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OATH OR AFFIRMATION

Hsiao-wen Kao swear (or affirm) that, to the

best of my knowledge and belief the accompanying financial ‘statement and supporting schedules pertaining to the firm of

Monitor Capital, Inc. as of

December 31 . 2002

are 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

LORI 1. maGurE 1
. Commission # 1232149

This report** contains (check all apphcable boxes):

oo 0O BEXXEOD EFIZIXB[Z

(a) Facing page.
(b) Statement of Financial Condition.
(c) Statement of Income (Loss).

. (d) Statement of Changes in Financial Condition’.

{¢) Statement of Changes in Stockholders® Equity or Partners or Sole Propnetor s Capital.

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

(2) Computation of Net Capital

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

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

(i) 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. v

@) An Oath or Affirmation.
(m) A copy of the SIPC Supplemental Report. ‘
(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**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

The Board of Directors
Monitor Capital, Inc.

We have audited the accompanying statements of financial condition of Monitor Capital, Inc., a
Delaware corporation, as of December 31, 2002 and 2001, and the related statements of
operations, changes in shareholders’ equity, and cash flows for the years 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. 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 audits 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 Monitor Capital, Inc. at December 31, 2002 and 2001, and the results of
its operations and its cash flows for the years then ended in conformity with accounting
principles generally accepted in the United States of America.

Our audits were conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The information contained in Schedules I, II, III and IV 1is
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 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.
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PETERSON & CoO.

February 25, 2003
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MONITOR CAPITAL, INC.
STATEMENTS OF FINANCIAL CONDITION
December 31, 2002 and 2001

2002 2001
ASSETS
CURRENT ASSETS _
Cash and cash equivalents $ 92,410 $ 16,120
Commissions receivable, net of allowance for doubtful
accounts of $0 for 2002 and 2001 ‘ _ 27,430 8,998
Related party receivables ' 17,018 4,000
Income taxes receivable -, 254
Prepaid expenses and other assets 1,024 1,790
Deferred tax assets 2,132 7,066
Total current assets 140,014 38,228
PROPERTY AND EQUIPMENT, NET 202 1,093
RESTRICTED CASH 50,000 150,000
Total assets $ 190,216 $ 189,321
LIABILITIES AND SHAREHOLDERS' EQUITY
CURRENT LIABILITIES v
Accounts payable and accrued expenses $ 10,555 $ 6,653
Related party payables - 19,713
Income taxes payable 800 -
Total current liabilities 11,355 . 26,366
SHAREHOLDERS' EQUITY
Common stock ($.01 par value; 1,500 shares
authorized, issued and outstanding) 15 15
Additional paid-in capital 163,985 163,985
Retained earnings (deficit) 14,861 - (1,045)
Total shareholders' equity ’ . .178,861 162,955
Total liabilities and shareholders' equity $ 190,216 $ 189,321

The accompanying notes are an integral part of these financial statements.
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MONITOR CAPITAL, INC.
STATEMENTS OF OPERATIONS

For the Years Ended December 31, 2002 and 2001

REVENUES
Commission income, net of clearing expense

OPERATING EXPENSES
Selling, general and administrative expenses
Salaries and wages
Depreciation
Total operating expenses

Income (loss) from operations

OTHER INCOME
Interest income

Loss before provision (benefit) for income taxes

Provision (benefit) for income taxes

NET INCOME (LOSS)

The accompanying notes are an integral part of these financial statements.
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2002 2001
$ 210,952 $ 154,768
124,490 141,072
67,170 55,669
891 1,648
192,551 198,389
18,401 (43,621)
3,543 6,456
21,944 (37,165)
16,038 (11,394)
$ 15906 $  (25771)




Balance, December 31, 2000
Net Loss

Balance, December 31, 2001
Net Income

Balance, December 31, 2002

MONITOR CAPITAL, INC.
STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

For the Years Ended December 31, 2002 and 2001

Retained
Common Stock Paid-in Earnings
Shares Amount Capital (Deficit) Total

1,500 $ . 15 $ 163,985 b 24726  § 188,726
(25,771) (25,771)
1,500 15 163,985 (1,045) 162,955
15,906 15,906
1,500 8§ 15 $ 163,985 $ 14,861 $ 178,861

