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OATH OR AFFIRMATION

1 _William Sabol , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Mutual Segcurities, Inc , as

of _Qg\ro M/){ i 208 N are true and correct. I 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:

BERNARD CLAUDE O'ORNELLAS
Commission # 1362623

Notary Public - California £
Los Angeiles County

Sig_nature v

Przaekl

Title

Not:

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

X (a F acing Page.

X (b) Statement of Financial Condition.

X (c) Statement of Income (Loss).

X (d) Statement of Changes in Financial Condition.

X (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

- [O (H Statement of Changes in Liabilities Subordinated to Claims of Creditors.

X (g) Computation of Net Capital,

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

[0 (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.

3 (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation. ‘

X () An Oath or Affirmation.

[0 (m) A copy of the SIPC Supplemental Report.

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

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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INDEPENDENT AUDITORS' REPORT
To the Board of Directors
Mutual Securities, Inc.

We have audited the accompanying statement of financial condition of Mutual Securities, Inc. as

of December 31, 2003 and the related statements of operations, changes in shareholders' equity

and cash flows for the period from January 1, 2003 to December 31, 2003. These financial

statements are the responsibility of the Company's management. Our responsibility is to express
* an opinion on these statements based on our audit.

We conducted our audit in accordance with generally accepted auditing standards. Those
standards 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 statement referred to above present fairly, in all material respects, the
financial position of Mutual Securities, Inc. as of December 31, 2003 and the results of its
operations and its cash flows for the period from January 1, 2003 to December 31, 2003 in
conformity with generally accepted accounting principles.

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




MUTUAL SECURITIES, INC.

STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2003

ASSETS

Cash and cash equivalents (Notes 1 and 2)
Commissions receivable ‘
Property and equipment, net (Note 3)
Other assets

Investments long

Prepaid expenses

TOTAL ASSETS

LIABILITIES AND SHAREHOLDER’S EQUITY
Liabilities:

- Accounts payable
. Trading investment short
Commissions payable

TOTAL LIABILITIES

Shareholder’s equity:

Common stock, 100,000 shares
authorized, 31,216 shares
issued and outstanding

Additional paid in capital

Retained earnings

TOTAL SHAREHOLDER’S EQUITY

TOTAL LIABILITIES AND
STOCKHOLDERS' EQUITY

$ 880,949
387,616
7,765
15,079
4,570
96,760

$ 1,352,739

$ 29,672
12,070
406,047

$ __447.789

$ 23413
142,726
738,811

904.950

$ 1,352,739

See auditor’s report and accompanying notes to financial statements
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MUTUAL SECURITIES, INC.

STATEMENT OF OPERATIONS
For the year ended December 31, 2003

NET LOSS

See auditors report and accompanying notes to financial statements.

-3-

Revenue:
Agency commission $ 4,957,233
Principal commission 818,173
Mutual fund & Direct Product 882,530
Trading income 13,746
Insurance and annuity 74,725
Other income - 414,652
Interest Income 3.464
TOTAL REVENUE $7.164.523
Operating expenses:
Clearing & floor brokerage fees $ 549,126
Commissions 4,680,424
Trading errors and bad debts 31,261
Salaries and wages 823,000
Data processing 85,197
Depreciation and amortization 33,329
Insurance 142,827
Licenses and fees 128,557
Occupancy 87,104
Professional fees 14,243
Payroll taxes 50,690
Postage and delivery 22,532
Printing 72,450
Quotes 99,466
Other operating expenses 360.976
TOTAL OPERATING EXPENSES . $7.181.182
Net loss before taxes $ 16,659
Income taxes 800"

$ 17,459




MUTUAL SECURITIES, INC.

STATEMENT OF CHANGES IN SHAREHOLDER’S EQUITY
For the year ended December 31, 2003

Common Paid In Retained

Stock Capital Earnings Total
Balance January 1, 2003 $23,413 $142,726 $756,270  $922,404
Net Loss $(17.459) $(17.459)
Balance December 31,2003 $23,413 $142,726 $ 738,811 $ 904,945

See auditor’s report and accompanying notes to financial statements.
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MUTUAL SECURITIES, INC.

