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OATH OR AFFIRMATION

L _Wihoiam L Nicigoss swear (or affirm) that, to the
best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

yALuDonP  SecupmES |, TNC as of

130 5% are true and correct. 1 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:
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Qr 8! -
Y

Notary Public

Flatery Pue {M,"“huoumy Gt
LET Pg‘ﬁm Qoo ol 8 2@0‘—’\
This report** contains (check all apphcable boxes):
(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 Panners or Sole Propnetor 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.
(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 Reguirements 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 Supplemental Report.
(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

OooR 0O COoO0OXOARKEK

*sFor conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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A Financial Solutions Company

INDEPENDENT AUDITORS' REPORT

To the Board of Directors and Stockholders
of Valubond Securities, Inc.

We have audited the accompanying statement of financial condition of VALUBOND SECURITIES,
INC. (a wholly-owned subsidiary of Valubond, Inc.) as of December 31, 2002, and the related
statements of income, changes in stockholders' equity, and cash flows for the year 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 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 VALUBOND SECURITIES, INC. as of December 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 pages 11 through 17 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.

ﬁ%w “’%/m LLf

Atlanta, Georgia

February 14, 2003

Habif, Arogeti & Wynne, LLP
Glenridge Highlands Two ¢ 5565 Glenridge Connector ¢ Suite 200 & Adanta, Georgia 30342
404.892.9651 o Fax 404.876.3913 e www.hawcpa.com
An Independent Member of Baker Tilly International & Certified Public Accountants



VALUBOND SECURITIES, INC.
(A Wholly-Owned Subsidiary of Valubond Inc.)
STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2002

ASSETS

Current assets
Cash and cash equivalents
Commissions receivable
Subscriptions receivable, net of allowance
for doubtful accounts of $43,886
Deposit with clearing organization

Total current assets

LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities
Accounts payable and accrued expenses
Due to affiliate
Deferred revenue

Total current liabilities

Stockholders' equity
Common stock, no par value, $.01 state value; authorized
10,000,000 shares, issued and outstanding 2,000,000 shares
Additional paid-in capital
Accumulated deficit

See auditors' report and accompanying notes

2.

$ 649,013

98,410

419,554

51,231

$_1.218.208

1.218.208

$*

$ 66,032

$

152
316,180

382,364

20,000
940,756

(124,912)
835.844

—1.218.208



VALUBOND SECURITIES, INC.
(A Wholly-Owned Subsidiary of Valubond Inc.)
STATEMENT OF INCOME
FOR THE YEAR ENDED DECEMBER 31, 2002

Revenue:
Subscription revenue
Trading fees and commissions

Total revenue

Costs and expenses:
Sales and marketing expenses
Clearing and settlement costs
General and administrative expenses
Royalty fees for software

Total operating expenses
Loss from operations
Interest income
Income taxes

Net income

See auditors' report and accompanying notes
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2002

$ 2,962,910

$

938.776
3.901.686
2,283,717

189,895
133,918
1,302,754
3,910,284
(8,598)
17,739

0

9.141

e —



Balances at December 31, 2001

Net income

VALUBOND SECURITIES, INC.
(A Wholly-Owned Subsidiary of Valubond Inc.)

STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY

FOR THE YEAR ENDED DECEMBER 31, 2002

Additional
Shares Common paid-in Accumulated
issued stock capital deficit

2,000,000 $ 20,000 $ 940,756

9.141

(134,053) $ 826,703

Balances at December 31, 2002 $_ 2000000 $

000, 20,000 $__940.756 $ (124912) $

See auditors' report and accompanying notes
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VALUBOND SECURITIES, INC.

