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OATH OR AFFIRMATION

;, J.Kent Regenstein , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Davis, Mendel and Regenstein, Inc. , as
of DECEMBER 31 ,20 o, 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:
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t ** contains (check all applicable boxe C

(a) Facing Page. fU LA

(b) Statement of Financial Condition. z,,, (®) 'B ¢0 \)
\\\

(c) Statement of Income (Loss). ”llmmnm\\\\\\

(d) Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockholders® Equity or Partners’ or Sole Proprietors” 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. _

(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.
(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
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consolidation.
(1) An Oath or Affirmation.

{m) A copy of the SIPC Supplemental Report.
(n) Areport describing any material inadequacies found to exist or found to have existed since the date ofthe previous audit.

** For 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 Davis, Mendel & Regenstein, Inc.

We have audited the accompanying statement of financial condition of DAVIS, MENDEL &
REGENSTEIN, INC. (an S corporation) 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 DAVIS, MENDEL & REGENSTEIN, 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.

@%7%% A 127

Atlanta, Georgia

February 24, 2003

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



DAVIS, MENDEL & REGENSTEIN, INC.
STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2002

ASSETS

Current assets
Cash and cash equivalents
Accounts receivable, net of allowance
for doubtful accounts of $-0-

Total current assets

Furniture and equipment, at cost
Allowance for depreciation

Other assets
Deposits

LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities
Accounts payable and accrued expenses
Due to affiliate
Commissions payable

Total current liabilities

Stockholders' equity
Common stock, $.01 par value, 500,000 shares
authorized; 6,620 shares issued and outstanding
Additional paid-in capital
Retained earnings

See auditors' report and accompanying notes

2-

$ 1,628,601
589.261
2.217.862

253,924
(214.776)

39,148

7,149

$_2.264.159

e ——————

$ 519,791
1,395,074

8,707

—1.923.572

66
177,936
__ 162,585

340,587

2.264.159

$*



DAVIS, MENDEL & REGENSTEIN, INC.
STATEMENT OF INCOME
FOR THE YEAR ENDED DECEMBER 31, 2002

Commissions earned

Cost of commissions

Gross profit

General and administrative expenses

Income from operations

QOther income (expense)
Interest income
Research expense

Net income

See auditors' report and accompanying notes

-3-

$ 27,316,526

8,153,915

19,162,611

2.496.483

_16.666.128

05,442
(16,691.570)

(16.666.128)



DAVIS, MENDEL & REGENSTEIN, INC.
STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2002

Common Additional Retained
Stock  Paid-in Capital Earnings Total
Balances, January 1, 2002 $ 66 $ 177,936 $ 162,585 $ 340,587
Net income 0 0 0 0
Balances, December 31, 2002 $ .66 $___177936 $___ 162,585 $___340.587

See auditors' report and accompanying notes
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DAVIS, MENDEL & REGENSTEIN, 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
Depreciation
Changes in assets and liabilities
Increase in accounts receivable
Increase in accounts payable and
accrued expenses
Increase in due to affiliate
Decrease in commissions payable

Total adjustments

Net cash provided by operating activities

Cash flows from investing activities
Acquisition of property and equipment

Cash flows from financing activities

Net increase in cash and cash equivalents

Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

See auditors' report and accompanying notes
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8,650
(188,012)

55,916
480,074

(20,922)
335,706

335,706

(36.516)

o

299,190

1,329,411

$__1,628.601



DAVIS, MENDEL & REGENSTEIN, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2002

Note A
Summary of Significant Accounting Policies

General:

DAVIS, MENDEL & REGENSTEIN, INC. (the Company) is a Georgia corporation organized to
transact business as a registered broker/dealer and to perform market research services. |t is
registered with the Securities and Exchange Commission (SEC) and maintains membership status
with the National Association of Security Dealers, Inc. (NASD), the Securities Investor Protection
Corporation (SIPC), and the Municipal Securities Rulemaking Board (MSRB).

The Company does not maintain customer accounts or handle securities and relies on other
broker/dealers with whom it has clearing agreements for those functions.

Cash and Cash Equivalents:

For purposes of the statement of cash flows, the Company considers all highly liquid debt instruments
purchased with a maturity of three months or less to be cash equivalents. The Company has on
deposit at financial institutions, funds in excess of the FDIC's $100,000 insured limitation totaling
$258,510 that would not be recoverable if the institutions failed. In addition, the Company has a
mutual fund consisting of United States government related securities totaling $1,342,437, which is not
insured by the Securities Investors Protection Corporation (SIPC).

