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INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*
Ernst & Young LLP
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801 Grand Avenue, Suite 3400, Des Moines, lowa 50309
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Oath or Affirmation

I, Brenda Clancy, affirm that to the best of my knowledge and belief, the accompanying
financial statements and supplemental information pertaining to the firm of Zahorik
Company, Inc., as of December 31, 2003, are true and correct. 1 further affirm that
neither the Company nor any principal officer or director has any proprietary interest in
any account classified solely as that of a customer.

it s

ecutive Vice P?esident,
Information and Finance

&\ m{\m\

Notary Public
& DAWN RENEE LAWSON
Commission Number 172963
* EELX IMY COMMISSION EXPIRES|
4 FEBRUARY 4,

This report contains:

(X) (a) Facingpage

(X) (b) Statement of Financial Condition

(X) (c¢) Statement of Income

(X) (d) Statement of Cash Flows

(X) (e) Statement of Changes in Stockholder’s Equity

( ) (f) Statement of Changes in Liabilities Subordinated to Claims of Credltors

(X) (g) Computation of Net Capital

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

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

(X) (§) A reconciliation, including appropriate explanation, of the Computation of
Net Capital Under Rule 15¢3-1 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 consolidation

(X) () An Oath or Affirmation

( ) (m) A copy ofthe SIPC Supplemental Report (4vailable Under Separate
Cover)

(X) (n) Independent Auditors’ Supplementary Report on Internal Control

0401-0501970



FINANCIAL STATEMENTS AND SUPPLEMENTAL
INFORMATION

Zahorik Company, Inc.
Years Ended December 31, 2003 and 2002
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Zahorik Company, Inc.

Financial Statements and
Supplemental Information

Years Ended December 31, 2003 and 2002
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Suite 3400 www.ey.com
801 Crand Avenue
Des Moines, lowa 50309-2764

Report of Independent Auditors

The Board of Directors and Stockholder
Zahorik Company, Inc.

We have audited the accompanying statements of financial condition of Zahorik
Company, Inc. (the Company, an indirect wholly-owned subsidiary of AEGON N.V.) as
of December 31, 2003 and 2002, and the related statements of income, changes in
stockholder’s equity, and cash flows for the years then ended. 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 in accordance with auditing standards generally accepted in the
United States. 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 audits provide
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 Zahorik Company, Inc. at December 31, 2003 and
2002, 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.

Our audits were conducted for the purpose of forming an opinion on the financial
statements taken as a whole. The accompanying supplemental schedules are presented for
purposes of additional analysis and are not a required part of the financial statements, but
are supplementary information required by Rule 17a-5 of the Securities and Exchange
Commission. Such information has been subjected to the auditing procedures applied in
our audits of the financial statements and, in our opinion, is fairly stated in all material
respects in relation to the financial statements taken as a whole.

S Yy LT

February 6, 2004

0401-0501870 A Member Practice of Ernst & Young Global
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Zahorik Company, Inc.

Statements of Financial Condition

Assets
Cash
Investments:
U.S. Treasury notes, at market value (amortized cost —
$701,978 in 2003 and $1,199,387 in 2002)
Common Stock -
Receivables: :
Agents’ advances, less allowance for doubtful accounts
of $34,069 in 2003 and $44,123 in 2002
Accrued commissions
Accrued interest
Receivable under tax allocation agreement
Deferred income taxes
Prepaid expenses and other assets
Tota) assets

Liabilities and stockholder’s equity
Liabilities:

Accounts payable and accrued expenses

Commissions payable

Due to affiliates

Payable under tax allocation agreement
Total liabilities

Stockholder’s equity:
Capital stock, par value $1, authorized 15,000 shares,
issued and outstanding 1,176 shares
Additional paid-in capital
Retained earnings
Total stockholder’s equity
Total liabilities and stockholder’s equity

See accompanying notes.

