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'OATH OR AFFIRMATION

I, ( lay Womdck

i : swear (or affirm) that, to the
best of my knowledge and behef the aocompanymg rmanual staternent and suppomng schedules permnmg to the firm of
Dm.cl Capitial Seouutleﬁ Inc. , A .

, 88 of

2003 , are true and coirect. 1 further swear (or affirm) thar neither the company
10T any partner, proprictor, principnl oﬂ‘mr or duector bas any pmpnmry mlcrest in any munt classified soiey as that of

Decemhu 3

a customer, except as follows:

- County of ' . : » '
Suh%nhul and swom attmned) to befme :

m&?ﬂ; day of N( RN wb"{ | | - B A‘ C\g_;_ —
T T

is Teport™® contains (cbeck all apphcablc buxes)

(a) Facing page.

(b) Statement of Financial Condnmn

() Statement of Income (Lots).

(d) Statement of Changes in Fircuvaia-Comdtur: (1sh Flows ’

(¢} Statement of Changes in Stockholders® Equity or Partners’ or Sole Ptopmor’s Capital.

(D) Statement of Changes in Liabilities Subordmated to Qlaims of Creditors.

{) Computation of Net Capital

(h) Computation for Detennination of Reserve Requircinents Pumxam to Rule 15¢3-3,

() Tuformation Relating to the Possession or control Requirements Under Rule 15¢3-3.

i) A Reconciliation, including appropriste explanation, of the Computation of Net Capital Under Rule 15¢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 unaudxted Statements of ﬁnmcm] Condition with respect to methods of con-
sohdation. .

(1) An Oath or Afﬂmlauon
{m) A copy of the 5IPC Supplemental Report.
(n) A repon describing any matenal inadequacies found to exist or found to have exxstcd since the daxe of the prcvmus awdit,

DOR O ﬂxﬂmummﬂmmgv

. *%For conditions of confideniial treatment of certain pombns of this filing, see seca'on' 240.1 7a—.f(e)(3).




KEVIN G BREARD,CFA

AN ACCOUNTANCY CORPORATION

Independent Auditor’s Report

Board of Directors
Direct Capital Securities, Inc.

I have audited the accompanying statement of financial condition of Direct Capital Securities, Inc. as
of December 31, 2003 and the related statements of income, changes in stockholder’s 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. My
responsibility is to express an opinion on these statements based on my audit.

Subsequent to the issuance of the company’s December 31, 2003 financial statements and my report
dated January 14, 2004, I became aware that those financial statements did not include a required
reconciliation of net capital computation. In my original report I expressed an unqualified opinion on
the December 31, 2003 financial statements, and my opinion on the revised statements, as expressed
herein, remain unqualified.

I conducted my audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that I 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. I believe that my audit provides a
reasonable basis for my opinion.

In my opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Direct Capital Securities, 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 generally
accepted in the United States of America.

My 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-III 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 subject
to the auditing procedures applied in the examination of the basic financial statements and, in my
opinion, is fairly stated in all material respect in relating to the basic financial statements taken as a
whole and in conformity with the rules of the Securities and Exchange Commission.

A" M
Kevin G. Breard
Certified Public Accountant

Northridge, California
January 14, 2004

Date of original report, except as to the second paragraph above and Note 6 and Schedule I, which

are as of April 12, 2004.
NORTHRIDGE OFFICE PLAZA

9010 CORBIN AVENUE, SUITE 7
NORTHRIDGE, CALIFORNIA 91324
(818) 886-0940 - FAX (818) 886-1924
BreardCPA®@aol.com



Direct Capital Securities, Inc.
Statement of Financial Condition

December 31, 2003
Assets
Cash and cash equivalents $ 95923
Accounts receivable . 11,004
Securities, not readily marketable 2,475
Total assets $ 109,402