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.

Furniture and Equipment;

Furniture and equipment is carried at cost. Expenditures for maintenance and repairs are expensed
currently, while renewals and betterments that materially extend the life of an asset are capitalized.
The cost of assets sold, retired, or otherwise disposed of, and the related allowance for depreciation
are eliminated from the accounts and any resulting gain or loss is recognized.

Depreciation is provided using accelerated methods over the estimated useful life of equipment, which
is five to seven years.

Income Taxes:

The Company, with the consent of its shareholders, elected to be an S corporation effective October 1,
1990, and changed its year-end to December 31, as required by Internal Revenue Service regulations.
No provision has been made for income taxes because all income flows through to the stockholders
who pay income tax on their proportionate share of the income.



DAVIS, MENDEL & REGENSTEIN, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2002

Note B
Accounts Receivable

At December 31, 2001, the Company had accounts receivable totaling $589,261 due from various
financial securities brokerage houses. The Company requires no collateral for these financial
instruments subject to credit risk. If the brokerages houses should cease business, the accounting
loss would be the entire receivable balance.

Note C
Related Parties

The majority shareholder of the Company is also the majority shareholder of Ned Davis Research, Inc.
(NDR). Substantially all of the Company's brokerage customers trade with the Company because, by
doing so, they may access research products acquired on their behalf from NDR. In addition, the
Company's customers can receive these research products on a fee basis.

Under a mutual agreement between the companies, NDR provides the research to the Company on an
exclusive basis and the Company pays Ned Davis Research, Inc. all revenues it generates, less the
amount needed to maintain compliance with the net capital provisions of SEC rule 15¢3-1 and other
regulatory provisions and less all expenses and other corporate needs. The Company incurred
research expense to NDR for the year ended December 31, 2002, of $16,691,570. The amount owed
to NDR at December 31, 2002, was $1,395,074, and is listed under due to affiliate.

NDR is a guarantor of the lease of the Company's office space and the payment of any obligations
arising pursuant to the Company's agreement with a brokerage house.

The Company's revenues are a by-product of services provided by NDR. Should NDR cease its

activity or terminate its relationship with the Company, the Company's revenues might be significantly
reduced.

Note D
Net Capital

The Company 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 one and shall not be
less than $50,000. At December 31, 2002, the Company had net capital of $267,441, which was
$139,203 in excess of its required net capital of $128,238. The Company's net capital ratio was 7.19
to one.

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.



DAVIS, MENDEL & REGENSTEIN, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2002

Note F
Clearing Agreements

The Company has entered into agreements with Bear Stearns & Co. (Bear), Paine Webber, National
Financial Services, LLC and Banc of America Securities, LLC, whereby the Company directs certain
agency trades to them, and they, in turn, execute and clear the trades. In addition, they act as the
control location to hold and maintain funds or securities of the Company and its customers. In
exchange for such services, Bear receives approximately 14% - 18% of the commissions paid to the
Company by its customers. The amount paid to Bear for the year was $1,505,340. Paine Webber,
National Financial Services, LLC, and Banc of America Securities, LLC receive approximately 15% -
18% under similar agreements and were paid $437,738, $138,459 and $375,857, respectively.

Note G
Lease Commitments

The Company leases office space and certain equipment under operating leases. Rent expense was
$112,396 for the year. The minimum lease commitments are as follows:

2003 $ 161,708
2004 165,751
2005 169,894
2006 174,142
2007 178,495
Thereafter 244 444

$ 1 10941434

Note H
Employee Benefits

Effective January 1, 1997, the Company and NDR adopted an Employee Stock Ownership Plan
(ESOP). To participate in the ESOP, employees must meet certain minimum hour and other
requirements as defined in the ESOP agreement. Contributions to the ESOP are at the discretion of
management and can be in the form of cash, common stock of the Company or its affiliate, or other
assets. For 2002, the Company funded a contribution of $189,629 to the ESOP. Under certain
circumstances, the Company may be required to purchase its shares from a participant at their then
fair market value.

