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OATH OR AFFIRMATION

1, Jeffrey S. Rano

_, Swear (or affirm) that, to the
best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Allmerica Investments, Inc. .

as of

are true and correct. I further swear (or affirm) that neither the company -
nor any partner, proprietor, principal officer or director has any proprictary interest in any account classified soley as that of
a customer, except as follows:

December 31, 2002

Mn\»\'/‘}i A ( amiC—_
Jeffre)Q é\ RE;QO Stgmare

Vice President and Chief Financial Officer
Ttk

| C"H’ﬂCtT
g} iy Commission Expires
i D i\o /(mbar 13 2009

(a) Facing page.
(b) Statement of Financial Condition.
(©) Statement of Income (Loss).
. (d) Statement of Changes in Financial Condition.
{¢) Statement of Changes in Stockholders’ Equity or Partnas 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 15c3-3.
G) 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.

&) ARccondhanonbetwemthcaudned andxmaudnedStatuncmsomemalCondmonwnhrspecttomahods of con-
solidation.

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

opod o ddddodoRny

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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PRICEWATERHOUSE(QOPERS

PricewaterhouseCoopers LLP
160 Federal Street

Boston MA 02110

Telephone (617) 439 4390

Report of Independent Accountants

To the Board of Directors and Stockholder -
of Allmerica Investments, Incorporated:

In our opinion, the accompanying statements of financial condition and related statements of
income, of changes in stockholder’s equity and of cash flows present fairly, in all material
respects, the financial position of Allmerica Investments, Incorporated (the “Company”) 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. These financial statements that you are filing pursuant to Rule 17a-5 under the
Securities Exchange Act of 1934 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 of these statements in accordance with auditing standards generally
accepted in the United States of America, which 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 1in the financial statements, assessing the accounting principles used and
significant estimates made by management, and evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

Our audits were conducted for the purpose of forming an opinion on the basic financial
statement taken as a whole. The information contained in Schedules I and II 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 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.

ghmd&‘me a»/)w LLP

February 27, 2003



Allmerica Investments, Incorporated
(an indirect wholly-owned subsidiary of Allmerica Financial Corporation)

Statements of Financial Condition

December 31,
2002 2001
Assets
Cash and cash equivalents $ 7,869,599 $1,039,421
Investments at market value (cost of $1,662,381 and $2,118,431) 1,761,783 2,100,120
Commission income receivable 4,198,089 2,332,942
Receivable for marketing fees 820,128 -
Accrued investment income 35,309 33,680
Deferred federal income taxes - 1,815
Federal income tax recoverable - 296,104
Capitalized software 727,896 909,864
Other assets 65,000 65,000
$15,477,804 $6,778,946
Liabilities
Commissions and bonuses payable $ 7,575,345 $2,007,491
Accounts payable and accrued expenses, including $597,568
and $1,598,284 due to affiliates 1,174,843 1,693,203
Deferred federal income taxes 248,931 -
Federal income tax payable 444,045 -
9,443,164 3,700,694
Contingencies (Note 7)
Stockholder's Equity
Common stock, $10 par value;
15,000 shares authorized; 953 shares
issued and outstanding 9,530 9,530
Additional paid-in capital 1,404,147 1,404,147
Retained earnings 4,620,963 1,664,575
6,034,640 3,078,252
$15,477,804 $6,778,946

The accompanying notes are an integral part of these financial statements.
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Allmerica Investments, Incorporated

(an indirect wholly-owned subsidiary of Allmerica Financial Corporation)

Statements of Income
For the Years Ended December 31,

Revenues

Commissions

Dealer concessions
Distribution fees
Marketing fees

Interest income

Net losses on investments

Expenses

Commissions and bonuses

Agency expenses

Administrative service fees charged by affiliates
Other expenses

Income before income taxes
Income tax provision
Current

Deferred

Net income

2002 2001

$ 8,857,578 $10,122,559
23,846,953 11,836,625
44,609,660 32,799,578
892,677 .
194,405 256,627
(54,199) (473,268)
78,347,074 54,542,121
66,638,966 44,358,987
4,697,220 4,664,958
1,838,009 4,453,971
133,442 218,131
73,307,637 53,696,047
5,039,437 846,074
1,832,303 378,544
250,746 36,535
2,083,049 415,079
$ 2,956,388 $ 430,995

The accompanying notes are an integral part of these financial statements.
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Allmerica Investments, Incorporated
(an indirect wholly-owned subsidiary of Allmerica Financial Corporation)

Statements of Changes in Stockholder’s Equity
For the Years Ended December 31, 2002 and 2001

Additional
Commeon Paid-in Retained
Stock Capital Earnings Total

Balances at December 31,2000  $ 9530 $ 904,147 § 1,233,580

$ 2,147,257

Capital contribution from parent - 500,000 - 500,000
Net income - - 430,995 430,995
Balances at December 31, 2001 9,530 1,404,147 1,664,575 3,078,252
Net income - - 2,956,388 2,956,388

Balances at December 31,2002 §$§ 9,530 § 1,404,147 $ 4,620,963

$ 6,034,640

The accompanying notes are an integral part of these financial statements.



