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& Certified Public Accountant
[0 Public Accountant
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OATH OR AFFIRMATION

I, Peter R. Lee , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
American Classic Securities, 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 solely as that of a customer, except as follows:

\ﬁ

A %% 1Y COMMISSION # CC 802947
EXPIRES: January 18, 2004 Executive Vice President

FERa  Bonded Thiu Notary Public Underwiters ‘ Title

‘1 Notary Public

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

[0 (a) Facing Page.

O (b) Statement of Financial Condition.

O (c) Statement of Income (Loss).

O (d) Statement of Changes in Financial Condition.

O (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

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

O (g) Computation of Net Capital.

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

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

O (j) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

O () An Oath or Affirmation.

O (m) A copy of the SIPC Supplemental Report.

O (n) Areport 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).




PRICEWATERHOUSE(COPERS

PricewaterhouseCoopers LLP
50 North Laura Street

Suite 3000

jacksonville FL 32202-3658
Telephone (904) 354 0671
Facsimile (904) 366 3678

To the Shareholder and
Board of Directors of
American Classic Securities, Inc.:

In planning and performing our audit of the financial statements and supplemental schedules of
American Classic 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 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. 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, and
the recordation of differences required by Rule 17a-13;

2. 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

3. 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



Shareholder and

Board of Directors of

American Classic Securities, Inc.
Page 2

management’s authorization and recorded properly to permit the preparation of financial
statements in accordance with accounting principles generally accepted in the United States of
America. Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the
~ preceding paragraph.

Because of inherent limitations in 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 securnties, 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 National Association of Securities Dealers, the New York Stock Exchange , 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.

P atidniso@lompur £ ep

February 7, 2003
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PricewaterhouseCoopers LLP
50 North Laura Street

Suite 3000

Jacksonville FL 32202-3658
Telephone (304) 354 0671
Facsimile (904) 366 3678

Report of Independent Certified Public Accountants

To the Shareholder and
Board of Directors of
American Classic Securities, Inc.

In our opinion, the accompanying balance sheets and the related statements of operations,
shareholder’s equity and cash flows present fairly, in all material respects, the financial
position of American Classic Securities, Inc. (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 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
in 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
statements taken as a whole. The Schedule of Computation of Net Capital Under Rule 15¢3-1
of the Securities and Exchange Commission and Schedule of Exemption from Rule 15¢3-3 of
the Securities and Exchange Commission are presented for purposes of additional analysis and
are not a required part of the basic financial statements, but are supplemental schedules
required by Rule 17a-5 under the Securities Exchange Act of 1934. Such information has been
subjected to the auditing procedures applied in the audits 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.

Prascassdmhonas foapesn LCP

February 7, 2003




American Classic Securities, Inc.
‘Balance Sheets
December 31, 2002 and 2001

ASSETS 2002 2001
Current assets: : ‘
Cash and cash equivalents $ 145179 § 189,550
Commuissions receivable 41,367 69,069
Prepaid expenses 10,590 10,255
Due from parent ’ - 3,259
Total current assets ‘ 197,136 272,133
Deferred tax asset ‘ 13,495 5,950 |
Goodwill, net - 1,090
Total assets § 210,631 § 279,173

LIABILITIES AND SHAREHOLDER'’S EQUITY

Current liabilities: - - ‘ ‘ .
Commissions payable =~ : , 03 27212 8§ 67,544

Accounts payable _ ‘ , - 5,000
Total current liabilities _ : 27,212 72,544

Contingencies (Note 5)

Shareholder’s equity: :
Common stock, $1 par value; 1,000 shares authorized;

100 shares issued and outstanding ‘ 100 100
Paid-in capital o _ 88,400 88,400
Retained earnings ' 94,919 118,129

Total shareholder’s equity ‘ 183,419 206,629
Total liabilities and shareholder’s equity § 210,631 § 279,173

The accompanying notes are an integral part of these financial statements.
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American Classic Securities, Inc.

