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AN ACCOUNTANCY CORPORATION

19742 MacArthur Blvd., Suite 240, Irvine, CA 92612-2446
(949) 752-0274 FAX (949) 752-9033

Independent Auditor’s Report

Board of Directors
Duerr Financial Corporation:

We have audited the accompanying statement of financial condition of Duerr Financial
Corporation (the Company) 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 U.S. generally accepted auditing standards. 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 Duerr Financial Corporation at December 31, 2002, and the results of
their operations and their cash flows for the year then ended in conformity with U.S. generally
accepted accounting principles.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in Schedule I 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.

\dhmsam, Hook 4 Qe
Irvine, California

February 25, 2003
1
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'DUERR FINANCIAL CORPORATION
STATEMENT OF FINANCIAL CONDITION

December 31, 2002
ASSETS
Cash ' $
Commissions receivable
Investments

Deposits with clearing organization and others
Furniture, equipment, and lease hold improvements, at cost, less accumulated
depreciation and amortization of $63,419

LIABILITIES AND STOCKHOLDERS' EQUITY

Liabilities:
Accounts payable ‘ $
Accrued pension

Stockholder' Equity:
Common Stock, no par value, 10,000 shares
authorized, 1,000 shares issued and outstanding
Additional paid-in capital
Retained Earnings ' (

Total Stockholders' Equity

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

2

224,612
84,472
13,050
56,118

94,215

472,467

136,069
10,000

146,069

10,000
350,100
33,702 )

326,398

472,467




DUERR FINANCIAL CORPORATION
- STATEMENT OF INCOME
For the Year Ended December 31, 2002

REVENUES:
Commissions
Interest

EXPENSES:
Employee compensation and benefits
Occupancy '
Licenses
Professional fees
Commissions and fees

Business promotion and development and technology

Insurance
Depreciation and amortization
Office expense and miscellaneous

Income (loss) before income taxes
Provision for income taxes

Net Loss

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

3

$(

816,811
2,335

819,146

540,848
84,905
17,714

8,127

205,484
96,807
25,080
34,506
53,773

1,067,244

248,098 )
800

248,898 )




DU_ERR' FINANCIAL CORPORATION
STATEMENT OF CHANGES IN STOCKHOLERS’ EQUITY
For the Year Ended December 31, 2002

Capital Stock Additional
Common Paid - in Retained
Shares Amount Capital Earnings
Balances at
January 1, 2002 1,000 $ 10,000 $ 100 $ 215,196 §
Net income ‘ (  248,898)
Capital Contributed 350,000
Balance at

December 31, 2002 1,000 $ 10,000 § 350,100 $§ ( 33,702) $

The accompanying notes are an integral part of these financial statements.
4

(

Total
Stockholders'

Equity

225,296
248,898 )

350,000

326,398




DUERR FINANCIAL CORPORATION
STATEMENT OF CASH FLOWS
For the Year Ended December 31, 2002

Increase (Decrease) in Cash and Cash Equivalents

Cash flows from operating activities:

Cash received from customers $ 778,485
Interest received in cash 2,335
Cash paid to suppliers/employees ( 934,373 )
Cash paid for taxes 350)
Net cash used by operating activities
Cash flows from investing activities:
Received from affiliate 344,000
Net cash provided by investing activities:
Net increase in cash and cash equivalents
Cash - beginning of year
Cash - end of year
econciliati I et

Provided by Qperating Activities

Net Loss

Adjustments to reconcile net income to net cash
provided by operations:
Depreciation
Changes in assets and liabilities:
Increase in commissions receivable
Decrease in prepaid taxes
Increase in pension payable ‘
Increase in accounts payable

Net cash used by operations

3(

$(

$(

153,903 )

344,000

190,097

34,515

224,612

248,898 ) .

34,506

38,326 )
450

10,000

88,365

153,903 )

The accompanying notes are an integral part of these financial statements.
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DUERR FINANCIAL CORPORATION
NOTES TO FINANCIAL STATEMENTS
December 31, 2002

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A.

Organization and Nature of Business -

Duerr Financial Corporation (the “Company”) is a broker-dealer registered with
the Securities and Exchange Commission (SEC) and the National Association of
Securities Dealers (NASD). The Company is a California corporation that is a
wholly-owned subsidiary of IBIS Group, Inc. a Delaware corporation (Parent).