During the year ended December 31, 2002, the Company and NDR adopted a performance share plan
(Share Plan). Under this plan, certain employees are awarded performance shares by a designated
committee as defined in the plan agreement. Contributions to the Share Plan are at the discretion of

the designated committee. For 2002, the Company funded a contribution of $321,000 to the Share
Plan.



DAVIS, MENDEL & REGENSTEIN, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2002

In addition to the ESOP and the performance share plan, the Company sponsors a 401(k) profit-
sharing plan for its eligible employees. The Company made no discretionary 401(k) plan contributions
in 2002. »

Also, the Company and NDR have a stock option plan and a management stock bonus plan. Under
the stock option plan, the Company and NDR may each grant up to 1,000 shares of their respective
common stock. The exercise price of each option ranges from 100% to 110% of the fair market value
of the common stock at the date of the grant as defined in the stock option plan. Under the
management stock bonus plan, the Company and NDR have each reserved 450 shares of their
respective common stock to compensate certain employees. As of December 31, 2002, no stock
options or shares of common stock have been granted or allocated.
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FINANCIAL AND OPERATION COMBINED UNIFORM SINGLE REPORT

PART 1A
BROKER OR DEALER Davis, Mendel Regenstein, Inc = of 12/31/02
COMPUTATION OF NET CAPITAL
1. Total ownership equity from Statement of FinanCial CONOItION. . ...\ .\ oseeennneees e aurconinaennrassn s 340,687 {3sas0
2. Deguct ownersnip equity NOT SHOWEDIE FOr NeT CBDIME . . .o\ttt isnnnecereronneruennsassssssonosesss M )| 3490
3. Total ownerhip equity QUBIHIEE 1Or INEt CaPItBl o . - . o ci ittt ieeriinennesoneroenstononassaonnecncennn.s 340 587 3500
4. Add:
A. Lisbilities suborginated to clsims of genersl creditors allowable in computation of NELEBPItAl. . ... ... ivveeronn, -0- 3520
8. Other (deductions) or sllowsble credits 1Listh. . ... .. vttt iii et canstnarasssasnsrarennrens 525
S. Total capital and aliowable SUDOIAINIIEG HaBIlItIES. . .. ..ttt it ieeeanee et st anenronsrasrnnsonanans $ 340.587 3530
6. Deductions sna/or charges: A
A. Totsl nonsliowsble sssets from Statement of Financisl Condition{Notes Band C) 8§ 46,297 3540
B. Secured 0EMAND NOTE BRIIEIENEY . o ..o iveers s s sennnnnsenasaanannnns 3590
C. Commodity futures contracts and spot commodities-
DIOPNICIArY CaDItS CRBIGRE. . o i vt vt triretnretetannernaneerrosensnenn 3600 ]
D. Other CeaUCTIONS 8NG/0T ERBIGEY . . . . . ittt e eersrerenneresnnee. ¥%10; | 46,297 {320
7. Other 800Iti0NS 2NO/Or BHOWEDIE CTEOITE [LISI) .. .. o\ttt it eaeaneennnnnnsaseerasrrossrantosanns -0- 3630
8. Neteapital before haircuts OR SCURIIBE POBIIONE . . ... . ... i it tninaaranronnronsonneennaneanrnnnnn,y ;3 9 3540
9. Harcuts on securities {computed, where applicable,
pursuant 1o 15¢3-1 (f) ).
A. CONractusl secunties COMMIMBALS . . ... ... ..\ttt neennnnans ] 3650
B. SubOrdinated seCUritIEs BOTTOWINEE . .. vt ettt ennenieeeinannnnnns 670
C. Trading and investment securities:
Y. Exomptod securiti®s. . .. ... e e X 3735
b R o LT Y T T -3733
0T 1Y, S 3o
4. Other securnities ... .. Dreyfus Money Market (1,342,437 @ 2%) 26,849 3734
D. Ungue Contentration ... .. iut ittt ninientretnrensrocseansansnn 3850
T L R arss| 26,849 13740
30, BT CaDIA) oo ettt e e e e e e et a i $ 267 441 13750
OMIT PENNIES
h V2, ]