Statements of Operations
For the Years Ended December 31, 2002 and 2001

2002 2001
Revenue: ‘
Commissions - $ 638,953 $1,090,469
Interest : 2,576 6,263
Other income 529 250
642,058 1,096,982
Expenses:
Commissions ' 407,941 828,025
Management fee i 163,288 215,050
Administrative and operating 76,411 54,267
Registration fees 20,586 13,637
Surety bonding v 3,104 2,502
Licenses and permits ' 393 - 255
Goodwill impairment loss - 1,090 .-
Depreciation and amortization - 278
’ 672,813 1,114,014
Loss before income taxes ' ' (30,755 (17,032)

Income tax expense (benefit):

Current ‘ ’ ’ - 12,120
Deferred | | ' (7,545 (5,950)
- (7.545) 6,170
Net loss o ‘ $ (23210) § (23,202)

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

.




American Classic Securities, Inc.
Statements of Shareholder’s Equity
For the Years Ended December 31, 2002 and 2001

_ Total
Common Paid-in Retained Shareholder's
Stock Capital Earnings Equity
Balance, December 31, 2000 $ 100 § 88400 §$§ 176331 § 264,831
Net loss - - (23,202) (23,202)
Dividends paid . - - (35,000) (35 ,000)
Balance, December 31, 2001 / 100 88,400 118,129 206,629
Net loss - - (23,210) (23,210)
Balance, December 31, 2002 S 100 § 88400 $ 94919 § 183,419

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

4.




American Classic Securities, Inc.

Statements of Cash Flows
For the Years Ended December 31, 2002 and 2001

2002 2001

Cash flows from operéting activities:
Net loss § (23,210) § (23,202)

Adjustments to reconcile net loss to net cash
used in operating activities: '

Depreciation and amortization - 278
Goodwill impairment loss : 1,090 -
Changes in operating assets and liabilities:
Commissions receivable 27,702 19,502
Prepaid expenses (335) (150)
Due from parent 3,259 (3,259
Deferred tax asset. _ (7,545) (5,950)
Commissions payable ‘ : (40,332) (4,879)
Accounts payable - (5,000) 5,000
Income taxes payable ' , ' - (36,135)
Net cash used in operating activities ‘ (44,371) (48,795)
Cash flows from financing activities: : ‘
Payment of dividends : - (35,000)
Net cash used in financing activities ‘ y : - (35,000)
Net decrease in cash and cash equivalents ' (44,371) (83,795)
Cash and cash equivalents, beginning of year ‘ - 189,550 273,345
Cash and cash equivalents, end of year $ 145,179 § 189,550

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

5.




American Classic Securities, Inc.
Notes to Financial Statements
December 31, 2002 and 2001

1.

Significant Accounting Policies

Organization - American Classic Securities, Inc. (the “Company”), a wholly owned
subsidiary of Agent Investors Holding Company, Inc. (AIHC), is registered in all 50 states
as a broker-dealer and is also a member of the National Association of Securities Dealers
(NASD). The Company has approximately 62 affiliated agents dispersed throughout the
U.S. who market mutual funds and variable contracts from a variety of distributors and
receive a commission from the Company based on sales. The Company receives
commissions from the mutual fund and variable contract distributors.

Cash and cash equivalents - Cash and cash equivalents represent demand depbsits that are
readily convertible to known amounts of cash.

Goodwill - At December 31, 2001, the Company had goodwill of $1,090 net of
accumulated amortization of $3,295. Amortization of goodwill was computed using the
straight-line method over 20 years.

The Company adopted the provisions of Statement of Financial Accounting Standards No. -
142, Gooadwill and Other Intangibles (“SFAS 142”) on January 1, 2002. SFAS 142
requires, among other things, the discontinuarice of goodwill amortization, and includes
provisions for reassessment of the useful lives of existing intangibles and the identification
of reporting units for purposes of assessing potential future impairments of goodwill. SFAS
142 also required the Company to complete a two-step transitional goodwill impairment
test. The Company completed the transitional goodwill impairment test during 2002 and
determined that goodwill at transition was fully impaired. The remaining goodwill of
$1,090 at January 1, 2002 was not recoverable and therefore was expensed in its entirety
during the year ended December 31, 2002

Income Recognition - Commission income 1s recorded as earned on a trade-date basis.

