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INDEPENDENT AUDITOR'S REPORT

January 24, 2004

Stockholder and Directors
Financial Independence Systems, Inc.
Dania, Florida

We have audited the accompanying statements of financial condition of FINANCIAL
INDEPENDENCE SYSTEMS, INC. (An S Corporation) as of December 31, 2003 and 2002, and the
related statements of operations and comprehensive income (loss), changes in stockholder's equity and
cash flows for the years 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 audits.

We conducted our audits 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 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 Financial Independence Systems, Inc. as of 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 of America.

Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken
as a whole. The supplemental schedules of (1) operating expenses and (2) Schedule I - Computation of
Net Capital Under Rule 15¢3-1 of the Securities and Exchange Commission are presented for purposes of
additional analysis and are not a required part of the basic financial statements, but item (2) 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 audits 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. '

Fullen. Loy €
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FINANCIAL INDEPENDENCE SYSTEMS, INC.

Statements of Financial Condition

ASSETS
December 31,
2003 2002
CURRENT ASSETS :
Cash v $ 108,446 $ 267,538
Securities available for sale 2,835 3,300
Prepaid expenses 13,540 15,796
Total current assets ' ' $ 124,821 $ 286,634
LIAB_ILITIES AND STOCKHOLDER'S EQUITY (DEFICIENCY)
CURRENT LIABILITIES _
Loan payable - Stockholder $ 24,792 3 24,792
Accounts payable and accrued expenses 6,665 805
31,457 25,597
SUBORDINATED DEBT - STOCKHOLDER 633,750 594,375
665,207 619,972
STOCKHOLDER'S EQUITY (DEFICIENCY)
Common stock - No par value
Authorized 100,000 shares
Issued and outstanding 5,000 shares 50,000 50,000
Additional paid-in capital - 200,000
Deficit ( 789,921) ( 383,338)
Accumulated other comprehensive income - unrealized losses
on securities ( 465)

( 540,386) (  333338)

$ 124,821 § 286,634

See notes to financial statements.



FINANCIAL INDEPENDENCE SYSTEMS, INC.

Statements of Operations and Comprehensive Income (Loss)

REVENUES
Interest and dividends
Fee income
Management fee

OPERATING EXPENSES

NET INCOME (LOSS)

OTHER COMPREHENSIVE INCOME (LOSS) - Unrealized loss
on securities

COMPREHENSIVE INCOME (LOSS)

See notes to financial statements.
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Year Ended December 31,
2003 2002

$ 821 % 4,949

287,199 168,161

20,515

288,020 193,625

694,603 131,121

( 406,583) 62,504
( 465)

(8 407,048) 3§ 62,504
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FINANCIAL INDEPENDENCE SYSTEMS, INC.
Statements of Cash Flows

CASH FLOWS FROM OPERATING ACTIVITIES
Net income (loss)
Adjustroent to reconcile net income (loss) to net cash provided by
(used in) operating activities ‘
Accrued interest on subordinated debt - Stockholder
Accrued interest on loan payable - Stockholder
(Increase) decrease in
Commissions receivable
Prepaid expenses
Increase (decrease) in
Accounts payable and accrued expenses

Net cash provided by (used in) operating activities

CASH FLOWS FROM INVESTING ACTIVITIES - None

. CASH FLOWS FROM FINANCING ACTIVITIES
Additional paid-in capital
Repayment of loan payable - Stockholder

Cash provided by (used in) financing activities
- NET DECREASE IN CASH
CASH - BEGINNING

CASH - ENDING

See notes to financial statements.
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108,446 $

Year Ended December 31,
2003 2002
S 406,583) § 62,504
39,375 39,375
11,667
8712
2,256  ( 14,692)
5860 ( 3,439)
( 359,092) 104,127
© 200,000
( 200,000)
200,000 (  200,000)
( ©159,092) (_ 95,873)
267,538 363411
$ 267,538
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FINANCIAL INDEPENDENCE SYSTEMS, INC.
Notes to Financial Statements ‘ _ ‘ December 31, 2003

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

a.

Organization and Nature of Business

The Company operates as a broker-dealer, is registered with the Securities and Exchange
Commission (SEC), and is a member of the National Association of Securities Dealers (NASD).

. 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.

Cash

The Company maintains its cash balances in two financial institutions. The balances at each
institution are insured by the Federal Deposit Insurance Corporation or the Securities Investor
Protection Corporation up to $100,000. At times, the balances may exceed federally insured
limits. The Company has not experienced any losses in such accounts and believes it is not
exposed to any significant credit risk on cash.

Advertising Costs

Advertising costs are charged to expense as incurréd, and were $4,050 and $16,179 for the years
ended December 31, 2003 and 2002, respectively.

Income Taxes
The Company has elected to be an S Corporation under the provisions of the Internal Revenue

Code. As a result, income and losses of the Company are passed through to its stockholder for
federal income tax purposes. Also, in Florida, S Corporations are not subject to state corporate

income tax.



