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‘BaLskr, HorowiT7, FRANK & WAKELING

AN ACCOUNTANCY CORIFPORATION

CERTIFIED PLBLIC ACCOUNTANTS

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors
FMN Capital Corporation
Laguna Hills, California

We have audited the accompanying statement of financial condition of FMN Capital Corporation
as of December 31, 2003, and the related statements of income and retained eamnings, changes in
stockholder’s equity and cash flows for the year then ended. These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on
these financial statements based on our audit.

We conducted our audit in accordance with U.S. generally accepted auditing standards. Those
standards requirc 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 sigmficant 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 FMN Capital Corporation as of December 31, 2003, and the results of its

operations and cash flows for the year then ended in conformity with U.S. generally accepted
accounting principles.

Balser, Forowity, Frank & Wakeling
BALSER, HOROWITZ, FRANK & WAKELING

Sanla Ana, California
January 20, 2004, cxcept as to Note 4, which the date is July 29, 2004

1883 N. TusTIN AvENDE., St1TEe 1010, SanTa ANa. CA 927035

TELEPHOMNE {7218) 3431035 « FAX (714) 545-15b7

Mesmowws: AMERIUAS IFRXTITUTE aF CRUTIFINFD PrrRuig ACconiaTadTs AN GaLironsta SocteTy o CERTIFiEn PIEULIC ATUCONNTARTR



FMN CAPITAL CORPORATION

STATEMENT OF FINANCIAL CONDITION
December 31, 2003

Assets

Cash in bank - unrestricted

Cash in bank — restricted

Accounts receivable

Investments in marketable equity securities
Prepaid expenses

Property and equipment, net

Total assets

Liabilities and Stockholder’s Equity

Liabilities:
Commissions payable

Total liabilities
Stockholder’s cquity:
Common stock, no par value, 1,000,000 shares
authorized, 93,600 shares issued and outstanding
Retained earnings
Accumulated other comprehensive income

Total stockholder’s equity

Total liabilities and stockholder’s equity

See accompanying notes and independent auditors’ report
-2-




FMN CAPITAL CORPORATION

STATEMENT OF INCOME AND RETAINED EARNINGS

For the Year Ended December 31, 2003

Revenue
Concessions
Other income
Investment income
Loss on sale of securities

Total revenue
Operating expenses
Administrative
Commissions
Licenses, permits and fees
Outside services

Shared office expense agreement

Total operating expenses

Income befare provision for income taxes
Provision for income taxes

Net income

Retained eamings at beginning of year
Dividends

Retained eamnings at end of year

See accompanying notes and independent auditors’ report
-3-

107,340
355,983
20,409
46,190
244,576

130,409
210,606
(102,500)
$238.515



FMN CAPITAL CORPORATION

STATEMENT OF CHANGES IN STOCKHOLDER’S EQUITY
For the Year Ended December 31, 2003

Accumulated
Other
Common Retained Comprehensive
Stock Eamings Income Total

Balances at January 1, 2003 $ 18,158 $210,606 $(12,239)  $216,525
Net income 130,409 130,409
Other comprehensive income ‘

Unrealized gains on securities 12,269 12,269
Cash dividends paid 0 (102,500) 0 (102.500)
Balances at December 31, 2003 $_18.158 $238515 $ 30 $256.703

See accompanying notcs and independent auditors’ report
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FMN CAPITAL CORPORATION

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

Cash flows from operating activities
Net income
Adjustments to reconcile net income to net
cash provided by operating activities
Depreciation
Realized loss on sale of investment securities
{Increase) decrease in:
Accounts receivable
Other receivables
Prepaid expenses
Increase (decrease) in:
Commissions payable

Cash provided by operating activities
Cash flows from investing activities
Proceeds from sale of investments
Acquisition of marketable equity securities

Cash used by invcsting activities

Cash flows from financing activities
Cash dividends paid

Cash used by financing activities
Net increase in cash
Cash at beginning of year

Cash at end of year

See accompanying notes and independent auditors’ report

A

$130,409

2,384

494
(6,437)

2,204
(17,046)

6,379
(22.425)

(16.046)




FMN CAPITAL CORPORATION
NOTES TO FINANCIAL STATEMENTS
December 31, 2003

Note 1 - Summary Of Significant Accounting Policies
Nature of Business
The Company, a California corporation, was incorporated on January 31, 1995 and adopted a
fiscal year of December 31. On March 28, 1995, the Company amended its corporate name to
FMN Capital Corporation and commenced operations in June of 1995.
The Company is engaged in business as a broker-dealer of investment securities, primarily
mutual funds, limited partnership interests, and annuitics. The Company’s client base consists

mostly of customers within the Southern California area and, therefore, its operations are affected
by the financial position of its major customers and economic conditions within that area.

