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AN ACCOUNTANCY CORPORATION

Independent Auditor’s Report

Board of Directors
McClurg Capital Corporation

I have audited the accompanying statement of financial condition of McClurg Capital Corporation
as of September 30, 2003, 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. My responsibility is to express an opinion on these financial statements based on my
audit.

I conducted my audit in accordance with auditing standards generally accepted in the United States
of America. Those standards require that [ plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatements. 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. Ibelieve
that my audit provides a reasonable basis for my opinion.

In my opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of McClurg Capital Corporation as of September 30, 2003, and the results of their
operations and their cash flows for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

My examination was made for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained on Schedules I-III are presented for purposes of
additional analysis and is not required as part of the basic financial statements, but as supplementary
information required by Rule 17a-5 of the Securities and Exchange Commission. Such information
has been subject to the auditing procedures applied in the examination of the basic financial
statements and, in my opinion, is fairly stated in all material respect in relating to the basic financial
statements taken as a whole and in conformity with the rules of the Securities and Exchange
Commission.

%G.Breard

Certified Public Accountant

Northridge, California
October 22, 2003

NORTHRIDGE OFFICE PLAZA
9010 CORBIN AVENUE, SUITE 7
NORTHRIDGE, CALIFORNIA 91324
(818) 886-0940 « FAX (818) 886-1924
BreardCPA®@aol.com




McClurg Capital Corporation
Statement of Financial Condition

September 30, 2003
ASSETS

Cash and cash equivalents $§ 297,824
Accounts receivable 4,620
Receivable from brokers, dealers and clearing organizations 52,393
Marketable securities, available for sale 16,100
Deposit with clearing firm 33,798
Securities, not readily marketable 4,875
Equipment and furniture, net of $59,768 accumulated depreciation 38,957
Broker advance 19,500
Prepaid income taxes 1,594
Deposits 10,508

Total assets : $ 480.169

LIABILITIES AND STOCKHOLDERS’ EQUITY

Commissions payable $ 50,228
Salaries payable 31,974
Income taxes payable 203

Total liabilities 82,405

Stockholders’ equity
Common stock, no par value; 1,000,000 shares authorized,

822,000 shares issued and outstanding 16,063
Retained earnings 391,501
Unrealized gains (losses) on marketable securities, available for sale (9.800)

Total stockholders’ equity 397.764

Total liabilities and stockholders’ equity $ 480.169

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

Statement of Income

For the Year Ended September 30, 2003

Revenues
Commissions income
Fee based income
Insurance income
Interest income
Realized gains (losses)
Other income

Total revenues

Expenses

Employee compensation and benefits
Commissions and floor brokerage
Communications

Occupancy and equipment rental
Interest

Taxes, other than income taxes
Other operating expenses

Total expenses
Income before income taxes

Income taxes
Income tax provision

Total income taxes

Net income

$ 811,389
378,184
574,766

5,451
(1,375)
155

1,769,070
436,178
1,048,598
55,745
60,128
650
31,436
106.539
1,739.274

29,796

8.944

8.944

$ 20852

The accompanying notes are an integral part of these financial statements.
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McClurg Capital Corporation
Statement of Changes in Stockholders' Equity
For the Year Ended September 30, 2003

Unrealized

Gain (loss)

Marketable

Securities,
Common Retained Available Comprehensive
Stock Earnings _For Sale _ Total Income

Balance, September 30,2002 $ 16,063 $ 370,649 § (7,200) $ 376,512

Gain (loss) on marketable
securities available for sale - - (2,600) (2,600) $ (2,600)

Net income —- 20.852 — 20.852 20.852

Balance, September 30,2003 $§ 16,063 $ 391,501 $ (9.800) $ 397764 § 18,252

The accompanying notes are an integral part of these financial statements.
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McClurg Capital Corporation
Statement of Cash Flows
For the Year Ended September 30, 2003

Cash Flows from Operating Activities:

Net income $ 20,852
Adjustments to reconcile net income to net cash and cash

equivalents provided by operating activities:

Deprecation $ 14,965 -
(Gain) loss on sale of marketable securities 1,375
(Increase) decrease in:
Accounts receivable 12,210
Receivable from brokers, dealers and clearing firms (5,951)
Prepaid income taxes 3,492
Deposit with clearing firm (385)
Broker advance (2,940)
Increase (decrease) in liabilities:
Accounts payable (9,957)
Commissions payable (22,868)
Salaries payable 1,710
Income taxes payable 203
Total adjustments (8.146)
Cash and cash equivalents provided by operating activities 12,706
Cash Flows from Investing Activities:
Proceeds from sale of marketable securities 2,000
Write off of note receivable 20,733
Cash and cash equivalents provided by investing activities 22,733
Cash Flows from Financing Activities: ' —
Net increase (decrease) in cash and cash equivalents 35,439
Cash and cash equivalents, October 1, 2002 262.385
Cash and cash equivalents, September 30, 2003 $ 297.824
Supplemental disclosures of cash flow information:
Cash paid for interest $ 650
Cash paid for income taxes $ 7,350

Supplemental disclosure of non—cash activity:

During the year ended September 30, 2003, the Company expensed its expired options for $1,625
and wrote off a note receivable for $20,733. The Company also marked to market its marketable
securities, available for sale by reducing equity $2,600.

The accompanying notes are an integral part of these financial statements.
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McClurg Capital Corporation
Notes to Financial Statements
September 30, 2003

Note 1: ORGANIZATION

McClurg Capital Corporation (the Company) is a California corporation registered as a
broker/dealer in securities under the Securities Exchange Act of 1934, as amended. The
Company was incorporated on June 26, 1985 and began operations on October 1, 1985. The
Company does not handle or maintain securities in its physical possession nor does it maintain
customer accounts. All transactions for accounts of customers are cleared through another
member firm on a fully disclosed basis.

The entire balance of receivable from broker/dealer and clearing organizations is due from the
Company’s clearing broker. The Company operates primarily in the Northern California region
and the majority of sales are within the fixed income, stock, and mutual fund markets. The
Company received commission revenue from five brokers that represents more than 10% of its
revenues for the year ended September 30, 2003.

Note 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Summary of Significant Accounting Policies

The presentation of financial statements in conformity with accounting principles generally
accepted in the United States of America 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 expense during the reporting period. Actual results could differ form those estimates.

Cash and cash equivalents

The Company considers all investments that are purchased with a maturity of three months or
less to be cash equivalents.

Marketable Securities at Market Value
Marketable securities consist of municipal bonds that are stated at market value. Any unrealized

gains and losses resulting from the mark to market are recorded net of realized gains and losses
on the income statement in the period incurred.




McClurg Capital Corporation
Notes to Financial Statements
September 30, 2003

Note 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Marketable Securities, available for sale

Marketable securities are valued at quoted market value and consist of equity securities held for
investment. The resulting difference between cost and market value is included as an element of
stockholder's equity, net of deferred taxes.

Revenue Recognition

Security transactions are recorded on a trade-date basis. Order flow income is recognized upon
receipt. Fee-based income is recognized when earned.

Advertising
Advertising costs are expensed as incurred.
Equipment and Furniture

Equipment and furniture are stated at cost. Depreciation of furniture and equipment is computed
using the straight-line method over an estimated useful life of five to seven years. Maintenance
and repairs are charged to operations when incurred. Betterments and renewals are capitalized.

Comprehensive Income

The Company has adopted Statement of Financial Accounting Standards No. 130, “Reporting
Comprehensive Income” (SFAS 130). SFAS 130 establishes standards for the reporting and
presentation of comprehensive income and its components in financial statements.
Comprehensive income includes net income and “other comprehensive income,” which includes
charges or credits to equity that are not the result of transactions to shareholders. The Company’s
only material component of “other comprehensive income” is unrealized gain or loss on
securities available for sale.