(A Wholly-Owned Subsidiary of Valubond Inc.)
STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED DECEMBER 31, 2002

Increase (Decrease) In Cash and Cash Equivalents

Cash flows from operating activities
Net income
Adjustments to reconcile net income to
net cash provided by operating activities
Changes in assets and liabilities:

$ 9.141

Increase in commissions receivable (40,929)
Decrease in subscriptions receivable 101,327
Increase in deposit with clearing organization (637)
Increase in accounts payable and expenses 37,087
Increase in deferred revenue 17.536
114.484
Net cash provided by operating activities 123.625

Cash flows from financing activities
Decrease in due to Parent (1.389.970)
Net decrease in cash and cash equivalents (1,266,345)
Cash and cash equivalents at beginning of year 1,915,358
Cash and cash equivalents $___649.013

See auditors' report and accompanying notes
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VALUBOND SECURITIES, INC.
(A Wholly-Owned Subsidiary of Valubond Inc.)
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2002

Note A
General Information and Summary of Significant Accounting Policies

Business:

Valubond Securities, Inc. (Valubond or the Company) is a wholly-owned subsidiary of Valubond, Inc;
(the Parent). The Company is registered as a nonclearing broker-dealer under the Securities
Exchange Act of 1934. Its services include distribution of new issues of fixed income securities,
providing a neutral secondary marketplace, and providing educational tools and information.

Basis of Financial Statement Presentation:

The financial statements have been prepared in conformity with accounting principles generally
accepted in the United States of America. The preparation of financial statements in conformity with
generally accepted accounting principles requires the Company's management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities as of the date of the financial statements and the reported amounts of revenues
and expenses during the reporting period. Actual results could differ from these estimates.

The financial statements have been prepared on a going-concern basis, which contemplates the
realization of assets and the satisfaction of liabilities in the normal course of business. The Parent's
unaudited financial statements reflect a net loss of approximately $6,000,000 in 2002, and net equity of
approximately $5,000,000 at December 31, 2002. As a result, and given the Parent's limited history,
there is substantial doubt that the Parent will be able to continue as a going concern and be able to
support the Company.

The Company's continuation as a going concern is dependent upon the Parent's ability to generate
cash flow sufficient to meet its obligations from operational revenue, expense reductions, and/or
obtaining additional capital from third parties. Management of the Parent intends and believes that it
has the ability to achieve positive cash flow from operations by reducing expenditures, without the
need for revenue growth or additional capital investment from outside sources. Notwithstanding this
plan, management of the Parent intends to improve cash flow during 2003 through increasing revenue,
managing expenses, and obtaining equity capital from third parties. The financial statements do not
include any adjustments relating to the recoverability and/or classification of liabilities that might be
necessary should the Company's Parent be unable to continue as a going concern.

Revenue Recognition:

Subscription revenue represents the fees earned on a contractual basis for subscription access to the
Valubond website. The Company recognizes subscription revenue ratably over the subscription period.

Trading revenue and commission fees represent the fees charged on a per-transaction basis for trades
made through the Valubond website combined with the fees charged on a contractual basis for the
distribution of new issues of fixed income securities. Trading revenue and commission fees are
recognized on a trade-date basis.



VALUBOND SECURITIES, INC.
(A Wholly-Owned Subsidiary of Valubond Inc.)
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2002

Cash and Cash Equivalents:

Cash and cash equivalents include cash in banks, interest-bearing deposits with banks, and money
market funds. The Company has on deposit at financial institutions funds in excess of the FDIC's
$100,000 limitation totaling $502,863 that would not be recoverable if the institutions failed.

Income Taxes:

The Company's operating results are included in the consolidated income tax returns_of the Parent.
The Parent allocates income taxes to the Company as if the Company were filing a separate income
tax return with no graduated rates.

The Company accounts for income taxes using the asset and liability method. Deferred tax assets and
liabilities are recognized for the future tax consequences attributable to differences between the
financial statement carrying amounts of existing assets and liabilities and their respective tax bases
and operating loss and tax credit carryforwards. Deferred tax assets and liabilities are measured using
enacted tax rates expected to apply to taxable income in the years in which those temporary
differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of
a change in tax rates is recognized in income in the period that includes the enactment date.