See auditors’ report
11-



FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART IIA

BROKER OR DEALER Davis, Mendel _Regenstein, Inc. ssof___12/31/02

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

Part A
11, Minimum net capstal reauired (6:2/3% of line 181 . ... ...........oo.... s TR s 128,238 3756
12. Minimum doliar net capital requirement of reporting broker or dealer and minimum net capitsl requirement ‘
of subsidiaries compu1ed 1N CEOTIANCE WITh NOTE (A) . L .ottt ien s inee i aaaaonseenanansoassssnnas s 50.000 3758
13, Net zaoital requirerment (9raater 0F Re 11 08 12) L.t ettt st et as et e r e et e e e e e s s 128.238 | 3760
T4, Excessnetcapital (1€ 10035 130 . .. L.ttt e e e S 139.203 {3770
15. Excess netcapital 1 1000% (line 10 1ess 10% 0f 1ine 19} . .. ...\ o uuiunietiie e iaae et eeeanseannans ys 75.084 | 3780
COMPUTATION OF AGGREGATE INDEBTEDNESS

16. Total A tiabihities from Staterment of Financisl CORGINION. . . .. ...\ttt e e e s 1,823,672 l 3790
17. Add:

A, Drafts (o immediate Credit. . ... ... i s [[3800]

B. Market value of securities borrowed 1or which no equivalent

VaIUE 13 DO OF CrBANIBE . . .. ittt e S 3810

€. Other ynrecoraed amounts{list), .. ...... e e R, 3820 (S -0- 3830
1. TOtal S00TEGRTE INGEDIBEAREE . . . . oottt t it et a e e e e e e e et e e S 1,923 572 | 3840
20. Perceniage of aggregate indebtedness 1o net capital (Hine 195by line 10) . . ...ttt it cieieceieoaienn e % 749 3850
21. Percentage of debt to debt-equity total computed in sccordance with Rule 15¢3-1 {d) . ........ e iaaeans e % 3850

COMPUTATION OF ALTERNATE NET CAPITAL REQUIREMENT

Part B

22. 2% of combined aggregate debit itens as shown in Formula tor Reserve Requirements pursuant to Rule
15¢3.3 prepared as of the date of the net capital compuistion including’doth brokers or dealers
N CONSOITAtET SUDBITIBNIES OB . . o\ttt utir e et inas e seannocannanensiaeeososneanananeenanas 3 { 3870 |

23. Minimum dollar net capital requirement of reporiing broker or desler and Minimum net capital

requirement of subticiaries computed 1 sccoraance with Nate LAY L. . .. ... ittt iiinee i, Ys 3880
24. Netcapital requirement {greater of ine 22 0r 23) ... . i . e it e $ 3760
25. Excessnetcapnal (hne YO less 24) ... .. ... ... .. i ee e e e s 3910
26. Netcapital inexcess of:
S% of compined sogregate Gebit 1emE 0r $120,000 . ... ...ttt ittt e cerea i aa e Aie e 3 f:’lﬁ]

OMIT PENNIES

NOTES:

(A} The munimum net capital requirement should be computed by adding the minimum dollar net capits! requirement
of the reporting broker desier snd, for each subsidisry to be consolidated, the grester of
1. Minimum dollar net capitat reouirement. or
2. 8:2/3% of spgrepate indebtedness or 2% of aggregate debits if sirernative method is used,

(B) Do not deduct the vaiue of securities borrowed under subordinstion Byreements or secured demand note
covered by SubOrGiAIIION agreements ROt in tatisfactory form and the market values of memberships in
exchanges contributed for use of company {contrs 10 item 1780} and partners’ securities which were
included in non-3liowable msets.

{C)} For reporn liled purtuant 1o paragraph {d) ot Rute 1 75.5, respondent should provide a list of materisl
non-aliowasble sssets.

3/83 See auditors' report



FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

PART lIA
BROKER OR DEALER Davis, Mendel Regenstein, Inc. }
For the period (IMMDDYY) from 1/01.02 ) 12/31/02
STATEMENT OF CHANGES IN OWNERSHIP EQUITY
{SOLE PROPRIETORSHIP, PARTNERSHIP OR CORPORATION)
1. BalBNCE, DEGINAING Of PErIOG. + o« e trnteet et e tnn e e e e e e e e et e e e e e e e 340,587 [«2eo0
L L LT T T Y R R 4250
B. Additions (Includes non<contorming eapitl of ., . ... .. ..ueeurrerenesnann s 4262 4260
C. Deductions (Inciudes non<conforming cadital of $ 4272 4270

