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OATH OR AFFIRMATION

1, 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.

of DECEMBER 31 ,20 03 | are true and correct. 1 further swear (or affirm) that

, as

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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This report ** contains (check all applicable b
g (a) Facing Page. c0
(b) Statement of Financial Condition. ”/lunml\\““
X (c) Statement of Income (Loss).
3 (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.
O (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
O (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.
O () 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.
O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.
é (1) An Oath or Affirmation.

O (m) A copy of the SIPC Supplemental Report.
O (n) Areportdescribing any material inadequacies foundto exist or found to have existed since the date ofthe previous audit.
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¥*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, 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. 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, 2003, and the results

of its operations and its cash flows for the year then ended in conformity with accounting principles
generaily 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.

Yéf%f,%ﬂ?ﬁ !%/m AL

Atlanta, Georgia

February 12, 2004

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




DAVIS, MENDEL & REGENSTEIN, INC.
STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2003

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
Aliowance 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-

$ 1,612,189
487.869
2,100.058

272,994
(227.210)

45,784

7.149

$_2.152.991

$ 925,576
877,327

9,501

1,812,404

66
177,936
162,585

340,587

$__2.152.991




DAVIS, MENDEL & REGENSTEIN, INC.
STATEMENT OF INCOME
FOR THE YEAR ENDED DECEMBER 31, 2003

Commissions earned $ 30,654,386
Cost of commissions 9,370,868
Gross profit 21,283,518
General and administrative expenses 2,659,583
Income from operations 18.623.935

Other income (expense)

Interest income 10,902
Research expense (18.634.837)
(18.623.935)

Net income $ 0

See auditors' report and accompanying notes
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DAVIS, MENDEL & REGENSTEIN, INC.
STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2003

Common Additional Retained
Stock Paid-in Capital Earnings Total
Balances, January 1, 2003 $ 66 % 177,936 $ 162,585 $ 340,587
Net income 0 0 0 0
Balances, December 31, 2003 $ 66 $ 177.936 $ 162585 $ 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, 2003

Increase (Decrease) Iin 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
Decrease in accounts receivable
Increase in accounts payable and
accrued expenses
Decrease 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 decrease 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

-5-

12,434
101,392
405,787

(517,747)
794

2.660

2,660

(19.072)

(@]

(16,412)

1.628.601

$_1.612.189

————————




DAVIS, MENDEL & REGENSTEIN, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2003

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. It 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 $112,082 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 $1,450,755, 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, 2003

Note B
Accounts Receivable

At December 31, 2003, the Company had accounts receivable totaling $487,869 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, 2003, of $18,634,837. The amount owed to NDR at
December 31, 2003, was $877,327, 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, 2003, the Company had net capital of $258,638, which was $137,812 in
excess of its required net capital of $120,826. The Company's net capital ratio was 7.01 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, 2003

Note F
Clearing Agreements

The Company has entered into agreements with Bear Stearns & Co. (Bear), Correspondent Services
Corporation, 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 13% - 14% of the commissions
paid to the Company by its customers. The amount paid to Bear for the year was $1,721,485.
Correspondent Services Corporation, National Financial Services, LLC, and Banc of America Securities,
LLC receive approximately 14% - 15% under similar agreements and were paid $381,641, $153,423 and
$339,160, respectively.

Note G
Lease Commitments

The Company leases office space and certain equipment under operating leases. Rent expense was
$173,928 for the year. The minimum lease commitments are as follows:

2004 $ 165,750
2005 169,894
2006 174,142
2007 178,495
2008 182,958
Thereafter 61.486

$ 932725

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 2003, the
Company funded a contribution of $164,950 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, 2003, 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 2003, the Company funded a contribution of $375,021 to the Share Plan.




'DAVIS, MENDEL & REGENSTEIN, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2003

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 2003.