Allmerica Investments, Incorporated
(an indirect wholly-owned subsidiary of Allmerica Financial Corporation)

Statements of Cash Flows
For the Years Ended December 31,

2002 2001
Cash flows from operating activities
Net income $ 2,956,388 $ 430,995
Adjustments to reconcile net income to net cash
provided by operating activities:
Net realized investment losses 171,912 481,931
Net unrealized appreciation of investments (117,713) (8,663)
Deferred federal income taxes 250,746 36,535
Amortization, net 191,106 8,559
Change in accrued investment income (1,629) 4,622
Change in commission income receivable (1,792,598) (33,208)
Change in receivable for marketing allowance (892,677) -
Change in federal income tax recoverable/payable 740,149 360,143
Change in other assets - 183,941
Change in commissions and bonuses payable 5,567,854 (1,631,232)
Change in accounts payable and accrued expenses (518,360) 863,215
Net cash provided by operating activities 6,555,178 696,838
Cash flows from investing activities
Proceeds from sale and maturities of investments 275,000 438,650
Purchase of investments - (777,222)
Increase in capitalized software - (909,864)

Net cash provided by (used in) investing activities 275,000

(1,248,436)

Cash flows from financing activities

Capital contributed from parent - 500,000
Net increase (decrease) in cash and cash equivalents 6,830,178 (51,598)
Cash and cash equivalents at beginning of year 1,039,421 1,091,019
Cash and cash equivalents at end of year $ 7,869,599 $ 1,039,421

Supplemental Cash Flow Information
Income tax net payments $ 662,808

$ 14,400

The accompanying notes are an integral part of these financial statements.
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Allmerica Investments, Incorporated
(an indirect wholly-owned subsidiary of Allmerica Financial Corporation)

Notes to Financial Statements

1.

Organization

Allmerica Investments, Incorporated (the "Company"), a wholly-owned subsidiary of Allmerica
Financial Life Insurance and Annuity Company (the "Parent”, or “AFLIAC”), is a registered
broker-dealer incorporated in Massachusetts for the purpose of selling variable annuities,
variable life insurance, mutual funds, direct participation programs and brokerage services for
debt and equity securities. Prior to December 31, 2002, the Parent was a wholly-owned
subsidiary of First Allmerica Financial Life Insurance Company ("FAFLIC"), a stock life
insurance company, which was a wholly-owned subsidiary of Allmerica Financial Corporation
("AFC"). On December 31, 2002, AFLIAC became a direct subsidiary of AFC, as well as the
immediate parent of FAFLIC.

Effective January 3, 2003, the Company changed its name to VeraVest Investments, Inc.

Subsequent to July 1, 2001, the Company is responsible for the distribution of proprietary
variable annuities and variable life insurance products issued by AFLIAC and FAFLIC. The
Company does not retain any fees for this service. On or about September 27, 2002, AFLIAC
and FAFLIC ceased issuing new variable annuity and variable life insurance products.
Subsequently, the Company's registered representatives’ primary focus is the distribution of non-
proprietary investment and insurance products issued by certain preferred carriers. Included in
the Company’s results of operations in 2002 and 2001 were $30,445,593 and $20,489,102,
respectively, of distribution fees and related commission expense for the processing of
proprietary insurance products for AFLIAC and FAFLIC. Fees and commissions related to
proprietary products in future periods will reflect renewal business only. There has been no
change to the Company's distribution of mutual funds, direct participation programs or brokerage
services.

Summary of Significant Accounting Policies

The preparation of financial statements in conformity with generally accepted accounting
principles requires the Company 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 amount of revenues and expenses during the reporting
period. Such estimates primarily relate to unsettled transactions and events as of the date of the
financial statements. Accordingly, upon settlement, actual results could differ from those
estimates.

Clearing and Settlement of Brokerage Transactions — Unit investment transactions and
certain initial new client purchases of mutual funds are cleared by the Company, if applicable.
All other securities transactions are cleared by National Financial Services Corporation
(“NFSC”). NFSC also provides administrative services for brokerage transactions initiated by the
agency field force.