Note 3: MARKETABLE SECURITIES, AVAILABLE FOR SALE

The Company maintains an investment in common stock of the NASDAQ stock Market, Inc.
The market value of these investments at September 30, 2003 was $16,100.




MecClurg Capital Corporation
Notes to Financial Statements
September 30, 2003

Note 3: MARKETABLE SECURITIES, AVAILABLE FOR SALE
(Continued)

The Company considers these marketable securities as available-for-sale as defined by FASB
115, Accounting For Certain Investments in Debt and Equity Securities. Unrealized gains
(losses) on marketable securities available for sale consisted of gross unrealized gains of $-0—
and gross unrealized losses of $9,800, and $-0- for deferred income taxes.

Note 4: SECURITIES, NOT READILY MARKETABLE

Securities, not readily marketable consist of 500 warrants in the NASDAQ Stock Market, Inc.,
these securities were offered primarily to NASD members and purchased through a Private
Placement Memorandum. The warrants are exercisable in four tranches over four years. The
first tranche became exercisable on June 28, 2002 at $13 and expired on June 27,2003. The
Company has the remaining options to exercise in the following tranches;

Exercisable on _Expires on Exercise Price

Tranche 2 500 shares June 30, 2003 June 25, 2004 $ 14.00
Tranche 3 500 shares June 28, 2004 June 27, 2005 $15.00
Tranche 4 500 shares June 28, 2005 June 27, 2006 $16.00

The Company is carrying these warrants at their amortized cost of $4,875.

Note 5: PROPERTY., PLANT AND EQUIPMENT

Property, plant and equipment as of September 30, 2003 consisted of the following:

Automobile $ 66,552
Machinery and equipment 21,951
Furniture and fixtures 10,222
98,725

Less accumulated depreciation (59.768)
$ 38957

Depreciation expense for the year ended September 30, 2003 is $14,965.




McClurg Capital Corporation
Notes to Financial Statements
September 30, 2003

Note 6: INCOME TAXES

The provision for income taxes at September 30, 2003 consisted of the following:

Federal income tax provision § 5306
State income tax provision 3.638
Current income tax provision 8,944
Deferred income taxes (benefit) —
Total income tax expense $ 8944

Note 7: PENSION PLAN

The Company has a Salary Reduction Simplified Employee Pension Plan (SARSEP).

Employees are eligible to participate in the plan after having performed service for the employer
during at least one of the preceding five plan years. Employer contributions to the plan are
discretionary. Employee and employer contributions vest 100% immediately. For the year ended
September 30, 2003, the Company did not make a contribution to the plan.

Note 8: COMMITMENTS AND CONTINGENCIES

Operating lease

In May 1999, the Company entered into a five (5) year lease for the San Rafael office space.
Rent expense under this agreement for the year ended September 30, 2003 was $60,128. The
lease terms call for Consumer Price Index adjustments beginning on January 1, 2002.

The future minimum lease expenses are:
September 30,

2004 $ 40,572
2005 and thereafter -
Total $ 40,572

Note 9: NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule
(SEC 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. Net
capital and aggregate indebtedness change day to day, but on September 30, 2003, the Company
had net capital of $316,892, which was $216,892 in excess of its required net capital of
$100,000; and the Company's ratio of aggregate indebtedness ($82,405) to net capital was .26 to
1, which is less than the 15 to 1 maximum ratio allowed.

-8-




McClurg Capital Corporation
Schedule I-Computation of Net Capital Requirements
Pursuant to Rule 15¢3-1

As of September 30, 2003

Computation of net capital
Common stock $ 16,063
Retained earnings 391,501
Unrealized gains (losses) on marketable

securities, available for sale (9.800)

Total stockholders’ equity $ 397,764
Less: Non-allowable assets

Securities, not readily marketable (4,875)

Equipment and furniture, net (38,957)

Broker advance (19,500)

Prepaid income taxes (1,594)

Deposits (10.508)

Total non—-allowable assets (75.434)

Net capital before haircuts 322,330
Haircuts on securities

Marketable securities (2,415)

Money market (3.023)

Total haircuts on securities (5.438)

Net capital 316,892

Computation of net capital requirements
Minimum net capital requirements

6 2/3 percent of net aggregate indebtedness $ 5,494
Minimum dollar net capital required $ 100,000
Net capital required (greater of above) (100.000)
Excess net capital $ 216,892
Ratio of aggregate indebtedness to net capital 0.26: 1

There was no material difference in net capital computed above and that which was reported by
the Company in Part I of Form X-17A-5.