Note B
Requlatory Requirements

The Company, as a registered broker-dealer in securities, is subject to the Securities and Exchange
Commission Uniform Net Capital Rule (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 December 31, 2002, the Company had net capital, as defined, of $674,608, which
was $574,608 in excess of its required net capital of $100,000. The Company's ratio of aggregate
indebtedness to net capital at December 31, 2002 was 0.10to 1.

Note C
Income Taxes

Income tax expense attributable to income before income taxes differed from the amounts computed
by applying the U.S. Federal income tax rate of 34% to income before income taxes as follows:

2002
Computed expected tax benefit $ 3,060
State income tax benefit, net of Federal income tax effect 540
Change in valuation allowance (3.600)
Other, net $ 0



VALUBOND SECURITIES, INC.
(A Wholly-Owned Subsidiary of Valubond Inc.)
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2002

The tax effects of temporary differences that give rise to significant portions of the deferred income tax
assets and liabilities as of December 31, 2002 are presented below:

2002
Deferred income tax assets - net operating loss $ 50,000
Less valuation allowance (50,000)
Net deferred tax assets $ Q

In assessing the realizability of deferred tax assets, management considers whether it is more likely
than not that some portion or all of the deferred tax assets will not be realized. The ultimate realization
of deferred tax assets is dependent upon the generation of future taxable income during the periods in
which those temporary differences become deductible. Management considers the scheduled reversal
of deferred tax liabilities, available income tax carrybacks, projected future taxable income, and tax
planning strategies in making this assessment. Based upon the level of historical taxable income and
projections for future taxable income over the periods in which the temporary differences resulting in
the deferred tax assets are expected to be deductible, management believes it is likely that the
Company will not realize the benefits of these amounts in the near future.

Note D
Transactions with Parent

Operating expenses recognized on transactions with the Parent during 2002 include $1,797,209 for
salaries and benefits and $486,508 for corporate overhead allocations. Transactions with the Parent

also include royalty fees of $1,302,754, as defined in the royalty agreement, charged by the Parent for
use of its technology in operating activities.

Note E
Exemption from Rule 15¢3-3

The Company is exempt from rule 15¢3-3 of the Securities and Exchange Commission and
accordingly, is not required to maintain a reserve account for the exclusive benefit of customers.

Note F
Clearing Agreement

The Company has entered into a clearing agreement with First Clearing Corporation whereby the
Company directs certain agency trades to them, and they, in turn clear the trades. In addition, they act
as the control location to hold and maintain funds or securities of the Company and its customers.

Note G
Contingencies

From time to time the Company is a party to examinations and inquiries by various regulatory and self-
regulatory bodies. In the opinion of management, based on consuitation with legal counsel, the
outcome of these matters will not have a material adverse effect on the financial condition or results of
operations of the Company.



VALUBOND SECURITIES, INC.
(A Wholly-Owned Subsidiary of Valubond Inc.)
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2002

Note H
Liabilities Subordinated to the Claims of Genera! Creditors

At December 31, 2002 and during the period then ended, the Company had no liabilities that were
subordinated to the claims of general creditors.
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FINANCIAL AND OPERATION COMBINED UNIFORM SINGLE REPORT
PART IIA

