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ALLEN,
HAIGHT, .
& COONLY &
MONAGHAN LLP
Certified Public Accountants

INDEPENDENT AUDITOR’S REPORT

To the Board of Directors
Tri Equa Capital Corporation

We have audited the accompanying statement of financial condition of Tri Equa Capital
Corporation as of January 31, 2003 and the related statements of operations, changes in
stockholder’s 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 upon 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 Tri Equa Capital Corporation as of January 31, 2003,
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.

QOur audit was conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The supplementary information contained in Schedule 1 is
presented for purposes of additional analysis and is not a required part of the basic
financial statements; however, it is 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.

—— m maw% Of%n%é Mm.%lm/
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TRI EQUA CAPITAL CORPORATION

STATEMENT OF FINANCIAL CONDITION

JANUARY 31, 2003
ASSETS
Current assets:
Cash $ 16,477
Commissions receivable 20,548
Deferred income taxes (Note 2) 128
Total current assets 37,153
Deferred income taxes (Note 2) 352
352
$ 37,505
LIABILITIES AND STOCKHOLDER'S EQUITY
Current liabilities:
Accounts payable and accrued expenses § 4,786
Commissions payable 13,326
Total current liabilities 18,112
Committments (Note 3)
Stockholder's equity:
Common stock, no par value; 8,000 shares authorized, issued
and outstanding 8,000
Additional paid-in capital 29,341
Accumulated deficit (17,948)
19,393
$ 37,505

See independent auditor's report and
accompanying notes to financial statements.




TRI EQUA CAPITAL CORPORATION
STATEMENT OF OPERATIONS

YEAR ENDED JANUARY 31, 2003

Commission revenues $ 638,732

Operating expenses:

Accounting 10,360
Auto 11,510
Bank fees 20
Bond premiums 369
Bonus 79,145
Commissions 269,346
Contributions 126
Entertainment 3,091
Insurance ' 13,997
Licenses and fees 3,989
Miscellaneous 730
Payroll taxes 10,933
Penalties 203
Postage and delivery 1,001
Promotional 651
Rent 22,381
Supplies 17,235
Telephone 1,267
Wages 189,978

636,332
Income before provision for income taxes 2,400
Provision for income taxes (Note 2) 1,324
Net income $ 1,076

See independent auditor's report and
accompanying notes to financial statements.



Balance at
January 31, 2002

Contributions

Net income

January 31, 2003

TRI EQUA CAPITAL CORPORATION
STATEMENT OF CHANGES IN STOCKHOLDER'S EQUITY

YEAR ENDED JANUARY 31, 2003

Additional
Common Stock Paid-in Accumulated
Shares Amount Capital Deficit Total

8,000 $ 8,000 $ 27,341 $ (19,024) $ 16,317
2,000 2,000

1,076 1,076

8,000 $ 8,000 $ 29,341 $ (17,948) $ 19,393

See independent auditor’s report and
accompanying notes to financial statements.




TRI EQUA CAPITAL CORPORATION
STATEMENT OF CASH FLOWS

YEAR ENDED JANUARY 31, 2003

Cash flows from operating activities
Net income
Adjustments to reconcile net income to net cash (used in)
operating activities:

Deferred income taxes
(Increase) in commissions receivable
Increase in accounts payable and other accrued expenses
(Decrease) in accrued commissions

Net cash (used in) operating activities

Cash flows from financing activities:
Stockholder contribution of capital

Net cash provided by financing activities

Net (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Supplemental disclosure:

Cash paid during the year for income taxes

See independent auditor's report and
accompanying notes to financial statements.

1,076

520
(2,070)

2,381
(12,984)

(11,077)

2,000

2,000

(9,077)
25,554

16,477
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TRI EQUA CAPITAL CORPORATION
NOTES TO FINANCIAL STATEMENTS

YEAR ENDED JANUARY 31, 2003

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Business

Tri Equa Capital Corporation (the Company) operates as a broker/dealer in the sale of
mutual funds and annuity products primarily in Southern California. The Company
operates under the provisions of Rule 15¢3-1 of the Securities Exchange Act of 1934.
Additionally, the Company operates under provisions of paragraph (k)(1) of Rule 15¢3-3
of the Securities and Exchange Commission and, accordingly, is exempt from the
remaining provisions of that Rule. The requirements of paragraph (k)(1) provide that the
Company will carry no margin accounts, promptly transmit all customer funds and
deliver all securities received in connection with its activities as a broker/dealer, does not
hold funds or securities for, or owe money or securities to, customers, and effectuates all
financial transactions with its customers through a bank account designated as a special
account for the exclusive benefit of its customers.