Allmerica Investments, Incorporated
(an indirect wholly-owned subsidiary of Allmerica Financial Corporation)

Notes to Financial Statements

2.

Summary of Significant Accounting Policies (continued)

Off-balance sheet risk may exist to the extent that accounts introduced to the clearing broker may
result in a loss to the Company if not processed timely. At December 31, 2002, the Company was
not aware of any such losses. The loss would be limited to the change in the price of the related
security if it had to be liquidated.

Cash and Cash Equivalents - Cash equivalents consist of amounts due from banks and
investments in money market mutual funds. These investments are carried at market value.

Investments - Investments consist of U.S. Treasury securities and corporate bonds. Investments
are carried at market value as determined by quoted market prices. Gains (losses) on investments
in the Statements of Income include realized gains and losses and unrealized appreciation and
depreciation on investments.

Capitalized Software — In accordance with the provisions of Statement of Position 98-1,
“Accounting for the Costs of Computer Software Developed or Obtained for Internal Use” (“SoP
98-1"), the Company is required to capitalize certain costs incurred in developing internal-use
computer software. During 2001, the Company capitalized $909,864 of computer software costs,
consisting primarily of allocated employee related expenses and external consulting fees incurred
by FAFLIC. Amortization is provided for using the straight-line method over the estimated
useful lives of the related assets, which generally range from 3 to S years. During 2002, the
Company recognized $181,968 of amortization related to these costs. During 2001, the Company
did not recognize any amortization related to these costs.

Other Assets - Other assets include amounts on deposit with clearing brokers.

Revenue Recognition — Commissions, dealer concessions and distribution fees earned (and
related expenses) from the distribution and sales of mutual fund shares and other securities are
recorded on a trade date basis. Marketing fees, which are based on a percentage of dealer
concessions, are recorded when earned. Dividend and interest income is recorded on an accrual
basis.

Intercompany Cost Arrangements - The Company has agreements under which FAFLIC and
affiliates provide management, facilities and other administrative services. Reimbursement for
such services is based on costs incurred by FAFLIC and affiliates. The amounts are reflected in
the Statements of Income as administrative service fees charged by affiliates.



Allmerica Investments, Incorporated
(an indirect wholly-owned subsidiary of Allmerica Financial Corporation)

Notes to Financial Statements

2.

Summary of Significant Accounting Policies (continued)

Federal Income Taxes — The Company is included in the consolidated federal income tax return
of AFC. Under the written tax-sharing agreement, federal income taxes are calculated as if the
Company had filed its return on a separate company basis, to the extent the Company generates
pre-tax income. For periods in which pre-tax losses are incurred by the Company and are
utilized by the consolidated group, the Company will reflect related tax benefits as current
recoverables. Any losses not utilized by the consolidated group are recognized as deferred tax
assets in accordance with Statement of Financial Accounting Standard No. 109 "Accounting for
Income Taxes" (“Statement No. 109”). Statement No. 109 requires an asset and liability
approach in accounting for income taxes. Deferred federal income taxes are generally recognized
when assets and liabilities have different values for financial statement and income tax purposes.

Reclassifications - Certain prior year amounts have been reclassified to conform to the current
year presentation.

Related Parties

Administrative service fees charged by affiliates consist of the following for the years ended
December 31:

2002 2001
Compensation and benefits $ 946,911 $ 1,379,622
Marketing 458,346 13,923
Computer processing 275,256 180,330
Travel 81,983 206,583
Rent 37,441 73,769
Supplies 20,372 40,625
Printing 4,683 14,974
Agency field expenses - 2,496,559
Other 13,017 47,586

$§ 1,838,009 $ 4,453,971

In 2002, the Company entered into an arrangement with an affiliate whereby the Company would
process certain variable product transactions for a nominal administrative fee. Total revenue of
$480,225 related to these transactions is reflected in the Statements of Income “Distribution fees”
caption, while the related expenses of $456,214 is reflected as part of the “marketing” costs noted
above.

Beginning in May 2001, certain agency costs, previously allocated to the Company from
affiliates, were retained by AFLIAC.

In addition, during 2001, the Company received a capital contribution of $500,000.
8



Allmerica Investments, Incorporated
(an indirect wholly-owned subsidiary of Allmerica Financial Corporation)

Notes to Financial Statements

4. Investments
The amortized cost and market value of investments by contractual maturity are shown below.
Actual maturities may differ from contractual maturities because borrowers may have the right to
call or prepay obligations with or without call or prepayment penalties.