Basis of recognition

Concession revenue and commission expense are recognized based on the trade date of the
transaction.

Capital requirement

Pursuant to Securities and Exchange Commission (SEC) Rule {5¢3-1, the Company is required
to maintain a minimum net capital of $5,000. However, by agreement with the National
Association of Securities Dealers (NASD), the Company is required to maintain a minimum net
capital of $50,000.

Cash and cash eguivalents

For thc purpose of the statement of cash flows, the Company considers all temporary cash
investments purchased with a maturity of three months or less to be cash equivalents. The
Company had no cash equivalents at December 31, 2003.

Cash in bank - restricted

The Company is required to maintain an account with its clearinghouse in thc amount of
$50,000. The funds arc not available for currcnt operations.

- W



FMN CAPITAL CORPORATION

NOTES TO FINANCIAL STATEMENTS
December 31, 2003

Note 1 - Summary Of Significant Accounting Policies (Continued)
€Concentrations of credit risk

The company maintains most of its cash balances at one financial institution located in Orange
County, California. Cash accounts at banks are insured by the Federal Deposit Insurance
Corporation up to $100,000. At December 31, 2003 the company’s uninsured cash balance
totaled $44,081. The Company does not believe that it is exposed to significant credit nsk in
connection with cash and cash equivalents.

Investments

The Company classifies its marketable equity securitics as available for sale. Secunties
classified as available for sale are carried in the financial statements at fair value. Realized gains
and losses, determined using the specific identification method, are included in eamings;
unrealized holding gains and losses are reported in other comprehensive income.

At December 31, 2003, the Company held investments in marketable equity securities with a fair
vatue of $111,201 and a cost basis of $111,171. The excess of fair value over cost of $30 is
reported as accumulated other comprehensive income in the statement of changes in
stockholders’ equity.

Property and equipment

Property and equipment is recorded at cost of acquisition, and fully depreciated asscts are carried
on the books until disposal. Thc Company uses the straigbt-line method in computing its annual
depreciation expense, as computed over the estimated uscful lives of the assets,

Property and equipment at December 31, 2003, consists primarily of computer equipment.
Depreciation expense for the year ended December 31, 2003 was $2,384 and is recorded as
administrative expenses in the statement of income and retained earnings.

Income taxes

Generally incomc taxcs have not been provided because the Company’s stockholders elected
under Section 1362(a) of the Intcmal Revenue Code and California State law to be taxed as an S
corporation effective April 1, 2000. As such, the Company’s income or loss and credits are
passed through to the shareholders and reported on their individual income tax returns.
Accordingly, no provision for federal income taxes or deferred income taxes has been included in
the accompanying financial statements. However there is a provision for income taxes which
represents a state minimum tax on corporations.
‘ 7.
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FMN CAPITAL CORPORATION
NOTES TO FINANCIAL STATEMENTS
December 31, 2003
Note 1 - Summary Of Significant Accounting Policies (Continued)

Financial statement estimates and assumptions

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 these estimates.

Note 2 - Related Party Transactions

The Company is related through common ownership to Financial Management Network, Inc.
(FMNTI), a California Corporation, of which the sole stockholder of the Company is the 100%
owner, and Colwin Financial Insurance Services, Inc. (CFIS), a California corporation, of which
the Company’s sole stockholder is a 50% owner.

The Company has entered into an expense sharing agrecement with FMNI, under which the
Company would be provided services by FMN], including the use of facilities, personnel, utilities
and supplies. The agreement calls for a monthly base amount of $10,000 plus an additional
amount equal to 80% of the Company’s net income after deduction of the base amount. The
agreement also stipulates that the Company will not be required to furnish payment to FMNI
should any payment cause the Company’s net capital to fall below 120% of its net capital
requirement under SEC Rule 15¢3-1. During the year ended December 31, 2003, the Company
paid $244,576 under the agreement.