2. Balance, endoiperiod (From item 18001 .. ... ... .. . 0iei.iiiiuirroraeroironnesnnascaonorasanansnsans

STATEMENT OF CHANGES IN LIABILITIES SUBORDINATED
TO CLAIMS OF GENERAL CREDITORS

3. Balance, Deginning Of PerIO0 ... .ttt i e i e e et

B T T T T T
[ T T T T

See auditors' report
13-

340,587 [4290]

4300

4310

4320

[0

OMIT PENNIES



DAVIS, MENDEL & REGENSTEIN, 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 $ 267,441 $ 1,923,572 719
Additional expense accruals,
revenue, expense, and
other adjustments 0 0
$ 267,441 $__1923572 719

See auditors' report

-14-
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART IIA

12/31/02

BROKER OR DEALER Davis, Mendel Regenstein, Inc. s of

Exsmptive Provision Under Rule 15¢3.-3

25. I an exemption from Rule 15¢3-3 is clsimed, identity below the section upon
which such exemptlion is based (check one only)

A, (k) (1)=—32.500 capital CalOgOry BS PAF RUIB 18031 L. ... uiruinerurreroneetsrosntonsaassssanasosasssonnss l 4550[

B. (k) {2}{A)—"Bpecisl Account tor the Exciusive Benefil of

CUBIOMAIE . MBI RIBO ..o ittiiiiiaaenn iaaeeaaraeessnecsnasassssssosssssasonarsaranosssossas 4580
C. {k) (2)(B)=—Ail customer transactions cieared through another

broker-dealer on a fully disciosed basis. Name of cisaring

firm 'v‘ Eﬂnf \{thet;ber;_ Bearft;aams and Co.; Banc of America Securities, LLC; and National 4335 a570
D. (k) {3}—Exempled Dy Orosr Of 1he COMMISBION o.oooverrerieennneonnnenes Ceeterettrentasaaanes | ase0

Ownership Equity and Subordinated Liabiiities maturing or propossd 10 be
withdrawn within the next six months and accruals, (as defined below),
which have not besn deducied in ths computation of Net Capital.

Type of Provossd

withdrawal or Amount to be With- {MMDDYY} Expect
Accruasl Insider or drawn (cash smount Withdrawal or )

See betow for OQutsider? snd/or Net Capits! Maturity Renew

code 1o enter Name o! Lender or Contributor {in or OuY) Vaiue ol Securitins) . Date {yes or no)

ce

4503

4600 4801

4611 4813 4614,

- »
2 |8
n L

Y 4610

Bl (3]

r4q

4820 4621 4822

4830 4631 4832

raq

BNERERERE

e (] e ] (e ]

EEEEEEEE

)

[es3s]

484 s [4842] . ' [sas]

y 4650 4651 m [TGE]
M 4860 4889 m [TC?I m
M 4670 a7 [as72] 273 [asra] [aers ]
1 (o] asa [ase2] 813 [asna] [eses |
! [aes0] 4891 [ae92] 4893 4604 [as05 ]

TOTAL ) 4899

OMIT PENNIES

Instructions: Detail listing must include the total of items maiuring during the six month period following the
repOrt Ople, regargiess Of whether or NOt the CBDItaI CONIFIDULION (3 expecied 10 be renswed. The
schedule must also include proposed capital withdrawsis scheduled wilhin the six month
period iohowing (he repon aale INCIVOINY 1he Proposesc recemption of siock and psymenis of
lisbilities secured by fixed assets (which are considersd aliowable assets in the capitai compulstion
PuTsuUaNt 10 Rutle 1583-11CH2)liv)), whith could De required Dy the lender on cemand or in less
than six months.

WITHDRAWAL CODE: DESCRIPTION

1 Equity Capital

2. Subordinated Liabilities
3 Accruals

4 15¢3-1(c)(2)(iv) Liabilities

See auditors' report
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A Financial Solutions Company

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 Davis, Mendel & Regenstein, Inc.

In planning and performing our audit of the financial statements and supplemental schedules of
DAVIS, MENDEL & REGENSTEIN, 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 ¢  Suite 200 ¢ Atlanta, Georgia 30342
404.892.9651 e Fax 404.876.3913 e www.hawcpa.com
An Independent Member of Baker Tilly International e Certfied 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 24, 2003
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