BROKER OR DEALER  VALUBOND SECURITIES, INC. mof___12/31/02

COMPUTATION OF NET CAPITAL

1. Totat ownership equity from Statement of Financial CoNOItION. . ... .. ... .iveeerreortrne enasrorsanasscsnsss $ 835 844 | 3480
2. Deduct ownership equity nO? 311OWaDIE 10r N CaPItBl . .. ... ciuierervnverconnraeroasersrnasssasenanens .'.( ’ )| 3490
3. Totalownership eQuity Qualified fOr Net Capithl . . . . . o vttt it iitinrooennssoneronsonarneaastsasansnnosssan f35 844 3500
4. Add:
A. Lisbilities suborcinated to claims of genersi creditors sliowabie in computation of netespital. ...........coven -0- 352
B. Other (deductions! or aliowable credits (Listh. . ... ..o iiiivriiiienesnareriotoroonssnoassossssssssces 3525
5. Total capital 3nd 2HOWADIE SUDOTOINBTRT IBDIIItIES. « . ..o ottt ciniensrrananonsvessvosonnnacensosisssnses $ 835,844 | 3530
6. Deductions ang/or charges: z
A. Tota! nonstiowabie assets from Statement of Financiol Condition{Notes Band C) $ 149,182 3540
B. SPCUred CEMBNG NOTE OETICIBNCY . . . . oo oe v es s nnencnsoreosnnnnesons 3590
€. Commodity futures contracts and spot commodities-
DIODHIRIBrY CODItBI Charges. . . ... .. ... st ieninnrnennnnsnsoanossnns 3600
D. Other SedUCTIONs BNG/Or CRBIGRS . . o oo o ve s st et sreeennnsentoronecnnnes 3610| | 149.182 320
7. Other poditions and/or allowable credits (List). ... ... ... ... i iiitiinrnrenrocatsastassstorestionsnsn =0= 3630
B. Netcapital before haircuts ON SACUTITIEB POBITIONS . . .. ...ttt tnirurenanssroasnenrennerearoscsrosnsnsans ,',3 86 662 | 3840
9. Haircuts on securities (computed, where appiicable,
pursuant to 15¢3-1 (1 }:
A. CONractual SECUTITIES COMMITMEATE . ... ... .uneeenrneeneennnoneoennsnn s 3860
B. SUDOrGINAtEd SeCUrities DOPPOWINGS . . . .. ..\t tereeeeeaneeenennaenanns ¥%70
C. Trading and investment securities:
Y. Exempledsecuriti®r. . . ... ... e -'n 37s
2. DDt seCUNNIBS . . ...ttt it ce et et s -3733
b JO o T LT 7, T N 3730
A OUher sBCURITILS . . . ... it iitntier s onenntessstsirronaness 12,054 3734
D. Undue CONCERIIBION ... ...ttt isnaennaoersncnernnennaransnnnnns 3650
B, OIREr TLISth . e o v e et et e e e e et 3738} | 12.054  )[3740
10. NetCapital ..o, e s 674,608 3750
OMIT PENNIES
v See auditors’ report
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART lIA

BROKER OR DEALER  VALUBOND SECURITIES, INC. ssof___12/31/02

COMPUTATION OF BASICNET CAPITAL REQUIREMENT

Part A
11, Minimum net capital reoured (6:2/3% of line 19 ... ... .t iine e ineeeeraataaaiansanrrenraaarananns $ 4,412 | 3756
12. Minimum doltar net capital requirement of reporting broker or dealer and minimum net capital requirement

of subsiciaries computed 1n sccordance with NOTE (A L . .. .. ot iiutuneeoeeerroeerosansirncerasononss H 100.000 3758
13. Net capital requirernent {greater 0f ine 11 07 12) L. .. L L it etraeane e e $ 100.000 3760
T4, Excets netcapital (ine 10 1858 1) L ... .. iiiee it e oreeeneanosoennneeessoonsersenesenasanes s 574.608 3770
15. Excess netcapital a1 1000% (1ine 10 4ess 10% Of e 18} . .. ..ottt esceaaee e rnnaeecnnanans ys 667.080 13780

16. Total &I liabiines from Statement of Financial Condition, . ACCOUNts payable and accrued expenses. . s 66,184 I 3790
17. Adag:

A. Draftslormmediatecredit. ... .. ... ... ...ttt :'-3 I 3800 ]

8. Market vatue of securninies borrowed tor whith no equivalent

Value ISP Or CreOIle0 . . . ... . ... ... .ttt 3 3810

C. Other unrecorded amounts ILiStl, ... ... . uren i iiieraenonrnnennrens s 3820)s -0- 3830
1. Total 300TRGATE INBEBUBEARES . ... o\ttt et e ettt e $ 66,184 | 3s40
20. Percentage of aggregate indebtedness to netcapital lline 19<by lime 10) . . ... ... ... it it it % 10 3850
21. Percentage ol debt 10 debi-equity total computed in accordance with Rule 15¢3-1 1d) .. .. .. e iiiin i nen % -0- 3860

