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. OATH OR AFFIRMATION

I l[\.)i LA I FPA/{P)W/\L UE.L , swear {or affirm) that, to the best of.

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

DUBRIL Finsnyase.  CorPorsren] ., as
of DECZ M BEAL— 5{9{; ,20 (0% | are true and correct. [ further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account

classified solely as that of a customer, except as follows:
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Title

Notary Public

This report ** contains (check all applicable boxes):

(a) Facing Page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

{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.

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

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

(j) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Fmancxal Condition thh respect to methods of
consolidation.

(1) An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report. :

(n) Areportdescribing any material inadequacies found to exist or found to have ex1sted since the date of the previous audit.

ROR 0 OODONORKXMKM

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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AN ACCOUNTANCY CORPORATION.

19742 MacArthur Bivd., Suite 240, Irvine, CA 92612-2446
(949) 752-0274 FAX (949) 752-9033

Independent Auditor’s Report

Board of Directors
Duerr Financial Corporation:

We have audited the accompanying statement of financial condition of Duerr Financial
Corporation (the Company) 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 U.S. generally accepted auditing standards. 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 Duerr Financial Corporation at December 31, 2003, and the results of
their operations and their cash flows for the year then ended in conformity with U.S. generally

accepted accounting principles.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in Schedule I 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. '

%&WMVW' H’U«?& d Q«/\W
Irvine, California

February 25, 2004

1
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DUERR FINANCIAL CORPORATION
STATEMENT OF FINANCIAL CONDITION

December 31, 2003
ASSETS
Cash $
Commissions receivable
Investments

Deposits with clearing organization and others
Furniture, equipment, and lease hold improvements, at cost, less accumulated
depreciation and amortization of $92,455

LIABILITIES AND STOCKHOLDERS' EQUITY

Liabilities:

Accounts payable $
Accrued bonuses Co

Due to Parent Company

Stockholder’ Equity:
Common Stock, no par value, 10,000 shares
authorized, 1,000 shares issued and outstanding
Additional paid-in capital
Retained Earnings ' ' (

Total Stockholders' Equity

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

2

398,234
199,649
13,050
56,118

58,534

725,585

370,791
6,250
10,000

387,041

10,000
570,100
241,556 )

338,544

725,585



DUERR FINANCIAL CORPORATION
STATEMENT OF INCOME
For the Year Ended December 31, 2003

REVENUES:
Commissions
Miscellaneous income
Interest

EXPENSES:
Employee compensation and benefits
Occupancy
Licenses
Professional fees
Commissions and fees

Business promotion and development and technology

Insurance '
Depreciation and amortization
Office expense and miscellaneous

Income (loss) before income taxes
Provision for income taxes

Net Loss

$(

1,041,109
786
533

1,042,428

579,037
66,287
14,323
64,868

237,304

144,886
30,878
40,058
71,841

1249482

207,054 )
800

207,854 )

The accompanying notes are an integral part of these financial statements. -

3



N

Wlred bt

[t ]

DUERR FINANCIAL CORPORATION
STATEMENT OF CHANGES IN STOCKHOLERS’ EQUITY
For the Year Ended December 31, 2003

Capital Stock © Additional
Common Paid - in Retained
Shares Amount Capital Earnings
Balance at
January 1, 2003 1,000 $ 10,000 $§ 350,100 $ ( 33,702) $
Net income ( 207,854 )
Capital Contributed 220,000
Balance at

December 31, 2003 1,000 $ 10,000 § 570,100 § ( 241,556) $

The accompanying notes are an integral part of these financial statements.
4
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Total
Stockholders'

Equity
326,398
207,854)

220,000

338,544
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DUERR FINANCIAL CORPORATION
STATEMENT OF CASH FLOWS
For the Year Ended December 31, 2003

Increase (Decrease) in Cash and Cash Equivalents

Cash flows from operating activities:

Cash received from customers $ 926,718
Interest received in cash 533
Cash paid to suppliers/employees ( 978,452 )
Cash paid for taxes ( 800 )
Net cash used by operating activities $(

Cash flows from investing activities:
Purchased of fixed assets ( 4,377 )
Received from affiliate ‘ 230,000

Net cash provided by investing activities:
Net increase in cash and cash equivalents
Cash - beginning of year
Cash - end of year | _ $

Reconciliation of Net Income to Net Cash
Provided by Operating Activities

Net Loss $(

Adjustments to reconcile net income to net cash
provided by operations:

Depreciation

Changes in assets and liabilities:
Increase in commissions receivable (
Increase in accounts payable
Decrease in pension payable (

Increase in bonuses payable

Net cash used by operations $ (

52,001 )

225,623

173,622

224,612

398,234

207,854 )

40,058

115,177 )
234,722

10,000 )
6,250

52,001 )

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

5
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DUERR FINANCIAL CORPORATION
NOTES TO FINANCIAL STATEMENTS
December 31, 2003

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A.