See independent auditor's report.
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McClurg Capital Corporation
Schedule II-Computation for Determination of Reserve
Requirements Pursuant to Rule 15¢3-3
As of September 30, 2003

A computation of reserve requirements is not applicable to McClurg Capital Corporation as the
Company qualifies for exemption under rule 15¢3-3 (k)(2)(ii).

See independent auditor's report.
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MeClurg Capital Corporation
Schedule I1I-Information Relating to Possession or Control
Requirements Under to Rule 15¢3-3
As of September 30, 2003

Information relating to possession or control requirements is not applicable to McClurg Capital
Corporation as the Company qualifies for exemption under Rule 15¢3-3 (k)(2)(ii).

See independent auditor's report.
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McClurg Capital Corporation
Supplementary Accountant's Report
on Internal Accounting Control
Report Pursuant to 17a-5

for the Year Ended September 30, 2003




INVIE TR DAL AL ) L
AN ACCOUNTANCY CORPORATION

Board of Directors
McClurg Capital Corporation

In planning and performing my audit of the financial statements of McClurg Capital Corporation (the
Company), for the year ended September 30, 2003, I considered its internal control structure, for the
purpose for safeguarding securities, in order to determine our auditing procedures for the purpose
of expressing my opinion on the financial statements and not to provide assurance on the internal
control structure.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission, I have made a
study of the practices and procedures followed by McClurg Capital Corporation. including tests of
such practices and procedures that I considered relevant to 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 15¢3-
3. Because the Company does not carry security accounts for customers or perform custodial
functions relating to customer securities, I 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
structure and the practice and procedures referred to in the preceding paragraph in fulfilling this
responsibility, estimates and judgements by management are required to assess the expected benefits
and related costs of internal control structure policies and procedures and of the practices and
procedures referred to in the proceeding paragraph and to assess whether those practices and
procedures can be expected to achieve the Commission's above mentioned objectives. Two of the
objectives of an internal control structure 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 conformity with generally accepted accounting principles.
Rule 17-5(g) lists additional objectives of the practices and procedures listed in the preceding

paragraph.

NORTHRIDGE 'OFFICE PLAZA
9010 CORBIN AVENUE, SUITE 7
NORTHRIDGE, CALIFORNIA 91324
(818) 886-0940 « FAX (818) 886-1924
BreardCPA@aol.com




Because of inherit limitations in any internal control structure or the practices and procedures
referred to above, errors or irregularities may occur and not be detected. Also, projection of any
evaluation of them to future periods is subject to the risk they may become inadequate because of
changes in conditions or that the effectiveness of their design and operation may deteriorate.

My consideration of the internal control structure would not necessarily disclose all matters in the
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 design or
operation of the specific internal control structure elements does not reduce to a relatively low level
the risk that errors or irregularities 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, I noted no matters involving the
internal control structure, including procedures for safeguarding securities, that I considered to be
material weakness as defined above.

I understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the Commission to be adequate for its purpose 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 material
inadequacy for such purposes. Based on this understanding and on my study, I believe that the
Company's practices and procedures were adequate at September 30, 2003 to meet the Commission’s
objectives.

This report is intended solely for the use of management, the Securities and Exchange Commission,
and other regulatory agencies which rely on Rule 17a-5(g) under the Securities Exchange Act of
1934 and should not be used for any other purpose.

Kevin G. Breard
Certified Public Accountant

Northridge, California
October 22, 2003
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