For the Year Ended December 31,

2002
Gross Gross
Amortized Unrealized Unrealized Market
Cost Gains Losses Value
U.S. Treasury securities:
Due after five years
through ten years $ 246,548 $ 28,140 $ - $ 274,688
Corporate bonds:
Due after one year
through five years 1,049,452 50,265 - 1,099,717
Due after five years
through ten years 366,381 24,558 3,561 387,378

$1,662,381 § 102,963 $ 3,561 $ 1,761,783

For the Year Ended December 31,

2001
Gross Gross
Amortized Unrealized Unrealized Market
Cost Gains Losses Value
U.S. Treasury securities:
Due after five years
through ten years $ 246,214 $ 3,024 $ - $ 249,238
Corporate bonds:
Due after one year
through five years 852,774 7,440 23,462 836,752
Due after five years
through ten years 1,019,443 10,043 15,356 1,014,130

$2,118431 $ 20507 $ 38818 § 2,100,120




Allmerica Investments, Incorporated
(an indirect wholly-owned subsidiary of Allmerica Financial Corporation)

Notes to Financial Statements

4.

Investments (continued)

Proceeds from bonds sold, matured or repaid were $275,000 and $438,650 during 2002 and
2001, respectively. During 2001, the Company realized gross gains and gross (losses) on the
disposition of bonds of $15,853 and $(61,562), respectively. There were no gains or losses
recognized on the disposition of bonds during 2002. Additionally, during 2002 and 2001, the
Company recognized losses of $171,912 and $436,222, respectively, from impaired securities.

The components of interest income are as follows:

For the Years Ended
December 31,
2002 2001
Bonds $ 126,535 $ 169,620
Cash and equivalents 67,870 87,007

$ 194,405 $ 256,627

Income taxes

Provisions for income taxes have been calculated in accordance with the provisions of Statement
No. 109. A summary of the income tax expense is shown below:

For the Years Ended
December 31,
Federal: 2002 2001
Current  $ 1,402,957 $ 205,737
Deferred 250,746 36,535
1,653,703 242,272
State:
Current 429,346 172,807

$2,083,049  $415,079

The provision for income taxes differs from the amount of income tax determined by applying
the applicable U.S. statutory federal income tax rate to pretax income primarily due to state
income taxes.

The provision for deferred federal income tax results from temporary differences in the
recognition of assets and liabilities for tax and financial statement purposes.

10



Allmerica Investments, Incorporated
(an indirect wholly-owned subsidiary of Allmerica Financial Corporation)

Notes to Financial Statements

S.

Income taxes (continued)

The deferred income tax liability of $248,931 at December 31, 2002 primarily represents the tax
effect of temporary differences related to capitalized software costs, while the deferred income
tax asset of $1,815 at December 31, 2001 relates to the tax effect of temporary differences in the
recognition of unrealized depreciation on securities.

Net payments of $662,808 were made in 2002 to AFC for federal income taxes. During 2001,
the Company received $154,406 of net refunds from AFC related to federal income taxes.
During 2002, the Company did not settle any intercompany payments with its parent, AFC,
related to Massachusetts state income taxes. Net payments of $168,806 were made in 2001 to
AFC for Massachusetts state income taxes. At December 31, 2002 and 2001, payables to AFC
for Massachusetts state income taxes were $507,163 and $77,817, respectively.

Net Capital Requirements

The Company operates pursuant to Securities and Exchange Commission Uniform Net Capital
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 of $4,547,019, which was $3,934,071 in excess
of its required net capital of $612,948. The Company’s ratio of aggregate indebtedness to net
capital ratio was 2.0 to 1.

Contingencies

The Company has been named a defendant in various legal proceedings arising in the normal
course of business. In the Company’s opinion, based on the advice of legal counsel, the ultimate
resolution of these proceedings will not have a material effect on the Company’s financial
statements. However, liabilities related to these proceedings could be established in the near term
if estimates of the ultimate resolution of these proceedings are revised.

11



Allmerica Investments, Incorporated
(an indirect wholly-owned subsidiary of Allmerica Financial Corporation)

Supplementary Schedule I
Computation of Net Capital under Rule 15¢3-1 of the Securities and Exchange Commission

Stockholder’s equity at December 31, 2002

per statement of financial condition $6,034,640
Nonallowable assets:
Capitalized software (727,896)
Outstanding receivables (500,000)
Deposit (10,000)
Net capital before haircuts 4,796,744
Haircuts on investment securities, computed, where applicable,
- pursuant to Rule 15¢ 3-1(c) (249,725)
- Net capital $4,547,019