Revenue Recognition

Commissions and related expenses are recognized on the settlement date. At January 31,
2003, there were no transactions executed but not yet settled. Accordingly, there is no
material difference from recording commission income on a trade date basis.

Income Taxes

The Company accounts for income taxes in accordance with Statement of Financial
Accounting Standards No. 109, Accounting for Income Taxes, which requires the use of
the "liability method" of accounting for income taxes. Accordingly, deferred income
taxes result primarily from temporary differences between tax and financial reporting
methods.

Use of Estimates

The preparation of financial statements 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 revenue and expenses during the reporting period. Actual results could differ
from those estimates.

Cash and Cash Equivalents

For purposes of the statement of cash flows, the Company considers money market funds
to be cash equivalents.




TRI EQUA CAPITAL CORPORATION
NOTES TO FINANCIAL STATEMENTS

YEAR ENDED JANUARY 31, 2003

NOTE 2 - INCOME TAXES

The provision (benefit) for income taxes for the year ended January 31, 2003 is as
follows:

Current expense:

Federal $ 4
State 800
804
Deferred expense (benefit):

Federal 934
State (414)
520

$ 1,324

The deferred tax assets and liabilities in the accompanying balance sheet consist of the
following:

Current deferred tax:

Deferred tax asset $ 128
Deferred tax liability 0
Net deferred tax asset $ 128

Non-current deferred tax:

Deferred tax asset $ 414
Deferred tax liability (62)
Net deferred tax asset $ 352

The current deferred tax asset results from state franchise taxes accrued for financial
reporting purposes and deducted for federal tax purposes in the subsequent year. The
non-current deferred tax asset results from state net operating loss carryforwards.

State operating losses of $4,680 are carried forward and expire in 2014.




TRI EQUA CAPITAL CORPORATION
NOTES TO FINANCIAL STATEMENTS

YEAR ENDED JANUARY 31, 2003

NOTE 3 - COMMITMENTS

The Company leases its office facilities under a noncancelable operating lease. The lease
expires in December 2004. Rent expense for the noncancelable operating lease for the
year ended January 31, 2003, was $22,381.

Aggregate minimum rent payments under noncancelable operating leases subsequent to
January 31, 2003, are as follows:

2004 $ 22,656
2005 20,768
$ 43,424

NOTE 4 - NET CAPITAL REQUIREMETNS

The Company is subject to the Uniform Net Capital Rule of the Securites and Exchange
Commission (Rule 15¢3-1) which requires the maintenance of a minimum amount of net
capital and that the ratio of aggregate indebtedness to net capital, both of which are
defined, should not exceed 15 to 1. The Rule aso provides that equity capital may not be
withdrawn or cash dividends paid if the resulting net capital ratio would exceed 10 to 1.
At January 31, 2003, the Company had net capital and net capital requirements of $7,324
and $5,000, respectively. The Company’s net capital ratio was 2.5 to 1.




SUPPLEMENTARY SCHEDULE




TRI EQUA CAPITAL CORPORATION

SCHEDULE 1- COMPUTATION OF AGGREGATE INDEBTEDNESS
AND NET CAPITAL UNDER RULE 15¢3-1

JANUARY 31, 2003
Aggregate indebtedness:
Accounts payable and accrued expenses $ 4,786
Commissions payable 13,326
$ 18,112
Net capital:
Total stockholder's equity from statement of financial condition $ 19,393
Commissions receivable non allowable (11,589)
Deferred tax assets (480)
7,324
Minimum net capital required 5,000
Net capital in excess of minimum requirement $ 2,324
Ratio of aggregate indebtedness to net capital 2.5t0 1

There were no material differences between the amounts represented in the
computation of net capital set forth above and the amounts as reported in the
Company's unaudited Part II focus report. Accordingly, no reconciliation is
deemed necessary.




ALLEN,
‘ E HAIGHT,
& COONEY &
MONAGHAN LLP
Certified Public Accountants

INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL

To the Board of Directors
Tri Equa Capital Corporation
Irvine, California

In planning and performing our audit of the financial statements and supplemental schedule of Tri
Equa Capital Corporation (the Company) for the year ended January 31, 2003, 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 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 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.

2302 Martin, Suite 475 » Irvine, CA 92612 ¢ (949) 852-9433 o FAX (949) 852-9620
Donald L. Allen * R. Lee Haight « David C. Cooney ® Thomas F. Monaghan ¢ E-Mail: ahc@ahcllp.com




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 n 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 January 31, 2003 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, Inc. 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. ’ .
W, [reafer $ Ww
March 18, 2003