0401-0501970

December 31

2003 2002
$ 535429 $1,128,249
702,188 1,207,875
3,000 3,000
131,398 176,549
168,967 117,477
7,058 22,425
37,548 -
39,929 35,008
14,466 26,859
$1,639,983  $2,717,442
$ 288,850 $ 474,797
12,000 18,000
179,944 733,340
- 63,041
480,794 1,289,178
1,176 1,176
1,101,548 1,101,548
56,465 325,540
1,159,189 1,428,264
$1,639,983  $2,717,442
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Zahorik Company, Inc.

Statements of Income

Revenue:
Commissions
Interest

Total revenue

Expenses:
Commissions
Compensation and employee benefits
General and administrative
Office and equipment rent

. Allocated expenses from affiliates

Unrealized depreciation of investments
Total expenses
Loss before income taxes
Income tax benefit:
Current
Deferred
Net loss

See accompanying notes.

0401-0501970

Year Ended December 31
2003 2002
$3,589,613  $3,619,278

28,548 68,348
3,618,161 3,687,626
1,575,237 1,545,589
1,314,648 1,199,450

835,024 723,472

184,068 205,565

96,895 128,135

8,278 39,998

4,014,150 3,842,209
(395,989) (154,583)
(121,993) (45,043)
(4,921) (23,663)
(126,914) (68,706)
$ (269,075) $ (85,877)
3
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Zahorik Company, Inc.

Statements of Changes in Stockholder’s Equity

Balance at January 1, 2002
Net loss

Balance at December 31, 2002
Net loss

Balance at December 31, 2003

See accompanying notes.

0401-0501970

Additional Total
Capital Paid-In Retained Stockholder’s
Stock Capital _ Earnings Equity
$1,176  $1,101,548 $411,417  $1,514,141
- - (85,877) (85,877)
1,176 1,101,548 325,540 1,428,264
— - (269,075) (269,075)
$1,176  $1,101,548 § 56,465  $1,159,189
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Zahorik Company, Inc.

Statements of Cash Flows

Year Ended December 31
2003 2002
Operating activities
Net loss $ (269,075) § (85,877)
Adjustments to reconcile net loss to net cash
provided by (used in) operating activities:
Unrealized depreciation of investments 8,278 39,998
Accretion of investment discounts, net (613) (2,348)
Deferred income tax benefit (4,921) (23,663)
Change in operating assets and liabilities:
Receivables 9,028 (40,129)
Due to affiliates, including receivable/payable under
tax allocation agreement (653,985) 266,182
Prepaid expenses and other assets 12,293 (10,811)
Accounts payable and accrued expenses (185,947) 42,713
Commissions payable (6,000) (14,000)
Net cash provided by (used in) operating activities (1,090,842) 172,065
Investing activities
Maturity of U.S. Treasury Note 1,200,000 -~
Purchase of U.S. Treasury Note (701,978) ~
Purchase of common stock - (3,900)
Net cash provided by (used in) investing activities 498,022 (3,900)
Increase (decrease) in cash (592,820) 168,165
Cash at beginning of year 1,128,249 960,084
Cash at end of year $ 535,429 $1,128,249

See accompanying notes.

0401-0501970
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Zahorik Company, Inc.
Notes to Financial Statements
December 31, 2003

1. Principal Activities and Significant Accounting Policies

Zahorik Company, Inc. (the Company) is a wholly-owned subsidiary of AUSA Holding
Company, an indirect wholly-owned subsidiary of AEGON N.V., a holding company
organized under the laws of The Netherlands. The Company is a registered broker-dealer
under the Securities Exchange Act of 1934 whose principal business activity is the sale of
tax-sheltered annuities and various types of insurance.

Investments are carried at quoted market value at the last sale price on the day of
valuation. The resulting difference between cost and market is included in net income
(loss). The specific identification method is used in determining realized gains and losses
and unrealized appreciation or depreciation of investments.

Commissions are paid upon receipt of accrued commissions receivable from the various
underwriting insurance companies.

Deferred income taxes have been established for the net tax effects of temporary
differences between the carrying amounts of assets and liabilities for financial reporting
purposes and the amounts recognized for income tax purposes using the enacted marginal
tax rate. Deferred income tax expenses or credits are based on the changes in the asset or
liability from period to period.