Organization and Nature of Business
Duerr Financial Corporation (the “Company™) is a broker-dealer registered with

‘the Securities and Exchange Commission (SEC) and the National Association of

Securities Dealers (NASD). The Company is a California corporation that is a
wholly-owned subsidiary of IBIS Group, Inc. a Delaware corporation (Parent).

Deferred Income Taxes
Deferred income taxes are provided on timing differences between financial
statement and income tax reporting.

Cash and Cash Equivalents ,

For the Statement of Cash Flows, the Company considers all highly liquid debt
instruments purchased with maturities of three months or less to be cash
equivalents.

Concentrations of Credit Risk

The Company received the majority of its commissions (income) from a few
sources. Should these sources encounter financial difficulties, or should they
choose another entity to do business with, these events would have a very severe
effect on the Company’s profitability.

The Company has concentrated its credit risk for cash by maintaining deposits in
banks located within the same geographic region. The Company primarily
transacts its business with one financial institution.

Use of Estimates

The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions
that affect certain reported amounts and disclosures. Accordingly, actual results
could differ from those estimates. '

Income Taxes

The Company is included in the consolidated federal income tax return filed by
the Parent. Federal income taxes are calculated as if the companies filed on a
separate return basis, and the amount of current tax or benefit calculated is either
remitted to or received from the Parent. The amount of current and deferred taxes
payable or refundable is recognized as of the date of the financial statements,
utilizing currently enacted tax laws and rates. Deferred tax expenses or benefits
are recognized in the financial statements for the changes in deferred tax liabilities
or assets between years.
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‘DUERR FINANCIAL CORPORATION
NOTES TO FINANCIAL STATEMENTS
December 31, 2003

NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES CONT.

G. Properg, Equipment and Depreciation

Property and equipment are carried at cost. Deprec1at10n is calculated using the
straight line method over the estimated useful lives of the assets.

NOTE 2 - LEASE COMMITMENTS

The Company’s lease commitments, consists of office equipment and furniture.
Rental expense for all operating leases for the year was $82,313. Future
obligations over the primary terms of the leases are as follows:

Year Ended

December 31
2004 $ 18,833
2005 12,094
2006 - 1,454
2007 0
2008 0

NOTE 3 - INVESTMENTS

Investments consist of NASD warrants purchased by the Company and are shown
at their original cost.

NOTE 4 - INCOME TAXES

The Company is included in the consolidated federal income tax return filed by its
Parent. Federal income taxes are calculated as if the Company filed a separate
federal income tax return. The Company files its own state tax returns. The
current and deferred portions of the income tax expense (benefit) included in the
statement of operations are as follows:

Current Deferred - Total
Federal $ 0 3 0 $ 0
State 800 0 800
3 800 $ 0o $ 800
7



NS

—
.

]

"]

[

e

Gt

DUERR FINANCIAL CORPORATION
NOTES TO FINANCIAL STATEMENTS
December 31, 2003

NOTE 5 - EMPLOYEE BENEFITS

The Company provides a 401(k) plan for its employees. The Company will

match 50% of the employee contributions to the plan, up to a maximum of 12% of
an employee’s compensation. The Company’s matching contributions were
$4,861 for the year ended December 31, 2003.

Prior to providing a 401(k) plan the Company had a qualified, non-contributory
defined contribution plan. The contribution was at the discretion of the Company.
The amount contributed in the current year was $7,500.

NOTE 6 - RELATED PARTY TRANSACTIONS

The Company reimburses operating costs to an affiliate. . Costs include secretarial
and accounting services, rent, supplies and other related items. The amounts paid
are allocated based upon the number of employees of each Company.

