes:

Current
Deferred

Total Provision for Income Taxes

Net Income

See Accompanying Notes to Financial Statements

$ 624,802

1,208,874
10,767

5,503

1,849,946

112,742
1,322,043
110,129
171,759
1,716,673

133,273

6,967
25,000

_ 31,967

$ 101,306



Stanford Investment Group, Inc.
Statement of Stockholders' Equity
For the Year Ended March 31, 2002

Common Retained
Stock Earnings Total
Balances, Beginning of Year $ 9,800 $100,864 $110,664
Net Income - 101,306 101,306
Balances, End of Year $ 9,800 $202.170 $211,970

See Accompanying Notes to Financial Statements
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Stanford Investment Group, Inc.
Statement of Cash Flows
For the Year Ended March 31, 2002

Cash Flows From Operating Activities:
Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation
Increase in commissions receivable
Increase in wages and commissions payable
Decrease in income taxes payable
Increase in deferred income taxes
Net Cash Provided by Operating Activities
Cash Flows From Investing Activities:
Purchase of office equipment
Net Cash Used in Investing Activities
Net Increase in Cash and Cash Equivalents

Cash and Cash Equivalents, Beginning of Year

Cash and Cash Equivalents, End of Year

See Accompanying Notes to Financial Statements
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$101,306

20,276
(302,579)
195,742
(3,629)
25.000

36,116

(18.119)
(18.119)

17,997

74,586

92,583



Stanford Investment Group, Inc.
Notes to Financial Statements
March 31, 2002

Summary of Significant Accounting Policies

Nature of the Business

Stanford Investment Group, Inc. was incorporated in the state of California in 1981. It is
registered with the Securities and Exchange Commission (SEC) as an introducing broker-
dealer and is a member of the National Association of Securities Dealers. The Company is
also registered with the SEC under the Investment Advisory Act of 1940.

Method of Accounting

The Company uses the accrual method of accounting for financial reporting and the cash
method of accounting for income tax purposes.

Cash and Cash Equivalents

The Company considers all highly liquid investments with a maturity of three months or
less to be cash equivalents.

Some of the Company’s cash is held in deposit accounts, which at times may exceed
federally insured limits. The Company has not experienced any losses in such accounts,
and it believes it is not exposed to any significant credit risk.

Investment

The investment is stated at fair value and consists of common stock in a private company.
Fair value and cost are approximately the same as of March 31, 2002.

Deferred Taxes on Income

Deferred taxes on income have been provided on differences between book and taxable
income. These differences arise primarily from the use of the cash method of accounting
for tax purposes and the excess of depreciation for tax purposes over the amount for
financial reporting purposes.

Office Equipment

Office equipment is stated at cost and is depreciated using accelerated and straight-line
methods over 5 to 7 years.



Stanford Investment Group, Inc.
Notes to Financial Statements
March 31, 2002

Summary of Significant Accounting Policies (continued)

Use of Estimates

The process of preparing financial statements in conformity with generally accepted
accounting principles requires the use of estimates and assumptions regarding certain types
of assets, liabilities, revenues, and expenses. Such estimates primarily relate to unsettled
transactions and events as of the date of the financial statements. Accordingly, upon
settlement, actual results may differ from estimated amounts.

Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital
Rules (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. At March 31, 2002, the Company had net capital of $55,413, which was
$41,698 in excess of its required net capital of $13,715. The Company’s net capital ratio
was 3.71 to 1.

Related Party Transactions

One of the board members pays the Company a monthly service fee for services provided
by the Company to him. For the year ended March 31, 2002, these fees amounted to $9,600
and are included in service fees and other income in the Statement of Operations.

Simple Retirement Account

The Company adopted a Simple IRA Plan comprised of a salary reduction provision and an
employer contribution component, which covers substantially all employees with
compensation of $5,000 in a calendar year. The employees can defer up to $6,500 of salary
per calendar year. Employer contributions to the plan are at the sole discretion of the
Company. Employer contributions made to the plan totaled $25,421 for the year.



Stanford Investment Group, Inc.
Notes to Financial Statements
March 31, 2002

Lease Commitments

The Company leases its office facilities under an operating lease which expires in February,
2008. Included in lease expense is the Company’s pro-rata share of the building’s operating
expenses.

At March 31, 2002, future minimum payments under the operating lease are as follows:

Years Ending March 31,
2003 $109,000
. 2004 109,000
2005 109,000
2006 109,000
2007 109,000
Thereafter 100,000

$645,000

Contingencies

In the ordinary course of business, the Company has been named as a defendant in a
lawsuit. The Company believes that the suit is without merit and will vigorously defend the
suit. The Company believes that the suit will not have a material adverse effect on its
financial statements.