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, 2003, 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 IIA

BROKER OR DEALER  Davis, Mendel and Regenstein, Inc »n of

12/31/03

v

10.

bUN =

COMPUTATION OF NET CAPITAL

Total ownership equity from Statement of Financisl Condition. . ... .. T Y $ ji(L587 3480
Deduct ownership equity NOT 3liowabie 10r NeT CaPITdl . . . ...\t iirinenrecunesrerenrnsnrasnsrsscansoss .'.l ) 3490
To1sl ownershnip equity Qualidied 10r NET CaPItBl ¢ .. .ot vttt ittt iienrarneanssansssosonensonnanensneensns 0 3500
Add:
A. Lisbilities subordinated 10 claims of general creditors sliowabie in computstion of netespital. . .........oonneen -0- 3520
8. Other (deductions) or sliowable credits (Listh. ... ... ... .. ittt irnruionsranrnsoeacaenrossssornonas 3525
Total capital 3nd allowable SUDOIGINITEE HABIITIEE. . . . oot v e i eneieienoaoceessoiosnennuanenenaessosnss $ 340.587 |3530
Deductions and/or charges: y
A. Total nonaliowable sssets from Statement of Financisl Condition{Notes Band C) $ 52!933 3540
B. Secured 0emang NOTE CeTICIBACY . . .. . oo i e ennnrtovncsvensnassosans 3590
C. Commodity futures contracts and spot commodities-

PIODIICIarY CODITBl Charges. . . ... . ..ot iitese ittt tentnnonsrronnsens 3600 ]
D. Other 0eductions BNA/Or CRBPGRS . . ... v vee e eereeereeeeerseeennns 310} | 52,933 [3620
Other 800ition aNG/Or BIIOWADIE CTEAITS (LISTh. . .. o\ otesvrte e s s snsaeaensenesoonnnesocarsnesannses -N. 3630
Net capital DETOre MairCus OR BECUTITI®E DOBITIONS .. .ot tvutetteaete s innaneannan e ennnaeeessennoeseans Ys 287,654 | 3640

Maircuts on securities (computed, where spplicable,
pursuant 1o 15¢3-1 (f)):

A. Contractual secunities COMMITMENTS . . ... ... 0vueneneoennenarnaansnnnn $ 3860
8. SuDOTUINSIET SECUNNBI DOITOWINGS . . . ... ittt iniininnanrennnens 3670
C. Trading and investment securities:
Y. Exempled securiti®s . . ... e |'l 3735
2. DebIseCUNItIBS . ... i i e e ey -3733
3. Options ............. Dreyfus Money. Market .(1,450,755.@. 2%) . . 29.016 3730
Q. ONEr BECUTILIES . ..\ et e e esnn s eeerneennasnenernonnersne 3734
D. UnGue CONCENIIBIION L . L.\ttt ttiritetersinnne o erasaaarons 650
B, Other LISt . . ittt et e 3736 29.016 1 37e0

LTy o7 T 7 H PPN S 258,638 3750

See auditors' report
-11-

OMIT PENNIES




FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART 1A

BROKER OR DEALER Davis, Mendel and Regenstein, Inc. ssoft___12/31/03

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

Part A
11, Minimum net capital required (6:2/3% of 1ine 18] ... . .. ittt iiereanesenrosoiseaiseniasnnonsraasnuass $ : 120,826] 3756
12. Minimum doltar net capital requirement of reporting broker or dealer and minimumm net capital requirement
of subsicharies computed 11 3ccordance with NOTE {1A) . . ... .. it iir i nneerreernnennonssrarnacirsnnens L 50!000 3758
13, Netcaoitat requirement (greater of hine 11 07 12) L. . ittt ittt riiine et e iaii i i $ 120,826 | 3760
14, Excess netcapital (line Y0 hess 13) ... ..o ionee e DU s 137 819 | 3770
1S, Excess net canital a1 1000% (line 10 1ess 10% 0f dine 19) . .. ...ttt e, Ys 77,398 | 3780
COMPUTATION OF AGGREGATE INDEBTEDNESS

16. Towtsl Al liabilities from Statement of FInancial CONBItION. . .. .. ..ttt it e i et neaenans s 1,812,404 { 3790
17. Adg:

A Drafts for IMmMedidte Credit. . ..\ .. . ittt it ,',S [ 3800 ]