The accompanying notes are an integral part of these financial statements.
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MONITOR CAPITAL, INC.
STATEMENTS OF CASH FLOWS
For the Years Ended December 31, 2002 and 2001

2002 2001

CASH FLOWS FROM OPERATING ACTIVITIES
Net income (loss) $ 15,906 $ (25,771)
Adjustments to reconcile net income (loss) to
net cash provided by (used in) operating activities:

Depreciation 891 1,648

Deferred tax assets 4,934 (7,066)
Decrease (increase) in operating assets .
Accounts receivable - (18,432) : 11,582
Prepaid and other receivables 766 9,394
Related party receivables , (13,018) -
Restricted cash ' 100,000 -

Income taxes receivable 254 - (254)

Increase (decrease) in operating liabilities

Accounts payable and accrued expenses 3,902 6,539
Related party payables (19,713) 11,259

Income taxes payable 800 (9,324)

Net cash provided by (used in) operating activities 76,290 (1,993)

Net increase (decrease) in cash 76,290 (1,993)
Cash - beginnning of period 16,120 18,113
Cash - end of period $ 92,410 § 16,120

SUPPLEMENTAL DISCLOSURES
Income taxes paid $ 50 5,250

Interest paid $ - $ -

&9

The accompanying notes are an integral part of these financial statements.
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MONITOR CAPITAL, INC.
NOTES TO FINANCIAL STATEMENTS

NOTE 1 — ORGANIZATION AND NATURE OF BUSINESS

Monitor Capital, Inc., (the “Company”) is a Delaware Corporation and was
incorporated on December 9, 1998. The Company is a broker-dealer registered with
the Securities and- Exchange Commission (SEC) and is a member of various
exchanges and the National Association of Securities Dealers (NASD). The
Company is a wholly owned subsidiary of Summit Global Management, Inc.

NOTE 2 — SIGNIFICANT ACCOUNTING POLICIES

Securities Transactions

Proprietary securities transactions are recorded on the trade date. Profit and loss
arising from securities transactions entered into for the account and risk of the
Company are recorded on a trade date basis. The Company clears customers’
security transactions through Western Securities Clearing Corp. (“WSCC”), on a fully .
disclosed basis, and through Bear Stearns Securities Corp. in 2001. WSCC receives "
customer securities and funds. On an agency basis, WSCC also executes securities -
transaction orders on national securities exchanges.

The WSCC clearing agreement is collateralized by a cash deposit owned by the
Company. The amount of the restricted investment was $50,000 and $150,000 at
December 31, 2002 and 2001, respectively.

Marketable securities are valued at market value.

Commissions

Commission revenues and commission expenses are recognized on a settlement date
basis. The Company’s revenues are primarily derived from direct sales of mutual
funds and variable annuities.

Property and Equipment

Property and equipment are stated at cost and are depreciated on the straight-line
basis over the estimated useful lives of the individual assets.
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MONITOR CAPITAL, INC.
NOTES TO FINANCIAL STATEMENTS

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

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 which affect the amounts reported in the financial
statements and the disclosure of contingent assets and liabilities.  Actual results could
differ from those estimates.

Income Taxes

The Company is a wholly owned subsidiary of Summit Global Management, Inc.
(“Parent”) and is included in the consolidated tax returns filed by the Parent. Federal
income taxes are calculated as if the companies filed on a separate basis, and the
amount of the current tax or benefit calculated is either remitted to or received from
the Parent. The amount of the current and deferred taxes payable or refundable is
recognized as of the date of the financial statements, utilizing currently enacted tax
laws and rates. Deferred tax expenses or benefits are recognized in the financial
statements for the changes in deferred tax liabilities or assets between years.

Statements of Cash Flows

For purposes of the Statements of Cash Flows, the Company has defined cash and
cash equivalents as highly liquid investments, with original maturities of less than
ninety days, that are not held for sale in the ordinary course of business.

Reclassifications
Certain prior year amounts have been reclassified to conform to the current year’s

presentation. These changes had no impact on previously reported results of
operations or shareholders’ equity.