Supplemental Disclosure of Cash Flow Information

Cash paid during the year for income taxes was $10,596.



SUPPLEMENTARY INFORMATION



FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

PART lIA

BROKER OR DEALER STANFORD INVESTMENT GROUP, INC.

SCHEDULE I Page 1 of 2

asof _March 31, 2002

COMPUTATION OF NET CAPITAL

1. Total ownership equity from Statement of Financlal Condition. .. .......c..vtvneeieiriiniienenaiennennns g_211,970 3480
2. Deduct ownership equity not allowable for Net Capital .. .. ......ceevunrernernnerenneresnnanseennenass " )| 34%
3. Total ownership equity qualified for Net Capital .................... e e, tvreeeerreraraneonen 211,970 3500
4, Add:
A. Liabilities subordinated to claims of general creditors allowable in computation of net capital ........... 3520
8. Other (deductions) or allowable CTedits (LIS . .. ....v.vunruniar ittt ineeaeaaanss v 3525
5. Total capital and aliowable subordinated Habliies . .. .................... TR s 2'1,970  [asm
6. Deductions and/or charges: h4 .
A. Total nonaliowable assets from Statement of Financial Condition(Notes BandC) §_ 151,944 3540
B. Secured demand note deliNQUENCY «.......eeerneuenerrnnneeceennsnes . 3580 |
C. Commodity futures contracts and spot commodities—
proprictary Capital CHAMDES ... .covvenrneneenracarerenrrensancaancnns 3600
D. Other deduCtions and/Or CRATEES . . « - ...« veeaeeneesenneeneeaaenanns ssto] ( 151,944 )lss20
7. Other additions and/or allowabie Credits (LISt . . ... vvv e reerrerererrennsiereneenerenvenensoeaaesnns )
B. Net capital befora haiiCuls On SECUMIES POSIIONS . -« -+« -« v neeeeneereeses e sen s esreaaneaanannans Ls 60,0206 3640
9. Haircuts on securities (computed, where appiicable, pursuant 1o 15¢3-1(f)):
A. Contractual securities commHmMeMs . .......vovvevnrenvnrnrnennanans $ 3660
B. Subordinated secuUNties BOMOWINGS . ... vvierrecrrareirarroanseenenns 3870
C. Trading and investment securities:
1. Exemptod SBOUMES . .. .ou vt ieeirs e ienererneronesancenrnrsens ) 3735
2 Debt SECUMHIES .. ...viete e et ee e erae e eiraaean 3733
R o 1 T 3730
B, OB SECUMHIES .. ovvevrerervnnenrnrsnenssosronsnsasssessnsnnes 4,613 3734
D. Undue Concentration . . ... .uuceeeeereaceeacetaanseenrnanceasannnnns 3850
(1 o L N 3738 4,613  )[3m0
10 NBE GBDIE . . . e\ e e e et e e et e e e e e e e e e e e e e e e e e e e e e e e e g 25,413 3750
OMIT PENNIES




FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART UIA SCHEDULE I Page 2 of 2

BROKER OR DEALER  STANFORD INVESTMENT GROUP, INC. asof_March 31, 2002

COMPUTATION OF NET CAPITAL REQUIREMENT

Pant A
1. Minimum net capital reQUIred B%5% Of HNE 18) - .« .« e.vnenenee e e e e e ee e e s eneneneneenenns g 13,715  [ams]
12. Minimum dotiar net capital requirement of raporting broker or dealer and minimimum net capital requirement 5.000

of subsidiaries computed in aSCOraNce WIth NOB (A) «......uuueereeereennensoeeesnsnmnnareroeeannes $ ' .| 3758}
13. Net capital requirement (greater of Iine 11 of 12............. e o.os__ 13,715 |am0
14. Excess net capital (N6 101688 13) . ... ... veuerneenneeneennenn.. e e s 41:32? 3rm
15. Excess net capital at 1000% (line 10 1858 10% OF HNe 18) .. ......eueeinevenreeneeenseaneaneesananne L4 34,54 3780

COMPUTATION OF AGGREGATE INDEBTEDNESS

16. Total AL flabilities from Statement of Financial CONGIION .........ccvuuirrverenerensernaeenrrenseronnn s_ 205,723 [700]
17. Add:

A Drafts for IMMeIAB CTOBR . . . ... .eivnernereeecnarnasanrencenennss s {3800]

B. Market value of sacurities borrowed for which no equivalent value

IS PAI O CPBAIEY - .o evvrveeeeneenreenenranacneananenannarans s 3810 L

C. Other unrecorded amounts (List) .............. e vrees e s s : 380
19. Total BGQTEOALE INGEDIBANGES .. ... .o ene'nsneenssneeneanenneaneennannrnseneassessnneansaseonens s_f_u_ié..'rf_fr 3340
20. Percenlage of aggregate indebtedness to net capital (e 19+1ne 18) ... ...covnvrnrneaecneerenannoarans % : 3850
21. Percentags of debt to debt-equity total computed in accordance with Rule 1563 Hd) .. ooceieuneeenneennnn % N/A 3860