Note 3 - Supplemental Disclosures of Cash Flow Information

Cash paid for: v
Interest S__¢

Income taxes $_1.013

L
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FMN CAPITAL CORPORATION

NOTES TO FINANCIAL STATEMENTS
December 31, 2003

Note 4 - Contingency

The Company is contractually obligated to maintain its agreement with its clearing firm for three
years, beginning in 2002. If the Company terminates the agreement before the end of the term it
must pay the clearing firm a termination fee, which at December 31, 2003 was $50,000.
Management does not intend to terminate the agreement and, therefore, no liability has been
recognized in the financial statements.

e/ T



‘BALSER, HOROWITZ, FRANK & WAKELING

AN ACCOUNTANGY CORPORATION

CRERTIFIE®D PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS' REPORT ON SUPPLEMENTARY INFORMATION
REQUIRED BY RULE 17a-5 OF THE SECURITIES AND EXCHANGE COMMISSION

To the Board of Directors
FMN Capital Corporation

We have audited the financial statements of FMN Capital Corporation as of and for the year
ended December 31, 2003, and have issued our report thereon dated January 20, 2004, 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 two through four 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 optnion, is fairly stated in all material respects in relation to the
basic financial statements taken as a whole.

Balser, Fonowcty, Frank & Wakeling

BALSER, HOROWITZ, FRANK AND WAKELING
Santa Ana , California
January 20, 2004, except as to page 2 below, which is as of July 29, 2004

1551 N. TusriN Avenpr,, Swive 1010, S5a8xta ANna. GA 927058

TELEPUONE (714) 543.1035 o Fax (714) 343-1567

Mesrres: AMERIGAN IXSTITEYE OF CERTYIPIED Prgeid AcunUXTaNTse asd Cartrounviy 8Sociery 0F GERTIFIED PUBLIC ATLOGENTANYS



FMN CAPITAL CORPORATION
SUPPLEMENTAL INFORMATION

December 31, 2003
Computation of net capital
Total assets $267,148

Less: Total liabilities 10,445

Total ownership equity from

statement of financial condition 256,703
Deduct:

Non-allowable assets 79,329

Allowance for clearing firm termination fee 50,000

Nel capital $127.374

The company’s required net capital, in accordance with Rule 15¢3-1(a)(2), is $50,000.

No material differences were noted between the Company’s unaudited filing of Part ITA
of the Focus Report and the computation of net capital noted above.

The Company is exempt from the provisions of the reserve requirement for Brokers and
Dealers under Rule 15¢3-3 in accordance with Section (k)(2)(ii) of such rule. .

The Company had no subordinated liabilities at any time during the year.

See the independent auditors’ report on supplementary information
-2
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‘BALSER, HoROWITZ, FRANK & WAKELING

AN ACCOONTANCY CORPORATION

CERTIFIED PUBLIU ACCOUNTANTS

To the Board of Directors
FMN Capital Corporation

In planning and performing our audit of the financial statements and supplemental information of
FMN Capital Corporation (the Company) for the year ended December 31, 2003, we considered
its internal control, including controt activitics 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 the intermal control structurc.

Also, as required by Rule 17a-5(g)(1) of the Securitics and Exchange Commission (SEC), we
have made a study of the practices and procedurcs followed by the Company 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 sccurities accounts for customers or perform custodial functions relating to
customer securities, we did not review thc practices and procedures followed by the Company in
any of the following:

L. 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 contro}
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.

1351 N. PrsriN AvENUE., Scrrew 10010, Sasra Anxa, (CA 92705

TELEFYNONE (714) 543-1915 « Fax (714) 543-13867

MEMBENAT AMERIGAN [SSTITOTE OF CERTIFIED PURBLIC ACCUOUNTANTS AND UALIFORYIA SAGIETY aF LegTiritn Peranotse AccnidNTaxta



WiifdaM VMaWdy M Ve ==V T TN IS AU & VT T 1 eWWi g Taye 1/

FMN Capital Corporation
Page two

Two of the objectives of inlemal 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 preparation of financial statements in conformity with U. S. 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 refemred 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 condijtion in which the design or
operation of the specific internal control structure elements docs 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. Bascd 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 solcly for the use of management, the SEC, the New York Stock
Exchange and other regulatory agencies which 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 anyonc other than these specified parties.

BALSER, HOROWITZ, FRANK AND WAKELING
Santa Ana, California
January 20, 2004