Computation of Basic Net Capital Requirement

1.  Minimum net capital required (6-2/3% of aggregate

indebtedness of $9,194,233) $ 612,948

2.  Minimum net capital requirement of Company $ 250,000

3. Net capital requirement (greater of 1 or 2 above) $ 612,948

_ 4.  Excess net capital ($4,547,019 - $612,948) $ 3,934,071

5.  Excess net capital at 1000% $ 3,627,596
6. Ratio of aggregate indebtedness to net capital 20to1

Computation of Aggregate Indebtedness

Total liabilities per statement of financial condition $ 9,443,164
Nonallowable liabilities (248,931)
‘Aggregate indebtedness $9,194,233

12



Allmerica Investments, Incorporated
(an indirect wholly-owned subsidiary of Allmerica Financial Corporation)

Supplementary Schedule I (continued)
Computation of Net Capital under Rule 15¢3-1 of the Securities and Exchange Commission

Reconciliation with Company’s Computation
(included in Part II of Form X-17A-5 as of December 31, 2002)

Computation of Basic Net Capital Requirement

Net capital, as reported in Company’s Part II (unaudited) focus report $ 5,222,137
Adjustments, net | (667,012)
Adjustment to haircut calculation (8,106)
Net capital per above $ 4,547,019

Computation of Aggregate Indebtedness
Total aggregate indebtedness, as reported in Company’s Part II

(unaudited) focus report $ 8,708,077
Adjustments, net : 486,156
Aggregate indebtedness per above $9,194,233

13



Alimerica Investments, Incorporated
(an indirect wholly-owned subsidiary of Allmerica Financial Corporation)

Supplementary Schedule II
Computation of Determination of Reserve Requirements for Broker-Dealers under
Rule 15¢3-3 of the Securities and Exchange Commission

Credit Balances

Free credit balances and other credit balances in

customers’ security accounts $ -
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 that are attributable to

principal sales to customers -
Market value of stock dividends, stock splits, and similar

distributions receivable outstanding over thirty

calendar days old -
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 that 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

Total Credit Balances 3 -

Debit Balances

Debit balances in customers’ cash and margin accounts

excluding unsecured accounts and accounts doubtful

of collection net of deductions pursuant to rule 15¢3-3  §$
Securities borrowed to effectuate short sales by

customers and securities borrowed to make delivery on

customers’ securities failed to deliver -
Failed to deliver of customers’ securities not older than

30 calendar days (including debit balances in

continuous net settlement accounts) -
Margin required and on deposit with the Options Clearing

Corporation for all option contracts written or

purchased in customer accounts -
Other -
Gross debits -

14



Allmerica Investments, Incorporated
(an indirect wholly-owned subsidiary of Allmerica Financial Corporation)

Supplementary Schedule II (continued)
Computation of Determination of Reserve Requirements for Broker-Dealers under
Rule 15¢3-3 of the Securities and Exchange Commission

Less 3% charge

Total Debit Balances $ -

Reserve Computation

Excess of Total Debits over Total Credits
Required Deposit

|

The above calculation does not differ from the Company’s calculation reported in Part I of the
Company’s unaudited FOCUS Report at December 31, 2002.
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Allmerica Investments, Incorporated
(an indirect wholly-owned subsidiary of Allmerica Financial Corporation)

Supplementary Schedule II (continued)
Information Relating to Possession or Control Requirements for Broker-Dealers under
Rule 15¢3-3 of the Securities and Exchange Commission

Customers’ fully paid and excess margin securities not in
the respondent’s possession or control as of

December 31, 2002 $ - -
Number of Items -
Customers’ fully paid and excess margin securities for

which instructions to reduce to possession or control

had not been issued as of December 31, 2002

i

Number of Items

The above calculation does not differ from the Company’s calculation reported in Part II of the
Company’s unaudited FOCUS Report at December 31, 2002.
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PRICEWATERHOUSE(COPERS

PricewaterhouseCoopers LLP
160 Federal Street
Boston MA 02110

Report of Independent Accountants on Telephone (617) 439 4390

Internal Control Required
By SEC Rule 17a-5

To the Board of Directors and Stockholder of
Allmerica Investments, Incorporated:

In planning and performing our audit of the financial statements and supplemental schedules of
Allmerica Investments, Incorporated (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 the internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (the
“SEC”), we have made a study of the practices and procedures followed by the Company,
including tests of compliance with 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); and

2. Making the quarterly securities examinations, counts, verifications, and comparisons, and
the recordation of differences required by Rule 17a-13.

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; 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,;
and _

2. Obtaining and maintaining physical possession or control of all fully paid and excess
margin securities of customers as required by Rule 15¢3-3;

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 control 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 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
‘internal control to future periods is subject to the risk that controls 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 one or more 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 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 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, 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.

/Q icemfv'-éw &pmv wuh k

February 27, 2003