STATEMENT OF CASH FLOWS
For the year ended December 31, 2003

CASH FLOWS USED IN OPERATING ACTIVITIES;
Net loss

Adjustments to reconcile net income to net
cash provided by operating activities:

Depreciation

Increase in commissions receivable
Increase in other assets

Increase in accounts payable
Increase in commissions payable

Net cash from operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Trading investment short
Trading investment long
Sale of fixed assets
Purchase of fixed assets

NET DECREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD

CASH AND CASH EQUIVALENTS, END OF YEAR

See auditor’s report and accompanying notes to financial statements.
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$ (17,459)

33,329

(132,398)

(26,111)
8,305
106,970

$(27,364)

(4,570)
12,070
7,943

(26.125)
$ (38,050)
918,999

$ 880,949




MUTUAL SECURITIES, INC.

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2003

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Business
Mutual Securities, Inc. ("the Company") was incorporated under the laws of the State of
California on January 31,1983. The Company has been organized to engage in the stock
brokerage business. The Company is registered as a broker-dealer in securities with the
Securities Exchange Commission. The Company does not carry customer accounts.

Revenue recognition

Commission income is recorded at the time the transaction is settled and the income can be
reasonably determined. Interest income is recognized when earned.

Depreciation

Depreciation is provided using the straight-line method over the estimated useful life of the
asset.

Cash equivalents

The Company considers all highly liquid debt instruments purchased with a maturity of three
months or less to be cash equivalents.

Income Taxes

The Company has elected to be taxed as an S Corporation under Section 1362(a) of the
Internal Revenue Code. The effect of this election is that taxable results of operations and tax
credits generated are reported on the individual income tax returns of the shareholders.
Accordingly, it has made no provision for federal income taxes.




MUTUAL SECURITIES, INC..

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2003

NOTE 2 - CASH AND CASH EQUfV ALENTS”
At December 31, 2003 cash and cash equivalents consisted of the following:

Cash $ 880,949
Total cash and cash equivalents $ 880,949

Included in the cash balance of $880,949 is $150,000 which the Company maintains in an
escrow account with its clearing agent.

NOTE 3 - PROPERTY AND EQUIPMENT, NET

Property and equipment are carried at cost. At December 31, 2003, property and equipment
consisted of the following:

Office equipment $ 83,424

Fumniture and fixtures 34,085
117,509

Less accumulated depreciation (109.743)

Property and equipment, net § 7,766
Depreciation expense was $33,329

NOTE 4 - PROFIT SHARING PLAN

The Company has implemented a simplified employee pension retirement plan. Contributions
to the plan are based on the employee reaching age 21 and having at least two years of service. -
All contributions to the plan are made at the discretion of the Company. Total contributions
made for the 2003 plan year were $ 21,848,

-1-



MUTUAL SECURITIES, INC.

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2003

NOTE 5 - COMMITMENTS
Lease commitment

The Company has entered into a lease agreement for office space under a non-cancelable
lease which commenced January 1, 2003 and expires December 31, 2007. The lease contains
provisions for operating expenses based on actual costs incurred by the lessor. Future
minimum lease payments under the lease are as follows:

Year Amount
2004 86,780
2005 89,383
2006 92,064
2007 94,826

$363,053

NOTE 6 - NET CAPITAL REQUIREMENT

As a registered broker-dealer, the Company is subject to the Securities and Exchange
Commission's Uniform Net Capital Rule which requires that Net Capital, as defined, shall be
at least the greater of $100,000 or one-fifteenth of aggregate indebted-ness, as defined. Net
capital and aggregate indebtedness change from day to day, and as of December 31, 2003, the
Company had net capital, as defined, of $811,529.

-8-




MUTUAL SECURITIES, INC.

COMPUTATION OF NET CAPITAL
SCHEDULE I
DECEMBER 31, 2003

CREDITS;
Common stock
Additional paid in capital
Retained Earnings
- NET CREDITS
DEBITS;
Property and equipment, net
Other assets
Haircuts on securities
NET DEBITS
NET CAPITAL

Minimum net capital requirements of the
greater of $100,000 or aggregate indebtdness

EXCESS NET CAPITAL

TOTAL AGGREGATE INDEBTEDNESS

RATIO OF AGGREGATE INDEBTEDNESS TO NET CAPITAL

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

$ 23,413
142,726
738.811

$904.950

100,000

$ 711,529

$435,719

53%




MUTUAL SECURITIES, INC.

COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS
SCHEDULE 11

DECEMBER 31, 2003

A computation of reserve requirements is not applicable to Mutual Securities, Inc., as the
Company qualifies for exemption under Rule 15¢3-3(k) (2) (i), (k) (2) (ii).

See auditor’s report and accompanying notes to financial statements.
-10-




MUTUAL SECURITIES, INC.

INFORMATION RELATING TO POSSESSION OR CONTROL REQUIREMENTS
SCHEDULE 11
DECEMBER 31, 2003

Information relating to possession or control requirements is not applicable to Mutual Securities,
Inc. as the Company qualifies for exemption under Rule 15¢3-3(k) (2).

See auditor’s report and accompanying notes to financial statements.
-11-




MUTUAL SECURITIES, INC.

RECONCILIATION OF THE COMPUTATION OF NET CAPITAL
SCHEDULE IV
For the year ended December 31, 2003

Credits Changes Capital Indebtedness Ratio
Description
Company's computation  $ 909,777  § 98,453 $811,324 $ 435,720 54%

Audit adjustments made

subsequent to the

Company's filing with

the National Association

of Securities Dealers,

Inc. on or about

January 21, 2004, 4,827 5,032 205 0-

Computation per
Schedule 1 $904,950 $93,421 § 811,529 $ 435,720 53%

See auditor’s report and accompanying notes to financial statements.
-12-




Michael . Lorenz

ichael R. Lorenz CPA

4130 Cahuenga Blvd. Suite 205 Phone: 818 762-2597
Toluca Lake, CA 91602 FAX: 818 762-4916
91602 email: Mlorenz@ sbcglobal.net

INDEPENDENT AUDITORS' REPORT ON INTERNAL ACCOUNTING
CONTROL REQUIRED BY S.E.C. RULE 17A-5

To the Board of Directofts
Mutual Securities, Inc.

We have examined the financial statements of Mutual Securities, Inc. for the period ended
December 31, 2003 and have issued our report thereon dated February 7, 2004. As part of our
examination, we made a study and evaluation of the Company's system of internal accounting
control (which includes the procedures for safeguarding securities) to the extent we considered
necessary to evaluate the system as required by generally accepted auditing standards. The
purpose of our study and evaluation, which included obtaining an understanding of the
accounting system, was to determine the nature, timing and extent of the auditing procedures
necessary for expressing an opinion.on the financial statements.

Also as required by Rule 17a-5(g)(i) in making the periodic computations of aggregate
indebtedness and net capital under Rule 17a-3(a)(11) and the reserve required by Rule 15¢3-3(e).
We did not review the practices and procedures followed by the Company (i) in making the
quarterly securities examinations, counts, verifications and comparisons, and the recordation of
differences required by Rule 17a-13, or (ii) in complying with the requirements for prompt
payment for securities of Section 4(c) of Regulation T of the Board of Governors of the Federal
Reserve System, because the Company does not carry security accounts for customers or perform
custodial functions relating to customer securities.

The management of the Company is responsible for establishing and maintaining a system of
internal accounting control and the practices and procedures referred to in the preceding
paragraph. In fulfilling this responsibility, estimates and judgments by management are required
to access the expected benefits and related costs of control procedures and of the practices and
procedures referred to in the preceding paragraph and to access whether those practices and
procedures can be expected to achieve the Commission's above-mentioned objectives. The
objectives of a system 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 the transactions are executed
~in accordance with 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 any internal accounting control procedures or the practices and
procedures referred to above, errors or irregularities may nevertheless occur and not be detected.
Also, projection of any evaluation of them to future periods is subject to the risk that they may
become of compliance with them may deteriorate.

-13-



To the Board of Directors
Mutual Securities, Inc.
Page Two

Our study and evaluation made for the limited purpose described in the first paragraph would not
necessarily disclose all material weaknesses in the system. Accordingly, we do not express an
opinion on the system of internal accounting control of Mutual Securities, Incorporated taken as a
whole. However, our study and evaluation disclosed no condition that we believed to be a
material weakness.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the Commission to be adequate for its 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, 2002 to meet the
Commission's objectives.

This report is intended solely for the use of management and the Securities and Exchange
Commission and should not be used for any other purpose.

Toulca Lake,California
February 7, 2004
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