The Company’s assets and liabilities include various items that meet the definition of
financial instruments and require disclosure of their related fair values. Due to the nature
of the Company’s financial instruments other than its investments in U.S. Treasury notes
and common stock carried at market value, management does not believe the fair values
of such assets and liabilities differ materially from those carrying amounts included
herein.

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States 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.

0401-0501970 6



Zahorik Company, Inc.

Notes to Financial Statements (continued)

2. Income Taxes

The Company files a consolidated federal tax return with certain affiliated companies.
Each member of the group has agreed to pay its proportionate share of income taxes
calculated on a separate return basis. Deferred income taxes have been established by
each member of the consolidated group based upon temporary differences within each
entity.

Deferred income taxes arise primarily from differing methods used to account for the
allowance for doubtful accounts, unrealized appreciation/depreciation of investments,
accrued vacation compensation, and certain other accrued expenses. Deferred income
taxes are comprised of the following:

December 31
2003 2002
Gross deferred income tax liabilities $ (282) § (5,427)
Gross deferred income tax assets 40,211 40,435
Deferred tax asset $39,929 $ 35,008

Federal income tax benefit differs from the amount computed by applying the statutory
federal income tax rate to loss before income tax due to the true up of prior year income
taxes and non-deductible expenses for the year ended December 31, 2002.

3. Transactions with Affiliates

The Company received approximatély $227,877 and $295,509 in commission income
from affiliates in 2003 and 2002, respectively.

The Company paid approximately $92,335 and $123,335 to affiliated companies for
managerial services in 2003 and 2002, respectively.

The Company is allocated benefit expenses from the parent for employee related costs, as
all employees are considered employees of the parent, not employees of the Company.
The Company’s allocated share of pension expense was $37,200 and $60,291 in 2003
and 2002, respectively.

0401-0501970



Zahorik Company, Inc.

Notes to Financial Statements (continued)

3. Transactions with Affiliates (continued)

The Company participates in a stock purchase plan sponsored by the parent for the
benefit of the Company’s agents. The Company incurred expenses of $22,017 and
$30,312 in 2003 and 2002, respectively, related to this plan.

4. Net Capital Requirement

The Company is subject to the net capital provisions of Rule 15¢3-1 of the Securities
Exchange Act of 1934. This rule prohibits the Company from engaging in any securities
transactions at a time when (a) its “aggregate indebtedness” exceeds 15 times its
“net capital” or (b) its “net capital” is less than a minimum amount as those terms are
defined by the rule. Net capital and the related net capital ratio may fluctuate on a daily
basis. At December 31, 2003, the Company had net capital of $669,082, which was
$419,082 in excess of its required net capital of $250,000. The Company’s ratio of
aggregate indebtedness to net capital at December 31, 2003 was 0.72 to 1. Various other
regulatory agencies may impose additional capital requirements.

5. Lease Commitments
The Company is obligated under operating lease agreements expiring in December 2007
for its office premises. Rental expense for all operating leases in 2003 and 2002 was

$184,968 and $205,565, respectively.

At December 31, 2003, minimum rental payments under all noncancelable operating
leases with initial terms of one year or more are:

Year ending December 31:

2004 $150,511
2005 154,570
2006 156,045
2007 159,365

$620,491

0401-0501970 8
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Zahorik Company, Inc.

Computation of Net Capital ~ Part II

December 31, 2003

. Total ownership equity from

Statement of Financial Condition

. Deduct ownership equity not

allowable for Net Capital

. Total ownership equity qualified for |

Net Capital

. Add:

A. Liabilities subordinated to claims
of general creditors allowable in
computation of net capital

B. Other (deductions) or allowable
credits

. Total capital and allowable

subordinated liabilities

. Deductions and/or charges:

A. Total nonallowable assets from
Statement of Financial Condition
(Notes B and C):

1. Additional charges for
customers’ and non-
customers’ security accounts

2. Additional charges for
customers’ and non-
customers’ commodity
accounts

B. Aged fail-to-deliver
1. Number of items

C. Aged short security differences —
less reserve of
1. Number of items

D. Secured demand note deficiency

E. Commodity futures contracts and

spot commodities — proprietary

capital charges

Other deductions and/or charges

Deductions for accounts carried

under 15¢3-1(a)(6), and (a)(7) and

(©)(2)(x)

H. Total deductions and/or charges

o

0401-0501970

$1,159,189
1,159,189
1,159,189
395,107
$ —
95,000
§ 490,107




J

Zahorik Company, Inc.