B. Market vaiue of securiiies borrowed tor which no equivaient

ValUE 15 D310 OF CTEOIBD . . .. ..\t s 3810 -0-

€. Other unrecoroed amounts (LISt) . . .. ... ettt ie e nees s 3820 S 3830
19, T O3l 00gre0ate 1RGeDIBONESS . . . . ... .. ... ... e et $ 1,812,404 | 3840
20. Percentage of aggregate indebtedness to net capital line 19<by line Y0} . . .. ... ... .. i % 7 01 3850
21. Percentage of debt to debt-equity 1012l computed in accordance with Rule 15¢3- 1 {d) .. ..o v iiivni i inenans. % 3860

COMPUTATION OF ALTERNATE NET CAPITAL REQUIREMENT
Part B

22. 2% of combined aggregate debit iterns as shown in Formuls for Reserve Requirements pursusnt 10 Rule

15¢3-3 prepared a3 of the date of the net caprtal computation including’both brokers or dealers

SND CONSONAAED SUDSIIANES BODITS . . . ... ...\t tcnereenonnsoneeuorunsnnnaraiotesasuasansoncnnnns L 3870 |
23. Minimum dollar net capital requirement of reporting broker or cesler and minimurn net cspital

requirement of subsidiaries computed 1n sccordance with Note (A) ... ... ittt iai i, s 3880
24. Netcaoital requirement (9reater of INE 22 0r 23) . oottt tene et te e aie et ettt e $ 3760
25. Excess netcaoital (hne 10 1888 24) ... ... . ... i ittatnt e i S 3910
26. . Netcapital in excess of
% of combined aggregate debit 1tems Or 8120000 . .. ... .ttt it e s s H ] 3520 ]

OMIT PENNIES

NOTES:

(A} The minimum net capital requirement shouid be computed by adding the minimurm doilar net capits! requirement
of the reporting broker dealer and, for each subsidiary to be consolidated, the greater of:

1. Minimum dollar net capita! requirement. or
2. 6-2/3% of aggregate indebtedness or 2% of sggregate debits if siternstive method is used.

{B) Do not deduct the value of securities borrowed under sUbOrdination agreements or secured demand note
covered by subordination agreements not in satisfactory form and the market values of memberships in
exchanges contributed for use of company (contra to item 1740) and partners’ securities which were
inciuded 1n non-aliowabdle ssets.

{C) For reporn liled pursuant 10 paragraph (d) of Rule 1725, respondent thould provide a list of materisl
non-aliowsbie assets.

kJ: ] See auditors' report
-12-



FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART lIA

BROKER OR DEALER Davis, Mendel and Regenstein, Inc.
For the period (IMMDDYY) from 1/01/03 to I2[3 “na

STATEMENT OF CHANGES IN OWNERSHIP EQUITY _
{SOLE PROPRIETORSHIP, PARTNERSHIP OR CORPORATION)

Y. BalaNCE, DEOINAING Of DOIIOO. o . oo v vt vttt eeeunee ame et e e et e eeeaat e e e et e 340!587 4240
A, NEt inCOME (1O35). ..ottt ettt ii it isiies ot ettt e onaneanevanesatorasesoeneosossssosnsssseessss 4250
B. Additions {Includes non-conforming capital 0f . ., .. ... ....0.oinenrennrns Ys 4262 1) 4260
€. Deductions (inciudes non<conforming capitalof ... ... ... e $ 4272 | 4270

2. Balance, end of period (From item 1800) ... ...euuuenrneinneeenneneesnreensennsenneansesessonnseesosss $ : 340,587 [4290]