)
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DUERR FINANCIAL CORPORATION
COMPUTATION OF NET CAPITAL UNDER RULE 15¢ 3-1 OF THE
SECURITIES AND EXCHANGE COMMISSION
As of December 31, 2003

SCHEDULE 1
Net Capital _ ‘
Total stockholders' equity $ 338,544
Deduction:
Nonallowable assets:
Securities ( 13,050 )
Furniture,equipment, and leasehold
improvements, net ( 58,534 )
Other assets ( 19,277 )
Net Capital $ 247,683
Total aggregate indebtedness $ 387,041
Computation of basic net capital requirement
Minimum net capital required: :
Company $ 50,000
Excess net capital $ 197,683
Ratio: Aggregate indebtedness to net capital - 1.56t0l

Reconciliation with Company’s computation (included in Part IIA of Form X-17a-5a as of

December 31, 2003)

Net capital, as reported in Company's .
Part II A (unaudited) FOCUS report . : $ 252,426
Assets reported as nonallowable: _

Property and equipment ( 20,532)
Audit adjustments to record additional compensation ( 4,743 )
Audit adjustments to depreciation and amortization ' 20,552

Net capital per above | $ 247,683
9
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5 AN ACCOUNTANCY CORPORATION

19742 MacArthur Bivd., Suite 240, Irvine, CA 92612-2446
(949) 752-0274 FAX (949) 752-9033

Independent Auditor’s Report on
Internal Control Required by Sec Rule 17a-5

Board of Directors
Duerr Financial Corporation:

In planning and performing our audit of the financial statements and supplemental schedules of
Duerr Financial Corporation (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 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 (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 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

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

10

CERTIFIED PUBLIC ACCOUNTANTS
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management’s authorization and - recorded properly to permit the preparation of financial .
statements in accordance with generally accepted accounting principles. Rule 17a-5(g) lists
additional objectives of the practices and procedures listed in the preceding paragraph.

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

Our consideration of internal control would not necessarily disclose all matters in internal control
that might be material weaknesses under standards established by the American Institute of
Certified Public Accountants. A material weakness is a condition in which the design or
operation of the specific internal control components does not reduce to a relatively low level the
risk that error or fraud in amounts that would be material in relation to the financial statements
being audited may occur and not be detected within a timely period by employees in the normal
course of performing their assigned functions. However, we noted no matters involving internal
control, including control activities for safeguarding securities that we consider to be material
weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the
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 use of the Board of Directors, management, the SEC, 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 dealer, and should not be used by anyone other than
these specified parties.

%&A\N\A/«m, M d Q\,‘W
Irvine, California ' :

February 25, 2004

11
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AN ACCOUNTANCY CORPQORATION

19742 MacArthur Bivd., Suite 240, Irvine, CA 92612-2446
(949) 752-0274 FAX (949) 752-9033

Independent Auditor’s Report

Board of Directors
Duerr Financial Corporation:

We have audited the accompanying statement of financial condition of Duerr Financial
Corporation (the Company) 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 U.S. generally accepted auditing standards. 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 supportmg 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 Duerr Financial Corporation at December 31, 2003, and the results'of
their operations and their cash flows for the year then ended in conformity with U.S. generally
accepted accounting principles.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in Schedule I 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 relauon to the
basic financial statements taken as a whole.

| %&M. Hrov\* d Q\W
Irvine, California »

February 25, 2004
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DUERR FINANCIAL CORPORATION
STATEMENT OF FINANCIAL CONDITION

December 31, 2003
ASSETS
Cash - §
Commissions receivable
Investments

Deposits with clearing organization and others
- Furniture, equipment, and lease hold improvements, at cost, less accumulated
depreciation and amortization of $92,455

LIABILITIES AND STOCKHOLDERS' EQUITY

Liabilities: .

Accounts payable : ’ $
Accrued bonuses fo

Due to Parent Company

Stockholder' Equity:
Common Stock, no par value, 10,000 shares
authorized, 1,000 shares issued and outstanding
Additional paid-in capital
Retained Earnings o - (

Total Stockholders' Equity

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

2

398,234
199,649
13,050
56,118

58,534

725,585

370,791
6,250
10,000

387,041

10,000
570,100
241,556 )

338,544

725,585




DUERR FINANCIAL CORPORATION
STATEMENT OF INCOME
For the Year Ended December 31,2003

REVENUES:
Commissions
Miscellaneous income
Interest

EXPENSES:
Employee compensation and benefits
Occupancy
Licenses
Professional fees
Commissions and fees

Business promotion and development and technology

Insurance -
Depreciation and amortization
Office expense and miscellaneous

Income (loss) before income taxes
Provision for income taxes

Net Loss

The accompanying notes are an integral part of these ﬁnahci_al statements.