COMPUTATION OF ALTERNATE NET CAPITAL REQUIREMENT

Pat B
22. 2% of combined aggregate debit items as shown in Formula for Reserve Requirements pursuant to Rule

15c3-3 prepared as of the date of the nst capital computation inctuding both brokers or dealers and N/A

CONSONdated SUbAIdIANES” BBIB . . ... ... .. eerurrnrieeerenernnneersareesnnenasssessesnnnanasaeens s [wem0]
23. Minimum dollar net capital requirement of reporting broker or dealer and minimym net capital

requirement ot subsidiaries computed in accordance with Note (A). . ...........cocuereennnn. veenen e £ | _{ss%0
24. Net capital requirement (greater Of NG 22 07 23) ........c..evuvrenerrnereeannnrrsassenenoeeseecnnns (3 __| 3760
25, Excess capital (€ 10 1088 24) .. ... .....uuuuvierereerannnnnnneaeesronnnneeereoreensaneresssensons s 3910
26. Net capital in excess of the greater of: -

A. 5% of combined aggregate debit items or $120,000  ..........cc.eeeiieenarieiieientenatoneracnans % [3020]
. NOTES:

(A) The minimum net capital requirement should be computed by adding the minimum dallar net capital requirement of the reporting broker
dealer and, for each subsidiary o be consolidated, the greater of:

1. Minimum dollar net capital requirement, or
2. 62A% of aggregate indebtedness or 4% of aggregate debits if alternative method is used.

(8 Do not deduct the value of securities borrowed under subordination agreements or sacured demand note covered by subordination agree-
ments not in satisfactory form and the market values of memberships in exchanges contributed for use of company (contra to item 1740)
and partners’ securities which were included in non-affowabie assets.

{C) For reports filed pursuant to paragraph (d) of Rule 17a$5, respondent should provide a list of material non-allowable assets.

- 11 -



SCHEDULE II

Stanford Investment Group, Inc.
Computation for Determination of Reserve
Requirements Pursuant to Rule 15¢3-3
March 31, 2002

The Company claims an exemption under Rule 15¢3-3(K)(2)(ii) and is therefore not subject
to the reserve requirements of Rule 15¢3-3.

-12-



SCHEDULE I

Stanford Investment Group, Inc.
Information Relating to the Possession
or Control Requirements under Rule 15¢3-3
March 31, 2002

The Company claims an exemption under Rule 15¢3-3(K)(2)(i1) and therefore is not subject
to the possession and control provisions of Rule 15¢3-3.

213 -



SCHEDULE IV

Stanford Investment Group, Inc.
Reconciliations Pursuant to Rules 15¢3-1 and 15¢3-3
March 31, 2002

Reconciliation of Computation of Net Capital
to Respondent's Computation

The reconciliation between the computation per Schedule I and the respondent's
computation is as follows:

Net
Capital Indebtedness
Computation per respondent $ 81,470 $204,666
Computation per Schedule I | 55.413 205,723
Differences $ 26,057 $ 1,057

The differences were the result of various audit adjustments and income tax accruals.

Reconciliation of Computation of Reserve Requirements
to Respondent's Computation

The reconciliation between the computation per Schedule II and the respondent's
computations is as follows:

Calculation per respondent $0

Calculation per Schedule II $0

-14 -



]ohnson @ Kurn, LLP

1232 BELMONT AVENUE ¢ SAN CARLOS, CA 94070
TELEPHONE (650) 592-2967
FACSIMILE (650) 592-2983

Board of Directors
Stanford Investment Group, Inc.

In planning and performing our audit of the financial statements and supplemental schedules of
Stanford Investment Group, Inc. (the Company), for the year ended March 31, 2002, we considered its
internal control structure, including procedures for safeguarding securities, in order to determine our
auditing procedures for the purpose of expressing our oplmon 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 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 (or aggregate debits) and net capital under Rule 17a-
3(a)(11) and for determining compliance with the exemptive provisions of Rule 15¢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 quarterly securities examinations, counts, verifications, and comparison
2. Recordation of differences required by Rule 17a-13

3. Complying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Govemnors 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 accounting principles generally accepted in the United States of America. Rule 17a-
5(g) lists additional objectives of the practices and procedures listed in the preceding paragraph.



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 they 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 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 March 31, 2002, to meet the SEC’s objectives.

This report is intended solely for the 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.

San Carlos, California » oy
April 23, 2002 % J—- /Z , LLID