STATEMENT OF CHANGES IN LIABILITIES SUBORDINATED
TO CLAIMS OF GENERAL CREDITORS

3. BalanCe. DEGINMING Of PEIIOG .« oottt v tn v it a e s et setenisaenensossseesnneensneessnneneneosanarsns ys 4300
A IR BESES - .ottt tth et e e e et e e e et a e e e e e e ‘ 4310
B. DECreBIES . . . ittt e e e e et e e 4320
4. Balance, end of period (From item 3520). .. .. ittt ettt e e e e e $ [4330)
OMIT PENNIES
yn See auditors' report
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DAVIS, MENDEL & REGENSTEIN, INC.
RECONCILIATION OF COMPUTATION OF NET CAPITAL
(RULE 15¢3-1 PURSUANT TO RULE 17a-5(d)(4))
DECEMBER 31, 2003

Percentage
of Aggregate
Indebtedness
to Net
Net Capital Indebtedness Capital
Company's computation $ 255,370 $ 1,799,367 705
Additional expense accruals,
revenue, expense, and
other adjustments 3,268 13.037
$ 258,638 $__1.812.404 701

See auditors' report

-14-




FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

PART lIA
12/31/03
BROKER OR DEALER  Davis. Mendel and Reaenstein. Inc. as of
Exemptive Provision Under Rule 15¢3.3
25. It en exemption from Rule 15¢3-3 is claimaed, identity below the section upon
which such exemption is based (check one only)
A (k) (1)=82,500 capilal CAlOGOry 83 POr RUl® 18C3-1 .. ... uiieinureeerecracsssnnnaasarsossansossssssnsnes I 4550'
8. (k) (2)(A)—"Special Account for the Exclusive Benefit of
CUSIOMErE"” MBINIEINGD .. ..., iiiieinueiererieennnreasaroassorosssasonnasososossassassonans I 4500]
C. (k) (2)(B)=All customer transactions cleared through another
broker-deaier on a fully disciosed basis. Name of clearing
firm ,v| Sg:fe_s‘gonc!le‘nrt‘ 'Services_Corpgration_;‘B-gar S.tearnlsI ’?nd Co.; Banc of America 4335 X 4570
D. (x) (3)—Examplea by order of thoyCQmminion A AU cesvenense 4580
Ownership Equity and Subordinated Liabliities maturing or proposed 1o be
withdrawn within the next six months and accruais, (as defined below),
which have not been deducied in the computation of Net Capital.
Type of Proposed
withdrawai or Amount to be With- (MMDDYY) Expect
Accruat insider or drawn (cash amount Withdrawal or to
See below for Qutsider? snd/or Net Capitsl Maturity Rensw
code 1o enter Name of Lender or Contributor (in or OUl) Value of Securities) Date (yes or no)
M [a00] [Cas01] ["ae02) [ 4803 | [Casoa]} 4808
M [Tas10] [[as11] [[a812] [as13] [as14] [(ae15]
M [Cas20 [[as21] [as22] [as23] [as24]} [as2s]
M [as30 ] [Ca831] 4632 [a833] [as34] [as3s]
M [Tasa0] [as41] | 4842 [ [aeas | [asea] [ as4s |
y ["ass0 | [[as51] [(es32] [aes3] [aesa ] [aess]
y l 4660 ] | 4551[ | 4eez| I ua:] | uul l ousl
M [Tes70 ] [as71] [ae7z | [4e73] [as74] [ae75]
M [es80 | [aes1] 4882 4883 4684 4885
M [ 4890 | [a891] 4892 [ass3} 4054 [ae9s]
TOTAL $ & I 4099 l

OMIT PENNIES

instructions: Detail listing must include the total of items maturing duting the six month period following the

report oate, reQardiess ol whether or not the capital contribution is sxpecied to be renswed. The
scheoule must also inciude proposed capitsl withdrawsis scheduied within the six month

perioo foliowing the reporn aste incivsing 1he proposed recemption of slock and psyments of
liabilities secured by fixed assets (which are considersd allowabile sssets in the capilal computstion
pursuant to Ruie 15¢3-1(c)(2)(iv)}, which could be required by the lender on demand Of in less

than six months.

WITHDRAWAL CODE: DESCRIPTION

n

1

2.
3.
4

Equity Capital
Subordinaled Liabilities
Accruais

15¢3-1(c)(2)(iv) Liabitities

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, 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 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 &  Certified 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 Centified 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, 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 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 12, 2004
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