3

$(

1,041,109
786
333

1,042,428

579,037
66,287
14,323
64,868
237,304
144,886
30,878
40,058
71,841

1,249,482

207,054 )
800

207,854 )




DUERR FINANCIAL CORPORATION
STATEMENT OF CHANGES IN STOCKHOLERS’ EQUITY
For the Year Ended December 31, 2003

Capital Stock " Additional , Total
Common Paid - in Retained " Stockholders'
Shares Amount Capital Earnings Equity
Balance at ‘

January 1, 2003 1,000 $ 10,000 § 350,100 § ( 33,702) § 326,398
Net income 7 ( 207,854) | (- 207,854)
Capital Contributed 220,000 220,000
Balance at .

December 31, 2003 1,000 $ 10,000 $ 570,100 $ ( 241,556) §$ 338,544

The accompanying notes are an integral part of these financial statements.
4



DUERR FINANCIAL CORPORATION
STATEMENT OF CASH FLOWS
For the Year Ended December 31, 2003

Increase (Decrease) in Cash and Cash Equivalents

Cash flows from operating activities:

Cash received from customers $ 926,718
Interest received in cash 533
Cash paid to supphers/employees ( 978,452 )
Cash paid for taxes ( 800 ) .
Net cash used by opérafing activities ' $( 52,001 )

Cash flows from investing activities:

Purchased of fixed assets (. 4,377 )
Received from affiliate 230,000
Net cash provided by investing activities: ‘ 225,623
Net increase in cash and cash equivalents o 173,622
Cash - beginning of year 224,612
Cash - end of year $ 398,234

Reconciliation of Net Income 1o Net Cash
Provided by Operating Activities

Net Loss $( . 207,854 )

Adjustments to reconcile net income to net cash
provided by operations:

Depreciation _ 40,058
Changes in assets and 11ab1htles
Increase in commissions receivable ( 115,177 )
Increase in accounts payable 234,722
Decrease in pension payable ( 10,000 )
Increase in bonuses payable : ‘ 6,250
Net cash used by operations $( 52,001 )

The accompanying notes are an integral part of these financial statements.
5



DUERR FINANCIAL CORPORATION
NOTES TO FINANCIAL STATEMENTS
December 31, 2003

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A.

Organization and Nature of Business
Duerr Financial Corporation (the “Company”) is a broker-dealer registered with

the Securities and Exchange Commission (SEC) and the National Association of
Securities Dealers (NASD). The Company is a California corporation that is a

‘wholly-owned subsidiary of IBIS Group, Inc. a Delaware corporation (Parent).

Deferred Income Taxes
Deferred income taxes are provided on t1m1ng differences between ﬁnancxal
statement and income tax reporting.

Cash and Cash Eguivzilents _
For the Statement of Cash Flows, the Company considers all highly liquid debt

instruments purchased with matunnes of three months or less to be cash
equivalents.

Concentrations of Credit Risk

The Company received the majority of its commissions (income) from a few
sources. Should these sources encounter financial difficulties, or should they
choose another entity to do business with, these events would have a very severe
effect on the Company’s profitability.

The Company has concentrated its credit risk for cash by maintaining deposits in
banks located within the same geographic region. The Company primarily
transacts its business with one financial institution. '

Use of Estimates

The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions
that affect certain reported amounts and disclosures. Accordingly, actual results:
could differ from those estimates. '

Income Taxes

The Company is included in the consohdated federal income tax return filed by
the Parent. Federal income taxes are calculated as if the companies filed on a
separate return basis, and the amount of current tax or benefit calculated is either
remitted to or received from the Parent. The amount of current and deferred taxes
payable or refundable is recognized as of the date of the financial statements,
utilizing currently enacted tax laws and rates. Deferred tax expenses or benefits
are recognized in the financial statements for the changes in deferred tax liabilities
or assets between years.



DUERR FINANCIAL CORPORATION
NOTES TO FINANCIAL STATEMENTS
December 31, 2003

NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES CONT.
G. Property, Equipment and Depreciation

Property and equipment are carried at cost. Depre01at1on is calculated using the |
straight line method over the estimated useful lives of the assets. :

NOTE 2 - LEASE COMMITMENTS

The Company’s lease commitments, consists of office equipment and furniture.
Rental expense for all operating leases for the year was $82,313. Future
obligations over the primary terms of the leases are as follows:

Year Ended

December 31
2004 $ 18,833
2005 12,094
2006 1,454
2007 0
2008 ‘ 0

NOTE 3 - INVESTMENTS

Investments consist of NASD warrants purchased by the Company and are shown
at their original cost.