Liabilities and Stockholder's Equity

Liabilities
Accounts payable $ 9,070
Commission payable 1,024

Income taxes payable

16,460

Total liabilities 26,554
Stockholder's equity
Common Stock, $.01 value; 3,300 shares authorized;
1,500 shares outstanding 15
Additional paid-in capital 844,231
Accumulated deficit (761.398)

Total stockholder's equity

82.848

Total liabilities and stockholder's equity $ 109,402

The accompanying notes are an integral part of these financial statements.
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Direct Capital Securities, Inc.
Statement of Income
For the Year Ended December 31, 2003

Revenues
Commissions
Interest income
Realized gains (losses)
Other income
Total revenues
Expenses
Commissions and brokerage fees
Communications
Employee compensation and benefits
Management fees
Occupancy and equipment rental
Other operating expenses
Total expenses
Income (loss) before income taxes
Income tax provision
Income tax provision

Total income tax provision

Net income (loss)

$ 2,465,846
148
(825)

25.611

2,490,780

640,114
13,229
70,486

533,650
24,394

1,122.163

2,404.036

86,744

17,260

17.260

3 69.484

The accompanying notes are an integral part of these financial statements.
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Direct Capital Securities, Inc.
Statement of Changes in Stockholder's Equity
For the Year ended December 31, 2003

Additional
Common Paid-in Accumulated
Stock Capital Deficit Total
Balance, January 1, 2003 $ 15 § 844231 ¢ (830,882) § 13,364
Net income (loss) - — 69.484 69,484
Balance, December 31, 2003 $ 15 § 844231 $ (761.398) § 82,848

The accompanying notes are an integral part of these financial statements.
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Direct Capital Securities, Inc.
Statement of Cash Flows
For the Year Ended December 31, 2003

Cash flows from operating activities:

Net income (loss) § 69,484
Adjustments to reconcile net income (loss) to net cash

provided by operating activities:

(Increase) decrease in:

Accounts receivable $  (11,004)
(Decrease) increase in:
Accounts payable 9,070
Commission payable 1,024
Income taxes payable 15,660
Total adjustments 14,750
Net cash and cash equivalents provided by operating activities 84,234

Cash flows from investing activities:
Expired warrants 825

Net cash and cash equivalents provided by investing activities 825

Cash flows from financing activities: —

Net increase in cash and cash equivalents 85,059
Cash and cash equivalents at beginning of year 10,864
Cash and cash equivalents at end of year $ 95923

Supplemental disclosure of cash flow information:
Cash paid during the year for:

Interest $ -
Income taxes $ 800

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



Direct Capital Securities, Inc.
Notes to Financial Statements
December 31, 2003

Note1: GENERAL & SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

General

Direct Capital Securities, Inc. (the "Company") was incorporated in the State of Delaware. The
Company was originally incorporated under the name T.R. Winston Capital, Inc. on December 12,
1991. The Company is a registered broker-dealer in securities under the Securities and Exchange
Act of 1934, a member of the National Association of Securities Dealers, Inc. (NASD) and the
Securities Investors Protection Corporation (SIPC). The Company is a wholly-owned subsidiary of
TIC Capital Markets, Inc. (the Parent).

The Company and its Parent are 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.

Summary of Significant Accounting Policies

The presentation of financial statements in conformity with accounting principles generally accepted
in the United States of America 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 revenue and expenses during the
reporting period. Actual results could differ from those estimates.

For purposes relating to 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
also includes money market accounts as cash equivalents.

Service fee revenue includes fees arising from facilitating offerings in which the Company acts as an
agent. Fees are recorded when earned.