COMPUTATION OF ALTERNATE NET CAPITAL REQUIREMENT

Psnt B

22. 2% of combined aggregate debit 1tems as shown in Formuls for Reserve Requirements pursusnt 10 Rule

15¢3.3 prepared »s 0! the date of the net capita! compulstion INciuding both brokers or oealers

BNC CONSONTAIET SUDHOIATIEY BODIE . . . ..\ vrs e v esaounonnsunnaaaenenuasocnsasonsensnnsnesonss $ 3870
23. Minimum doliar net capital requirement of reporting broker or desler and rminimurn net capital

requirement of subsicharies computed in sccordance with Note {A) ... ... . it iiinin e, ¥s 3880
28. Net capitat requirernent (grest1er ©f 1iNE 22 07 23] .. ittt e ietiitsansar sttt i et $ 3760
25. Excess netcapial (hne V0 IBI3 24) . . . ... .. ...t ui et e e ceaen et e $ 3910

26. Netcapital in excess of:
S% of combines sggregate debrt s1ems or 120,000 . . .. ... ..ottt iiitiaira e e araaaaaa s H ] 3520 |

OMIT PENNIES

NOTES:

(A) The minimurn net capital requirement should be computed by aading the minimum dollar net capits! requirement
of the reporting broker dealer and., for sach subsidiery to be comsolidated, the greater of:

1. Minimuen doliar net capitat requirement. or
2. 6-2/3% of sgoregate inSebtednass or 2% of sggregate debits if piternative method is used.

{B) Do not decuct the value of securities borrowed under subordination agreements Or secured demand note
covered by subordination agreements not in satisfactory form and the market values of memberships in
exchanges contributed for use of company (contrs 1o item 1740) and partners’ securities which were
incluted 1n non-aliowable msets.

IC) For reporn filed pursuant 1o paragraph {d) of Rule 1725, respondent should provide a list of material
non-aliowable assets.

3583 See auditors’ report



FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART IIA

BROKER OR DEALER VALUBOND SECURITIES, INC.

For the period (MMODYY) from 1/01/02 to 12/31/02

STATEMENT OF CHANGES IN OWNERSHIP EQUITY
{SOLE PROPRIETORSHIP, PARTNERSHIP OR CORPORATION)

1. Balance, DeGInning Of DEHOG. . ... ceeerensenseensenom e e nne e e a e e e e n e e et e e e e s 826,703 [aza0

A INELINCOME (1035). o 4ot en i iiett ettt iattitaassssannssoaenussssnnsnseanososnsnsononssssisse 9.141 | 4250

8. Additions (Includes non-conformingeapitl ©f . . . .. ... ... ... i s 42€2 | 4260

€. Deductions {includes non<conforming caditdl of . . . ... ... ............u... $ 4272 | 4270
2. Balance, end of period (From item 1800} ... ......oiiuiuniinineinsnientnstasiaenrossastcassrorsenens $ 835,844 [4290]

STATEMENT OF CHANGES IN LIABILITIES SUBORDINATED
TO CLAIMS OF GENERAL CREDITORS

3. Balance. DEOINNING Of PORIOO ... vttt it et s aeeerenennseneaaeonsuesaenesoaeeasnseeassonetnosncnns Is 4300

I T Y T ’ 4310

L B T T P 4320
4. Balance, end of period (From item 3520). .. ..outitinrettnrnennereeennannneeeesnnectonaseaannnsossaans $ 0 [4330]
OMIT PENNIES

vn See auditors’ report
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VALUBOND SECURITIES, INC.
RECONCILIATION OF COMPUTATION OF NET CAPITAL
(RULE 15¢3-1 PURSUANT TO RULE 17a-5(d)(4))
DECEMBER 31, 2002

Percentage
of Aggregate
Indebtedness
to Net
Net Capital Indebtedness Capital
Company's computation $ 674,608 $ 66,184 10
Additional expense accruals,
revenue, expense, and
other adjustments 0 0
$ 674,608 $ 66,184 10