Income Taxes - The Company files consolidated income tax returns with AIHC. Income
tax expense is provided based upon the amount that would have been required had the
Company filed a separate return within this same control group. The Company recognizes
deferred tax liabilities and assets for the expected future tax consequences of events that
have been included in the financial statements or tax returns. Under this method, deferred
tax liabilities and assets are determined based on the difference between the financial
statement and tax bases of assets and liabilities using enacted tax rates in effect for the year
in which the differences are expected to reverse.

Use of 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.




American Classic Securities, Inc.
Notes to Financial Statements
December 31, 2002 and 2001

2.

Related Party Transactions

The Company and AIHC have entered into an administrative agreement, whereby AIHC
agrees to provide funding, facilities, office equipment and various other administrative
services to the Company. AIHC charged the Company management fees of $163,288 and
$215,050 for 2002 and 2001, respectively.

Net Capital Requirements

The Company is subject to the Securities and Exchange Commission (SEC) 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. The SEC is empowered to restrict the Company’s business activities should its net
capital ratio exceed 15 to 1. Net capital and the related net capital ratio may fluctuate on a
daily basis. At December 31, 2002, the Company had net capital and a net capital ,
requirement of $159,334 and §25,000, respectively, and the Company’s net capital ratio
was .17 to 1. At December 31, 2001, the Company had net capital and a net capital
requirement of $195,284 and $25,000, respectively, and the Company’s net capital ratio”
was .37 to 1. Accordingly, at December 31, 2002 and 2001, the Company was in
compliance with the net capital requirement.

Contingencies

In the normal course of its business operations, the Company is involved in routine
litigation from time to time.

In management's opinion, based upon the advice of legal counsel, litigation and claims will
not have a material adverse effect on the Company's financial position or results of
operations.

Financial Instruments

Receivables of the Company are reported in the balance sheet at the lower of estimated
realizable value or the contract amount and are due when the related transactions are

- executed.
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American Classic Securities, Inc.

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

December 31, 2002

Net capital:
Total shareholder’s equity per financial statements $ 183,419

Deduct shareholder's equity not allowable for net capital -
Total shareholders equity qualified for net capital 183,419
Add allowable subordinated liabilities -

Add other allowable credits -

Total capital and allowable subordinated liabilities 183,419

Less non allowable assets:

Prepaid expenses (10,590)

Deferred tax asset ) ‘ (13,495) (24,085)
Net capital , $ 159,334

Aggregate indebtedness (“AI”):
Total liabilities per financial statements $ 27,212

Computation of basic net capital requirement:

Minimum net capital required ’ § 25,000
Excess net capital : $ 134334
Net capital less 10% of Al | : 3 156,613
Ratio: Aggregate indebtedness to net capital 17t 1

Reconciliation pursuant to paragraph (d) (4) of Rule 17a-5:
Difference between this computation of net capital and the corresponding
computation prepared by American Classic Securities, Inc. and included in the
Company’s quarterly unaudited Part IIA FOCUS Report consisted of the
following: '

Net capital per the Company’s monthly Part IIA FOCUS report $ 159,379
Adjustment to accrue commission revenue . (45)
Net capital per this computation $ 159,334




American Classic Securities, Inc.
Schedule of Exemption from Rule15¢3-3 of the Securities

and Exchange Commission
December 31, 2002

- American Classic Securities, Inc. does not carry security accounts for customers or perform
custodial functions relating to customer securities. Accordingly, American Classic Securities,
Inc. has not presented supplemental schedules to its financial statements of 1) Computation for
Determination of Reserve Requirements Under Rule 15¢3-3 and 2) Information Relating to
Possession or Control Requirements Under rule 15¢3-3 due to the exemptive provisions under
Section (K) (2)(1) of Rule 15¢3-3.




