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Independent Auditor’s Report

Board of Directors
RAE Securities, Inc.
Washington, DC

We have audited the accompanying Statement of Financial Condition of RAE Securities, Inc. (An S
Corporation) as of September 30, 2002, and the related Statement of Loss, Stockholder’s Equity and
Cash Flows for the nine month period 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. QOur 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 RAE Securities, Inc., as of September 30, 2002, and the results of its operations
and its cash flows for the nine month period 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 on pages 8 to 9 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.

Qs & C(«“"“\D“‘*\

Rockville, Maryland
October 25, 2002
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RAE Securities, Inc.

Statement of Financial Condition

September 30, 2002

Assets

Cash $ 9,100
Prepaid expenses 369
Total assets $ 9,469

Liabilities and Stockholder’s Equity

Liabilities

Accrued income taxes payable $ 100
Stockholder’s equity

Common stock, no par value; 1,500 shares authorized, 100 shares

issued and outstanding 74,768

Accumulated deficit (65,399)
Total stockholder’s equity 9,369
Liabilities and stockholder’s equity $ 9,469

The accompanying Notes to Financial Statements are an integral part of these financial statements.
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RAE Securities, Inc.

Statement of Loss
|

Nine Month Period Ended September 30, 2002

Revenues
Interest and dividends 3 78
Total revenues 78
Expenses
Regulatory fees and expenses 708
Bank fees 20
Professional fees 4,620
Total 5,348
Net loss $ (5,270)

The accompanying Notes to Financial Statements are an integral part of these financial statements.
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RAE Securities, Inc.

Statement of Stockholder’s Equity
. ________________________________________________________ ]

Total
Common Accumulated Stockholder’s
Nine Month Period Ended September 30, 2002 Stock (Deficit) Equity
Balance, January 1, 2002 $ 74,268 $  (60,129) $ 14,139
Net loss - (5,270) (5,270)
Cash contribution by the sole stockholder : 500 - 500
Balance, September 30, 2002 $ 74,768 $ (65,399 § 9.369

The accompanying Notes to Financial Statements are an integral part of these financial statements.
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RAE Securities, Inc.

Statement of Cash Flows
|

Nine Month Period Ended September 30, 2002
Cash flows from operating activities
Net loss $ (5,270)
Adjustments to reconcile net loss to net cash used by
operating activities

Increase in prepaid expenses 166
Net cash used by operating activities (5,104)

Cash flows from financing activities

Capital contributions 500
Net decrease in cash (4,604)
Cash, beginning of period 13,704
Cash, end of period $ 9,100

The accompanying Notes to Financial Statements are an integral part of these financial statements.
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RAE Securities, Inc.

Notes to Financial Statements

1. Organization Organization: RAE Securities, Inc., was incorporated on April 22, 1992, pursuant
and significant to the laws of the State of Delaware. The Company is a registered broker-dealer
accounting and member firm of the National Association of Securities Dealers (NASD), the
policies Securities Investor Protection Program (SIPC) and the Municipal Securities

Rulemaking Board (MSRB). Effective September 30, 2002, the Company ceased
operations and terminated all registrations with NASD, SIPC and MSRB. All
assets were distributed subsequent to September 30, 2002.

Basis of accounting: As of and for the nine month period ended September 30,

2002, the Company has followed the liquidation basis of accounting. That basis is

not materially different from the going concern basis due to the nature of the
- Company’s assets and liabilities.

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 results could differ from those estimates.

Income taxes: The Company files its income tax returns on the cash basis of
accounting, whereby revenue is recognized when received and expenses are
recognized when paid. Certain transactions will affect different periods for
financial statement and income tax reporting purposes.

The Company has elected to be treated as an S Corporation and therefore, does not
pay Federal corporate income taxes on its taxable income since the tax attributes
of the Company are reported on the stockholder’s tax return, except for income
earned in the District of Columbia. The District of Columbia does not recognize
the S Corporation filing status. Accordingly, a provision for income taxes payable
to the District of Columbia is included in the financial statements. No provision
for federal income taxes has been provided in the accompanying financial
statements.