See auditors' report

-14-



FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

PART lIA
BROKER OR DEALER  VALUBOND SECURITIES, INC. ss ot _12/31/02
Exemptive Provision Under Rule 15¢3-3
25. U an sxemption from Rule 15¢3-3 is claimed, identity below the section upon
hich such ption is based (Check one only) )
A, (k) (1}—8$2.500 capital Category B3 PEr RUIB 18031 .. .. . . iverieienorcosacrsassacssssvssansssan [ l 4550'
B. (k) (2)(A)—"Epecial Accoum for the Exciusive Benefit of
TOMBIS . M BIMIBIASO ... ...t iiiiiiesiiiiarsennsnsoesssosnonsseassoraasssasenns l 4500[
C. (k) (2)(B}~Ali customer transsctions cieared through another
broker-dealer on a fully disciosed basis. Name of clearing
frm }__First Clearing Corporation 4338 4570

D. (k} (3)—Exempieg Dy orasr o1 the COMMISEION ..... ...cvovuveeernceacosascsannes erressne ersosnsesersnsa 4580
Omnnhlp Equity and Subordinated Liabliities maturing or proposed to be
withdrawn within the next six months snd accruals, (as defined below),
which have not been deducted in the computation of Net Capital.

Type of Proposed
withdrawst or Amount to be With- (MMDDYY) Expoct
Accrual Insider or drawn (Cash smount Withdrawal or 10
Ses below for Outsider? snd/or Net Capitai Maturity Renew
code 10 enter Name of Lender or Contributor {in or Out) Valie of Securities) Dats {y®s or no)

te

4800

Y 4810 as1

2 3

T4

4620 4821 4822

(£ ]

4630 4831 4832

e

EEELL:

&

L

SRCRCRERERERERERERE
Il R

e

ata [asaz]
M 4850 [aesz]
M 4880 4882 4683
} 4870 [as72] [4s73]
M 4680 881 [ass2] [ass3] e
M 4890 _[ae91] [aes2] [ass3] e

roraus) 0 4099
OMIT PENNIES

Instructions: Detail listing must inciude the 1ots! of items maturing Guting the six month period foliowing the
repor cate, regaroiess of whether or not 1he Capita) CONribulion is expecied 10 be renswed. The
schedule must also include proposed capitsl withdrawals scheduied within the six month
perioo following the report aste including the proposed recemption of stock and payments of
liabilities secured by fixeco assets (which are considersd aliowabie assets in the capital computation
pursuant to Rule 15C3-1(C)(2)(iv)), which could be required by the isnder on demand o in less
than six months.

WITHDRAWAL CODE: DESCRIPTION

1 Equity Capitsi

2. Suborainated Liabilities
3. Accruals

4 15¢3-1{c){2)(iv) Liabilities

See auditors’ report
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL REQUIRED BY SEC RULE 17a-5
FOR A BROKER-DEALER CLAIMING AN EXEMPTION FROM SEC RULE 15¢3-3

To the Board of Directors and Stockholders
of Valubond Securities, Inc.

In planning and performing our audit of the financial statements and supplemental schedules of
VALUBOND SECURITIES, INC. (the Company) for the year ended December 31, 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 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 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 the 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 made by management are required to assess the expected benefits and
related costs of controls 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 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
that 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.

Habif, Arogeti & Wynne, LLP
Glenridge Highlands Two e 5565 Glenridge Connector e Suite 200 o Atlanta, Georgia 30342
404.892.9651 e Fax404.876.3913 ¢ www.hawcpa.com
An Independent Member of Baker Tilly International ¢ Certified Public Accountants



INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL REQUIRED BY SEC RULE 17a-5
FOR A BROKER-DEALER CLAIMING AN EXEMPTION FROM SEC RULE 15¢3-3

Because of inherent limitations in internal control or the practices and procedures referred to above,
error 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, to meet the SEC's objectives.

This report is intended solely for the information and use of the Board of Directors, management, the
SEC, the NASD 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.
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Atlanta, Georgia

February 14, 2003

-17-