MONITOR CAPITAL, INC.
NOTES TO FINANCIAL STATEMENTS

NOTE 3 - PROPERTY AND EQUIPMENT

Property and equipment at December 31, 2002 and 2001 consist of the following:

2002 2001,
Furniture $ 4,539 § 4,539
Computer and software 673 673
Subtotal . 5,212 - 5,212
Less accumulated depreciation _ (5.010) (4.119)
Property and equipment, net $ 202 $ 1,093

Depreciation expense was $891 and $1,648 for the years ended December 31, 2002
and 2001, respectively.

NOTE 4 — RELATED PARTY TRANSACTIONS

The Company is a wholly owned subsidiary of Summit Global Management, Inc.
The following are related party transactions for the years ended December 31, 2002
and 2001:

2002 2001
Rent expense : . $ 12,000 $ 48,000
Salaries expense 67,170 55,669
- AR — Summit Global Management, Inc. 17,018 4,000
AP — Summit Global Management, Inc. . - 19,713

NOTE 5 - CONCENTRATIONS OF CREDIT RISK

Cash held by the Company’s clearing agent is not insured. The cash is placed with a
high-credit, quality clearing agent. The Company believes no significant credit risk
exists.



MONITOR CAPITAL, INC.
NOTES TO FINANCIAL STATEMENTS

NOTE 6 — NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net
Capital Rule (SEC rule 15c3-1), which requires that the ratio of aggregate
indebtedness to net capital, both as defined, shall not exceed 15 to 1, and that the
Company maintain minimum net capital of the greater of $5,000 or 6 2/3% of
aggregate indebtedness. At December 31, 2002, the Company had aggregate
indebtedness of $11,355 and net capital of $158,485. Net capital was $153,485 in
excess of its required net capital of $5,000. The Company’s net capital ratio was 0.07
to 1.

The Company does not carry customer accounts, nor does it hold customer securities

or cash. Therefore, it is exempt from Rules 15¢3-3 and 17a-13 under the Securities
Exchange Act of 1934.

- -NOTE 7 — INCOME TAXES

At December 31, 2002, the Company has available a net operating loss carryforward
of approximately $11,000 for federal tax purposes that expires in 2017. The tax
benefit of the net operating loss for state income tax purposes was approximately
$525 as of December 31, 2002.

The components of the income tax provision (benefit) for the years ended December
31, 2002 and 2001 are as follows:

2002 _ 2001
Deferred: . .
Federal 3 2,994 § (4,601)
State 1,940 (2,465)
4,934 (7,066)
Current:
Federal -- (5,128)
State 1.104 800
1,104 (4,328)
Provision (benefit) for income taxes $ 6,038 § (11,394)
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SCHEDULE I
MONITOR CAPITAL, INC.
COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1 of the
Securities and Exchange Commission
As of December 31, 2002

NET CAPITAL
Total shareholders' equity $§ 1783861
- Total shareholders' equity qualified for net capital 178,861
Deductions:
Property and equipment, net 202
Related party receivables 17,018
Prepaid expenses and other assets - 3,156
Total deductions 20,376
Net capital ‘ $§ 158,485
AGGREGATE INDEBTEDNESS
~ Total liabilities $ 11,355
Total aggregate indebtedness $ 11,355

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT,
minimum net capital required (6-2/3% of aggregate
indebtedness or $5,000, whichever is greater) $ 5,000

EXCESS NET CAPITAL $ 153,485

RATIO OF AGGREGATE INDEBTEDNESS TO
NET CAPITAL 07to1

RECONCILIATION WITH COMPANY'S COMPUTATION (included
in Part I of Form X-17A-5 as of December 31, 2002)
Net capital, as reported in Company's Part II

(unaudited) FOCUS report § 146,945
Nonallowable assets erroneously reported as allowable (6,130)
Audit adjustments, net 17,670
Net capital per above $ 158,485

See independent auditors' report.
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SCHEDULE 11
MONITOR CAPITAL, INC.
COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS
UNDER RULE 15¢3-3 of THE SECURITIES AND EXCHANGE COMMISSION
As of December 31, 2002

Credit balances:

Free credit balances and other credit balances in customers'
security accounts (including nonregulated commodity
accounts, net of related margin deposit of $0) $

Monies borrowed collateralized by securities carried for the
accounts of customers

Monies payable against customers' securities loaned

Customers' securities failed to receive (including credit balances
‘in continuous net settlement accounts)

Credit balances in firm accounts attributable to
principal sales to customers

Market value of stock dividends, stock splits, and similar
distributions receivable outstanding over thirty calendar days

Market value of short security count differences over thirty
calendar days old

Market value of short securities and credits (not to be offset by
"longs" or by debits) in all suspense accounts over thirty
calendar days

Market value of securities which are in transfer in excess of forty
calendar days and have not been confirmed to be in transfer by
the transfer agent or the issuer

The Company does not carry customer accounts, therefore, not required to compute reserve
requirements in Part DA of Form X-17a-5. (Note 6.)