Computation of Net Capital — Part II (continued)

Computation of Net Capital (continued)

7. Other additions and/or allowable credits:

8. Net capital before haircuts on securities
positions

9. Haircuts on securities [computed, where
applicable, pursuant to 15¢3-1 (f)]:
A. Contractual securities commitments
B. Subordinated securities borrowings
C. Trading and investment securities:

1.

2.

No v

8.

Bankers’ acceptances, certificates of
deposit and commercial paper
U. S. and Canadian government
obligations

State and municipal government
obligations

Corporate obligations

Stocks and warrants

Options

Arbitrage

Other securities

D. Undue Concentration
E. Other
10. Net Capital

0401-0501970

669,082

$ 669,082
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Zahorik Company, Inc.

Computation of Net Capital — Part II (continued)

Computation of Basic Net Capital Requirement

Part A _
11. Minimum net capital required (6-2/3% of line 19)
12. Minimum dollar net capital requirement of reporting broker

or dealer and minimum net capital requirement of

subsidiaries computed in accordance with Note (A)
13. Net capital requirement (greater of line 11 or 12)
14. Excess net capital (line 10 less 13)
15. Excess net capital at 1000% (line 10 less 10% of line 19)

Computation of Aggregate Indebtedness

16. Total A.1l liabilities from Statement of Financial Condition
17. Add:

_$32053

250,000

250,000

419,082

621,003

$480,794

A. Drafts for immediate credit $-

B. Market value of securities borrowed for which no
equivalent value is paid or credited -
C. Other unrecorded amounts -

18. Deduct: Adjustment based on deposits in Special Reserve
Bank Accounts [15¢3-1(c)(1)(vii)]

19. Total aggregate indebtedness

20. Percentage of aggregate indebtedness to net capital (line 19
+ by line 10) _

21. Percentage of aggregate indebtedness to net capital after
anticipated capital withdrawals

Other Ratios
Part C
29. Percentage of debt to debt-equity total computed in
accordance with Rule 15¢3-1(d)

. 30. Options deductions/Net Capital ratio (1000% test) total

deductions exclusive of liquidating equity under Rule
15¢3-1(a)(6), (a)(7) and (c)(2)(x) + Net Capital

0401-0501970

480,794

N/A

%

%

72%

72%

11
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Zahorik Company, Inc.

Statement Relating to Certain Determinations
Required Under Rule 15¢3-3 — Part II

December 31, 2003

Computation for Determination of Reserve Requirements
Pursuant to Rule 15¢3-3

Credit Balances

1. Free credit balances and other credit balances in
customers’ security accounts (see Note A, Exhibit A,
Rule 15¢3-3) $117,623

2. Monies borrowed collateralized by securities carried for
the accounts of customers (see Note B) -

3. Monies payable against customers’ securities loaned (see
Note C) —

4. Customers’ securities failed to receive (see Note D) -

5. Credit balances in firm accounts which are attributable to
principal sales to customers -

6. Market value of stock dividends, stock splits and similar
distributions receivable outstanding over 30 calendar
days -

7. Market value of short security count differences over 30
calendar days old** -

8. Market value of short securities and credits (not to be
offset by longs or by debits) in all suspense accounts over
30 calendar days** -

9. Market value of securities which are in transfer in excess
of 40 calendar days and have not been confirmed to be in
transfer by the agent or the issuer during the 40 days -

10.  Other (list) _
11. Total credits $117,623

Debit Balances

12. Debit balances in customers’ cash and margin accounts
excluding unsecured accounts and accounts doubtful of
collection net of deductions pursuant to Note E,
Exhibit A, Rule 15¢3-3** -

13.  Securities borrowed to effectuate short sales by customers
and securities borrowed to make delivery on customers’
securities failed to deliver -

0401-0501970
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Zahorik Company, Inc.