Deferred Income Taxes _
Deferred income taxes are provided on timing differences between financial
statement and income tax reporting.

Cash and Cash Equivalents

For the Statement of Cash Flows, the Company considers all highly liquid debt
instruments purchased with maturities of three months or less to be cash
equivalents.

Concentrations of Credit Risk

The Company received the majority of its commissions (income) from a few

sources. Should these sources encounter financial difficulties, or should they
choose another entity to do business with, these events would have a very severe
effect on the Company’s profitability.

The Company has concentrated its credit risk for cash by maintaining deposits in
banks located within the same geographic region. The Company primarily
transacts its business with one financial institution.

Use of Estimates ,

The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions
that affect certain reported amounts and disclosures. Accordingly, actual results
could differ from those estimates.

Income Taxes

The Company is included in the consolidated federal income tax return filed by
the Parent. Federal income taxes are calculated as if the companies filed on a
separate return basis, and the amount of current tax or benefit calculated is either
remitted to or received from the Parent. The amount of 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.




DU_ERR‘ FINAN CIAL CORPORATION
NOTES TO FINANCIAL STATEMENTS
December 31, 2002

NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES CONT.

G. Property, Equipment and Depreciation

Property and equipment are carried at cost. Depreciation is calculated using the
straight line method over the estimated useful lives of the assets.

NOTE 2 - LEASE COMMITMENTS

The Company’s lease commitments, consists of office space, equipment, and
furniture. Rental expense for all operating leases for the year was $98,407.
Future obligations over the primary terms of the leases are as follows:

Year Ended

December 31
2003 § 83,451
2004 18,833
2005 12,094
2006 1,454
2007 0

NOTE 3 - INVESTMENTS

Investments consist of stock purchased by the Company and is shown at its
original cost.

NOTE 4 - INCOME TAXES

The Company is included in the consolidated federal income tax return filed by its
Parent. Federal income taxes are calculated as if the Company filed a separate
federal income tax return. The Company files its own state tax returns. The
current and deferred portions of the income tax expense (benefit) included in the
statement of operations are as follows:

‘ Current Deferred Totzil
Federal $ .0 % 0 $ 0
State 800 0 800

$ 800 $ 0 $ - 800




DU_ERR' FINANCIAL CORPORATION
NOTES TO FINANCIAL STATEMENTS
December 31, 2002

NOTE 5 - PENSION PLAN

The Company has a qualified, non contributory defined-contribution retirement
plan covering substantially all of its employees. The contribution is at the
discretion of the Company and is determined annually. The amount contributed
for the current year is $10,000.
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DUERR FINANCIAL CORPORATION
COMPUTATION OF NET CAPITAL UNDER RULE 15¢ 3-1 OF THE
SECURITIES AND EXCHANGE COMMISSION
As of December 31, 2002

SCHEDULE 1
Net Capital
Total stockholders' equity $ 326,398
Deduction: ‘
Nonallowable assets:
Securities - ( 13,050)
Furniture,equipment, and leashold
improvements, net ( 94,215 )
Other assets ( 14,926 )
Net Capital $ 204,207
Total aggregate indebtedness $ 146,069

Computation of basic net capital requirement
Minimum net capital required:

Company ' $ 50,000
Excess net capital ‘ $ 154,207
Ratio: Aggregate indebtedness to net capital 72 %
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AN ACCOUNTANCY CORPORATION

19742 MacArthur Blvd., Suite 240, Irvine, CA 92612-2446
(949) 752-0274 FAX (949) 752-9033

Independent Auditor’s Report on
Internal Control Required by Sec Rule 17a-5

Board of Directors
Duerr Financial Corporation:

In planning and performing our audit of the financial statements and supplemental schedules of
Duerr Financial Corporation (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 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 securities examinations, counts, verifications, and comparisons
2. Recordation of differences required by rule 17a-13

3. Complying with the requirements for prompt payment for securities under Section
8 of Federal Reserve Regulation T of the Board of Governors of the Federal
Reserve System

The management of the Company is responsible for establishing and maintaining internal control
and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected
benefits and related costs of controls 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 -

10
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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, 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
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 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 dealer, and should not be used by anyone other than
these specified parties.

%}ﬁwmv\‘ M 4 Q‘-\m\)
Irvine, California _

February 25, 2003
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