See independent auditors' report.
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SCHEDULE III
MONITOR CAPITAL, INC.
INFORMATION RELATING TO POSSESSION OR CONTROL REQUIREMENTS
UNDER SEC RULE 15¢3-3 OF THE SECURITIES AND EXCHANGE COMMISSION
As of December 31, 2002

State the market valuation and number of items;

1.  Customer's fully paid and excess margin securities not in the respondent's
possession or control as of the report date (for which instructions to reduce
to possession or control had been issued as of the report date but for which
the required action was not taken by respondent within the time frames
specified under rule 15¢3-3): $

A. Number of items . NONE

2. Customer's fully paid securities and excess margin securities for which
instructions to reduce to possession or control had not been issued as of the
report date, excluding items arising from "temporary lags which result
from normal business operations" as permitted under rule 15¢3-3. $

A. Number of items NONE

See independent auditors' report.
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SCHEDULE 1V
MONITOR CAPITAL, INC.

SCHEDULE OF SEGREGATION REQUIREMENTS AND FUNDS
IN SEGREGATION FOR CUSTOMERS' REGULATED
COMMODITY FUTURES AND OPTIONS ACCOUNTS

As of December 31, 2002

Segregation requirements
Net ledger balances:
Cash
Securities (at market)
Net unrealized profit (loss) in open future contracts
Exchange traded options:
Add: market value of open option contracts purchased on a
contract market
Deduct: market value of open option contracts granted (sold) on
" a contract market

Net equity (deficit)
Add: accounts liquidating to a deficit and accounts with debit
" balances with no open trades

Amount required to be segregated
Funds on deposit in segregation
Deposited in segregated funds bank accounts:
Cash
Securities representing investments of customers' funds (at
market)
Securities held for customers in lieu of cash margins (at market)
Margins on deposit with clearing organizations of contracts
markets:
Cash
Securities representing investments of customers' funds (at
market)
Settlement due from (to) contract market clearing organization
Exchange traded options:
Add: unrealized receivables for option contracts purchased on
contract markets
Deduct: unrealized obligations for option contracts granted
(sold) on contract markets
Net equities with other FCMS

Total amount in segregation

Excess funds (insufficiency) in segregation

See independent auditors' report.
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL
ACCOUNTING CONTROL REQUIRED BY RULE 17A-5
OF THE SECURITIES AND EXCHANGE COMMISSION

The Board of Directors
Monitor Capital, Inc.

In planning and performing our audits of the financial statements and supplemental schedules of
Monitor Capital, Inc. (the Company) for the years ended December 31, 2002 and 2001, we
considered its internal control structure, 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 15c¢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 security 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 and of 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 loss from unauthorized use or
disposition and transactions are executed in accordance with management's authorization and
recorded properly to permit the preparation of financial statements in conformity with generally
accepted accounting principles. Rule 17a-5(g) lists additional objectives of the practices and

procedures listed in the preceding paragraph.
3655 Nobel Drive, Suite 500, San Diego, California 92122 & Phone (858) 597-4100 # Fax (858) 597-4111
San Diego ¢ Ramona
E-mail; info@petersonco.com ¢ Web site: www.petersonco.com
Members: American Institute of Certified Public Accountants # California Society of Public Accountants



Because of inherent limitations in any internal control structure 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.

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 December 31, 2002 and 2001, to meet the
SEC's objectives.

This report is intended solely for the information and use of the Board of Directors, management,
the SEC, and the National Association of Securities Dealers, Inc. and other regulatory agencies
that rely on rule 17a-5(g) under the Securities Exchange Act of 1934 in the regulation of
registered brokers and dealers, and is not intended to be and should not be used by anyone other
than these specified parties.

T, 4
PETERSON & CoO.

February 25, 2003