Statement Relating to Certain Determinations
Required Under Rule 15¢3-3 — Part IT (continued)

Computation for Determination of Reserve Requirements
Pursuant to Rule 15¢3-3 (continued)

Debit Balances (continued)

14. Failed to deliver of customers’ securities not older than

30 calendar days $ —
15. Margin required and on deposit with the Options Clearing

Corporation for all option contracts written or purchased

in customer accounts (see Note F) —
16.  Other (list) -
17. Aggregate debit items** -
18. Less 3% [for alternative method only — see

Rule 15¢3-1(H)(5)(1)]** -
19. Total 15¢3-3 debits** -

Reserve Computation

20. Excess of total debits over total credits (line 19 less

line 11) —
21. Excess of total credits over total debits (line 11 less

line 19) 117,623
22. If computation permitted on a monthly basis, enter 105%

of excess of total credits over total debits 123,504

23.  Amount held on deposit in “Reserve Bank Account(s)”,

including value of qualified securities, at end of reporting

period 400,000
24.  Amount on deposit (or withdrawal) including value of

securities —
25. New amount in Reserve Bank Account(s) after adding

deposit or subtracting withdrawal including value of

qualified securities 400,000
26. Date of deposit -

There are no material differences between the amounts presented above and the amounts
presented in the Company’s December 31, 2002 unaudited FOCUS Part II Report.

0401-0501970 1 3



Zahorik Company, Inc.

Statement Relating to Certain Determinations
Required Under Rule 15¢3-3 — Part II (continued)

Information Relating to the Possession or Control
Requirements Under Rule 15¢3

Customers’ fully paid securities and excess margin securities
not in the respondent’s possession or control as of the report
date (for which instructions to reduce to possession or control
had been issued as of the report date) but for which the
required action was not taken by respondent within the time
frames specified under Rule 15¢3-3.

Number of items

Customers’ fully paid securities and excess margin securities
for which instructions to reduce to possession or control had
not been issued as of the report date, excluding items arising
from “temporary lags which result from normal business

operations” as permitted under Rule 15¢3-3.

Number of items

04010501970
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Zahorik Company, Inc.

Statement Pursuant to Rule 17a-5(d)(4)

December 31, 2003

Differences exist between the computation of Net Capital-Part IT which is included in this
audited report and the computation in the Company’s corresponding unaudited Focus
Report (Form X-17A-5, Part II) filing as of December 31, 2003. Ownership equity
increased by $9,485, nonallowable assets decreased by $33,911 and aggregate
indebtedness decreased by $43,396. As a result, net capital and excess net capital
increased by $43,396, excess net capital at 1000% increased by $47,736 and the
percentage of aggregate indebtedness to net capital decreased from 84% to 72%.

0401-0501970

15



EI-IERNST& YOUNG 2 Ernst & Young Lip B Phone: (515) 243-2727

Suite 3400 WWW.€ey.com
801 Grand Avenue
Des Moines, lowa 50309-2764

Independent Auditors’ Supplementary
Report on Internal Control

The Board of Directors
Zahorik Company, Inc.

In planning and performing our audit of the financial statements and supplemental
schedules of Zahorik Company, Inc. (the Company), for the year ended December 31,
2003, we considered its internal control, including control activities for safeguarding
securities, 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 criteria
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 the reserve required by
Rule 15¢3-3(e) of the SEC. 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; and (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 internal 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 criteria. 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
accordance with accounting principles generally accepted in the United States.
Rule 17a-5(g) lists additional criteria of the practices and procedures listed in the
preceding paragraph.

0401.0501570 A Member Practice of Ernst & Young Global
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Because of inherent limitations in any 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 internal control
may become inadequate because of changes in conditions or that the effectiveness of its
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 errors 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, and its operation 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 meet such criteria 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, 2003, to meet the SEC’s criteria.

This report 1s intended solely for the information and use of the Board of Directors,
management, the SEC, the National Association of Securities Dealers, 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.
e \ﬁmj) LL

February 6 ,2004
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