Direct Capital Securities, Inc.
Motes to Financial Statements
December 31, 2003

Note 2: SECURITIES. NOT READILY MARKETABLE

Securities, not readily marketable consist of 300 warrants in the NASDAQ Stock Market, Inc., these
securities were offered primarily to NASD members and purchased through a Private Placement
Memorandum. The warrants are exercisable in four tranches over four years. The first tranche
expired on June 28, 2002. The Company has the remaining options to exercise in the following
tranches;

Exercisable on Expires on Exercise Price

Tranche 2 300 shares June 30, 2003 June 25, 2004 $ 14.00
Tranche 3 300 shares June 28, 2004 June 27, 2005 $15.00
Tranche 4 300 shares June 28, 2005 June 27, 2006 $16.00

The Company is carrying these warrants at their amortized cost of $2,475.

Note 3: INCOME TAXES

As discussed in note 1, the Company is a wholly—owned subsidiary of TIC Capital Markets, Inc., and
is included in the consolidated income tax returns filed by its parent. A portion of the consolidated
income tax liability is allocated to the Company as if the Company had filed separate income tax
returns. o ' o

The tax provision of $17,260 represents the $7,805 minimum California tax, as well as, $9,455 in
federal alternative minimum tax.

Note 4: RECENTLY ISSUED ACCOUNTING STANDARDS

In January 2003, the FASB issued Interpretation 46, Consolidation of Variable Interest Entities. In
general, a variable interest entity is a corporation, partnership, trust, or any legal structure used for
business purposes that either (a) does not have interest entity investors with voting rights or (b) has
equity investors that do not provide sufficient financial resources for the entity to support its
activities. Interpretation 46 requires a variable interest entity to be consolidated by a company if that
company is subject to a majority of the risk of loss from the variable interest entity’s activities or
entitled to receive a majority of the entity’s residual returns or both. The consolidation requirements
of Interpretation 46 apply immediately to variable interest entities created after January 31, 2003.
The consolidation requirements apply to transactions entered into prior to February 1, 2003 in the
first fiscal year or interim period beginning after June 15, 2003. Certain of the disclosure
requirements apply in all financial statements issued after January 31, 2003, regardless of when the
variable interest entity was established. The adoption of the Interpretation on July 1, 2003 did not
have a material impact on the Company’s financial statements.



Direct Capital Securities, Inc.
Motes to Financial Statements
December 31, 2003

Note 4: RECENTLY ISSUED ACCOUNTING STANDARDS
(Continued) '

In April 2003, the FASB issued SFAS 149, Amendment of Statement 133 on Derivative Instruments
and Hedging Activities, which amends and clarifies accounting for derivative instruments, including
certain derivative instruments embedded in other contracts, and for hedging activities under SFAS
133. The Statement is effective for contracts entered into or modified after June 30, 2003. The
adoption of this Statement did not have a material impact on the Company’s financial statements.

In May 2003, The FASB issued SFAS 150, Accounting for Certain Financial Instruments with
Characteristic of both Liabilities and Equity. The Statement establishes standards for how an issuer
classifies and measures certain financial instruments with characteristics of both liabilities and
equity. It requires that an issuer clarify a financial instrument that is within its scope as a liability (or
an asset in some circumstances). It is effective for financial instruments entered into or modified
after May 31, 2003, and otherwise is effective at the beginning of the first interim period beginning
after June 15, 2003. The adoption of this Statement did not have a material impact on the
Company’s financial statements.

Note 5: 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 15 to 1. Net capital
and aggregate indebtedness change day to day, but on December 31, 2003, the Company had net
capital of $62,713, which was $57,713in excess of its required net capital of $5,000; and the
Company's ratio of aggregate indebtedness ($26,554) to net capital was 0.42 to 1, which is less than
the 15 to 1 maximum ratio aliowed for a first year broker/dealer.



Direct Capital Securities, Inc.
Notes to Financial Statements
December 31, 2003

Note 6: RECONCILIATION OF AUDITED NET CAPITAL TO UNAUDITED FOCUS

There is a difference between the computation of net capital under net capital Sec. Rule 15¢3-1 and
the corresponding unaudited focus part IIA.