Page 7

FINANCIAL INDEPENDENCE SYSTEMS, INC.
Notes to Financial Statements ; December 31, 2003

2. LOAN PAYABLE — STOCKHOLDER

The loan bore simplé interest at 8.75%. The original principal amount of $200,000 was repaid during
the year ended December 31, 2002; the remaining balance is unpaid accrued interest from that loan,
which is noninterest-bearing.

3. SUBORDINATED DEBT - STOCKHOLDER

The debt bears siﬁ1ple interest at 8.75% on the $450,000 principal amount, is due in June, 2004, and is
subordinated to all other creditors of the Company. Accrued interest, included in the balance, was
$183,750 and $144,375 at December 31, 2003 and 2002, respectively.

The subordinated debt is available in computing net capital under the SEC’s uniform net capital rule.
To the extent that such debt is required for the Company’s continued compliance with minimum net
capital requirements, it may not be repaid.

4. NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule (SEC
Rule 15¢3-1), which requires the maintenance of minimum net capital and requires that the ratio of
aggregate indebtedness to net capital, both as defined, shall not exceed 8-to-1 during the first twelve
months of operations and 15-to-1 thereafter. At December 31, 2003, the Company had net capital of
$75,986, which was $70,986 in excess of its required net capital of $5,000. The Company’s ratio of
aggregate indebtedness to net capital as defined was .41-to-1.

5. RELATED PARTY TRANSACTIONS

The Company leases its office space from a corporation affiliated by common ownership, currently”
under a one-year operating lease expiring in December, 2004, at an annual rental of $1,200. Rent -
expense under this lease was $1,200 for each of the years ended December 31, 2003 and 2002. In -
addition, the management fee received during the year ended December 31, 2002 was from this
affiliated corporation. ‘

During the year ended December 31, 2003, the Company entered into an expense-sharing agreement
with another company affiliated by common ownership. Under this agreement, the Company agreed
to reimburse the affiliate for 35% of the “shared” expenses, as defined. These terms were subsequently
amended to be a flat rate of $50,000 per month. Total expense incurred under this agreement for the
year ended December 31, 2003, included in office expenses, was $530,974.
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FINANCIAL INDEPENDENCE SYSTEMS, INC.

Operating Expenses

Payroll

Payroll taxes
Advertising
Commissions
Insurance
Interest

Licenses and permits
Office expenses
Professional fees
Rent

Telephone

See Independent Auditor’s Report on page one and notes to financial statements.

December 31,

Page 8

2003 2002

$ 29458 $ 23,794
2,372 1,807
4,050 16,179

55,614

1,264
39,375 51,043
17,670 23,261
531,894 7,626
9,200 3,000
1,200 1,200
2,506 3212
$ 694603 $ 131,121
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FINANCIAL INDEPENDENCE SYSTEMS, INC.

Schedule I
Computation of Net Capital Under Rule 15¢3-1 of the
Securities and Exchange Commission - ) ‘December 31, 2003
L - ______——— ____________—— ———__________________________—________________________
NET CAPITAL
Total stockholder's equity (deficiency) (3 540,386)
Add subordinated borrowings allowable in
computation of net capital 633,750
Total capital and allowable subordinated borrowings 93,364

Deductions and/or charges

Nonallowable assets ' 13,540
Other deductions and charges 3,838
17,378

NET CAPITAL . 3 75,986

AGGREGATE INDEBTEDNESS
Items included in statement of financial condition

Accounts payable $ 6,665
Loan payable - Stockholder 24,792
$ 31,457

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

Minimum net capital required b 5,000
Excess net capital $ 70,986
Ratio: Aggregate indebtedness to net capital 4lto1l

RECONCILIATION WITH COMPANY'S COMPUTATION (Included in
Part II of Form X-17A-5 as of Deceriiber 31, 2003)

Net capital as reported in Company's Part II (Unaudited) FOCUS report $ 70,986
Audit adjustment to reverse accrued expense | ' 5,000
NET CAPITAL PER ABOVE $ 75,986

See.Independent Auditor’s Report on page one and notes to financial statements.
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Certified Public Aecountants

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL
REQUIRED BY SEC RULE 17a-5 FOR A BROKER-DEALER
CLAIMING AN EXEMPTION FROM SEC RULE 15¢3-3

January 24, 2004

Stockholder and Directors
Financial Independence Systems, Inc.
Dania, Florida

In planning and performing our audit of the financial statements and supplemental schedules of Financial
Independence Systems, 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 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 judgements 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
accordance with accounting principles generally accepted in the United States of America. Rule 17a-5(g)
lists additional objectives of the practices and procedures listed in the preceding paragraph.



Page 11

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 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 stockholder, directors, management, the
SEC, NASD Regulation, Inc. (District 9), 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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