NOTE 4 - INCOME TAXES

The Company is included in the consolidated federal income tax return filed by.its
Parent. Federal income taxes are calculated as if the Company filed a separate
federal income tax return. The Company files its own state tax returns. The
current and deferred portions of the income tax expense (benefit) included in the
statement of operations are as follows: »

Current Deferred Tofal
Federal $ 0o $ 0 $ 0
State : 800 0 ‘ 800
$ 800 $ 0 $§ 800



DUERR‘FINANCIAL CORPORATION
NOTES TO FINANCIAL STATEMENTS
December 31, 2003

NOTE 5 - EMPLOYEE BENEFITS

The Company provides a 401(k) plan for its employees. The Company will

match 50% of the employee contributions to the plan, up to a maximum of 12% of
an employee’s compensation. The Company’s matching contributions were
$4,861 for the year ended December 31, 2003. ‘

Prior to providing a 401(k) plan the Company had a qualified, non-contributory
defined contribution plan. The contribution was at the discretion of the Company.
The amount contributed in the current year was $7,500.

NOTE 6 - RELATED PARTY TRANSACTIONS
The Company reimburses operating costs to an affiliate. Costs include secretarial
and accounting services, rent, supplies and other related items. The amounts paid

are allocated based upon the number of employees of each Company.

N
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DUERR FINANCIAL CORPORATION
COMPUTATION OF NET CAPITAL UNDER RULE 15¢ 3-1 OF THE
SECURITIES AND EXCHANGE COMMISSION

As of December 31, 2003
SCHEDULE I
Net Capital A
- Total stockholders' equity $ 338,544
Deduction: ‘
Nonallowable assets:
Securities ( - 13,050)
Furniture,equipment, and leasehold
improvements, net | ( 58,534 )
Other assets , ( 19,277 )
Net Capital : $ 247,683
Total aggregate indebtedness $ 387,041

Computation of basic net capital requirement
Minimum net capital required:

Company $ 50,000
Excess net capital " _ § 197,683
Ratio: Aggregate indebtedness to net capital 1.56 tol

Reconciliation with Company’s computation (included in Part IIA of Form X-17a-5a as of
December 31, 2003) '

Net capital, as reported in Company's

Part II A (unaudited) FOCUS report . $ 252,426
Assets reportéd és nonallowable: »

Property and equipment ( 20,532 )
Audit adjustments to record additional compensation ( | o 4,743 )
Audit adjustments to depreciation and amortization 120,532

Net capital per above $ 247,683
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\ 5 AN ACCOUNTANCY CORPORATION

19742 MacArthur Blvd., Suite 240, Irvine, CA 92612-2446
(949) 752-0274 FAX (949) 752-9033

Independent Auditor’s Report on
Internal Control Required by Sec Rule 17a-5

Board of Directors ‘
Duerr Financial Corporation:

In planning and performing our audit of the financial statements and supplemental schedules of
Duerr Financial Corporation (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 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 (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 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 examinatioﬁs, 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
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management’s authorization and - recorded properly to permit the preparation of financial .
statements in accordance with generally accepted accounting principles. Rule 17a-5(g) lists
additional objectives of the practices and procedures listed in the preceding paragraph.

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

Our consideration of internal control would not necessarily disclose all matters in internal control
that might be material weaknesses under standards established by the American Institute of
Certified Public Accountants. A material weakness is a condition in which the design or
operation of the specific internal control components does not reduce to a relatively low level the
risk that error or fraud in amounts that would be material in relation to the financial statements
being audited may occur and not be detected within a timely period by employees in the normal
course of performing their assigned functions. However, we noted no matters involving internal
control, including control activities for safeguarding securities that we consider to be material
weaknesses as defined above. : '

We understand that practices and procedures that accomplish the objectives referred to in the
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 ObjCCtIVCS

This report is intended solely for the use of the Board of Directors, management, the SEC, 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 dealer, and should not be used by anyone other than
these specified parties.

%JNVM M 4 Q\»‘W
Irvine, California

February 25, 2004
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