2. Net capital The Company is subject to the Securities and Exchange Commission Uniform Net
requirements  Capital Rule 15c3-1, 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
$9,333, which was $4,333 in excess of its required net capital of $5,000. The
Company’s aggregate indebtedness to net capital ratio was .011 to 1 at September

30, 2002.




RAE Securities, Inc.

Notes to Financial Statements
- -~ -

3. Reserve The Company is exempt from provisions of the Securities and Exchange
requirements  Commission Reserve Requirement Rule 15¢3-3 under clause (k)(2)(i), in that the
Company does not maintain a special account for the exclusive benefit of its
customers. In addition, the Company carries no margin accounts and does not

otherwise hold funds or securities for or owe money or securities to customers.




RAE Securities, Inc.

Computation of Net Capital Under Rule 15¢3-1 of
the Securities and Exchange Commission

|
As of September 30, 2002

Net Capital
Total stockholder's equity $ 9,369
Deduct stockholders' equity not allowable for net capital .
Total stockholders' equity qualified for net capital 9,369
Add:

Subordinated borrowings allowable in computation of net capital -
Other (deductions) or allowable credits-deferred income taxes payable -
Total capital and allowable subordinated borrowings 9,369
Deductions and/or charges:
Nonallowable assets:
Securities not readably marketable $ -
Exchange memberships -
Furniture, equipment, and leasehold improvements, net -
Other assets 369

369
Additional charges for customers' and noncustomers' security
accounts -
Additional charges for customers' and noncustomers' commodity
accounts -

Aged fails-to-deliver -

Aged short security differences -

Secured demand note deficiency -

Commodity futures contracts and spot commodities/proprietary

capital charges -

Other deduction and/or charges - -
Net capital before haircuts on securities positions (tentative net capital) 9,333
Haircuts on securities

Contractual securities commitments -

Securities collateralizing secured demand notes -

Trading and investment securities -

Bankers' acceptances, certificates of deposit, and commercial paper -

U.S. and Canadian government obligations -

State and municipal government obligations -

Corporate obligations -

Stocks and warrants -

Options -

Undue concentrations - -

Net capital $ 9,333

There are no material differences in the computation of net capital between this audited report and the
unaudited FOCUS Report at September 30, 2002 (part 1A - form X-17A-5).

See Independent Auditor's Report.
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RAE Securities, Inc.

Computation of Net Capital Under Rule 15¢3-1 of
the Securities and Exchange Commission (Continued)

As of September 30, 2002
Aggregate indebtedness
Items included in statement of financial condition:
Short-term bank loans $ -
Drafts payable -
Payable to brokers and dealers -
Payable to clearing broker -
Payable to customers -
Other accounts payable and accrued expenses 100
Items not included in statement of financial condition:
Market value of securities borrowed for which no equivalent value
is paid or credited - -
Other unrecorded amounts -

Total aggregate indebtedness 100

Computation of basic net capital requirement
Minimum net capital required:

Company 5,000
Broker-dealer subsidiary -
Total $ 5,000
Excess net capital at 1,500 percent 3 4,333
Excess net capital at 1.000 percent $ 9,323
Ratio: Aggregate indebtedness to net capital .011to1

There are no material differences in the computation of net capital between this audited report and the
unaudited FOCUS Report at September 30, 2002 (part IA - form X-17A-5).
See Independent Auditor's Report.
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Independent Auditor’s Report on Internal Control

Board of Directors
RAE Securities, Inc.
Washington, DC

In planning and performing our audit of the financial statements and supplemental schedules of RAE
Securities, Inc., as of and for the nine month period ended September 30, 2002, we considered its
internal control, including control activities 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.

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 (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 comparisons.

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 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 by management are required to assess the expected benefits and related costs of controls
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 ioss 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.

Because of inherent limitations in internal control or the practices and procedures referred to above,
errors 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.
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Independent Auditor’s Report on Internal Control (Continued)

Our consideration of internal control would not necessarily disclose all 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 control, including control activities 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 September 30, 2002, to meet the SEC’s objectives.

This report is intended solely for the information and use of 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 is not intended to be and should not be used by
anyone other than these specified parties.

i+ ey

Rockville, Maryland
October 25, 2002
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