Net capital per unaudited schedule

$ 79,267
Adjustments:
Stockholder’s equity $ (17,381)
Non-allowable assets 825
Haircuts @)
Rounding —_— 4
Total adjustments (16.554)
Net capital per audited statements § 62713



— : Direct Capital Securities, Inc.
Schedule I - Computation of Net Capital Requirements
Pursuant to Rule 15¢3-1

As of December 31, 2003
Computation of net capital
Stockholder's equity
Common stock $ 15
Additional paid-in capital 844,231
Accumulated deficit (761.398)
Total stockholder's equity $§ 82,848
Less: Non-allowable assets
Accounts receivable, greater than 30 days (11,004)
Securities, not readily marketable (2.475)
Total non-allowable assets (13.479)
Net capital before haircuts 69,369
Less: Haircuts and undue concentration
Money market (6,656)
Total Haircuts (6.656)
Net Capital 62,713

Computation of net capital requirements

Minimum net capital requirements

6 2/3 percent of net aggregate indebtedness $ 1,770
Minimum dollar net capital required 5,000

Net capital required (greater of above) (5.000)

Excess net capital 3 57713
Ratio of aggregate indebtedness to net capital 0.42:1

There is a material difference in net capital computation shown here and the net capital computation
shown on the Company's unaudited Form X-17A-5 report dated December 31, 2003. (See Note 6).

See independent auditor's report.
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Direct Capital Securities, Inc.
Schedule II - Computation for Determination of Reserve
Requirements Pursuant to Rule 15¢3-3
As of December 31, 2003

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

See independent auditor's report.
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Direct Capital Securities, Inc.
Schedule II1I - Information Relating to Possession or Control
Requirements Under Rule 15¢3-3
As of December 31, 2003

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

See independent auditor's report.
-11-



Direct Capital Securities, Inc.
Supplementary Accountant's Report
on Internal Accounting Control
Report Pursuant to 17a-5

For the Year Ended December 31, 2003



KEVINGBREARD, CFPA

AN ACCOUNTANCY CORPORATION

Board of Directors
Direct Capital Securities, Inc.

In planning and performing my audit of the financial statements of Direct Capital Securities, Inc.
for the year ended December 31, 2003, I considered its internal control structure, for the purpose
for safeguarding securities, in order to determine my auditing procedures for the purpose of
expressing my opinion on the financial statements and not to provide assurance on the internal
control structure.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission, I have made a
study of the practices and procedures followed by Direct Capital Securities, Inc. including tests
of such practices and procedures that I considered relevant to 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 security accounts for customers or perform
custodial functions relating to customer securities, I 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
structure and the practice 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 internal control structure policies and procedures and of the practices
and procedures referred to in the proceeding paragraph and to assess whether those practices and
procedures can be expected to achieve the Commission's above mentioned objectives. Two of
the objectives of an internal control structure 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 accounting principles generally
accepted in the United States of America. Rule 17-5(g) lists additional objectives of the practices
and procedures listed in the preceding paragraph.

NORTHRIDGE OFFICE PLAZA
8010 CCRBIN AVENUE, SUITE 7
NCRTHRIDGE, CALIFORNIA 91324
(818) 886-0940 - FAX (818) 886-1924
BreardCPA@aol.com



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

My consideration of the internal control structure would not necessarily disclose all matters in the
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 design or
operation of the specific internal control structure elements does not reduce to a relatively low
level the risk that errors or irregularities 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, I noted no
matters involving the internal control structure, including procedures for safeguarding securities,
that I considered to be material weakness as defined above.

[ 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 purpose
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
material inadequacy for such purposes. Based on this understanding on my study, 1 believe that
the Company's practices and procedures were adequate at December 31, 2003 to meet the
Commission's objectives.

This report is intended solely for the use of management, the Securities and Exchange
Commission, and other regulatory agencies which rely on rule 17a-5(g) under the Securities
Exchange Act of 1934 and should not be used for any other purpose.

AN

Kevin G. Breard
Certified Public Accountant

Northridge, California
January 14, 2004



