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ROBERT J. HIPP, CPA

4 936 Ridge Court

i Evanston, liL 60202
i 847-869-9007

| Fax-847-866-6430
. roberthipp@aol.com

To the Board of Directors
Chauner Securities, Inc.

| have examined the Statement of Financial Condition of Chauner Securities, Inc. as of
June 30, 2004 and the related statements of Operations, Changes in Stockholder's
Equity and Cash Fiows for the year then ended. These financial statements are the
responsibility of the Company’'s management. My responsibility is to express an opinion
on these financial statements based on my audit.

| conducted my audit in accordance with generally accepted auditing standards. Those
standards require that | 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. | 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 Chanuer Securities, Inc. as of June 30, 2004, and the
results of its operations and its cash flows for the year then ended, in conformity with
generally accepted accounting principles.

pbert™ _Hipp
Certified Public Accountant

August 16, 2004



CHAUNER SECURITIES, INC.

Statement of Financial Condition
June 30, 2004

ASSETS
Cash $ 73,403
Other Securities 4,120
Accounts Receivable 3,005

Total Assets 3 80,528

LIABILITIES AND STOCKHOLDERS EQUITY

Accrued Commissions 3 2,849
Accrued Income Taxes 470

Total Liabilities 3,319

Stockholder's Equity:
Common Stock, $.01 par value, 10,000 shares authorized,

1,000 shares issued and outstanding 10
Paid-in Capital 9,990
Retained Earnings 67,209
Total Stockholder's Equity 77,209

Total Liabilities and Stockholder's Equity $ 80,528

The accompanying notes are an integral part
of these financial statements



CHAUNER SECURITIES, INC.

Statement of Operations
For the Year Ended June 30, 2004

Revenue:
Commissions $ 2,196,477
Managing Dealer Fees 200,125
Investor Service Fees 21,438
Placement Agent Fee 89,381
Investment Banking Fees 5,833
Other Fees 94,563
Interest Income 8,724
Other Income 3,079
Total Revenue 2619,620
Expenses: ‘
Commissions 1,896,208
Service Fees Paid to Affiliate 492 870
Profit Sharing Paid to Affiliate 203,000
Regulatory Expenses 18,748
Rep. Service Fees 3,247
Legal & Accounting : 2,200
Other Expenses 1,129
Total Expenses 2,617,402
Net income Before Taxes $ 2,218
Provision for Income Taxes 470

Net Income $ 1,748

The accompanying notes are an integral part
of these financial statements
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CHAUNER SECURITIES, INC.

Statement of Changes in Stockholder's Equity
For the Year Ended June 30, 2004

Stockholder's Equity - Beginning of Year

Net Income from Operations

Stockholder's Equity - End of Year

The accompanying notes are an integral part
of these financial statements

$

$

75,461

1,748

77,209



CHAUNER SECURITIES, INC.

Statement of Cash Flows
For the Year Ended June 30, 2004

Cash Flows from Operating Activities

Total Revenue 3 2,616,647
Expenses (2,627,713)
Net Cash Flows from Operating Activities v (11,068)

Cash Flows from Investing Activities

Net [ncrease in Money Market & Other Securities (32)
Net Cash Flows from Investing Activities (32)
Cash Flows from Financing Activities 0
Net Cash Flows (11,088)
Cash Balance - Beginning of Year 84,501

Cash Balance - End of Year $ 73,403

The accompanying notes are an integral part
of these financial statements



CHAUNER SECURITIES, INC.

Notes to Financial Statements
June 30, 2004

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Business Activity:

Chauner Securities, Inc. (the Company) was incorporated on April 10, 1985. The Company is
a registered securities broker-dealer.

Income Recognition:

Commission income and expense are recognized as of the settlement date. All other income
and expenses are recognized as incurred.

Income Taxes:

The Company uses the accrual method of accounting for both financial statement and income
tax purposes. The Company changed to the accrual basis of accounting for tax purposes in
the fiscal year ended June 30, 2003, recognizing in that year additional income resulting from
the change in accounting method. The income tax liability for the year ended June 30, 2004
of $470.00 is reflected as a liability on the balance sheet.

NOTE 2 — TRANSACTIONS WITH RELATED PARTIES:

The Company shares office space and services with a related entity. Rent and office services
are allocated based upon agreement between the respective managements.

NOTE 3 - NET CAPITAL REQUIREMENTS:

The Company is subject to the Securities and Exchange Commission Uniform Net Capital
Rule (Rule 15¢3-1). Under this rule, the Company is required to maintain “net capital”
equivalent to the greater of $5,000.00 or six and two-thirds percent of “aggregate
indebtedness”, as these terms are defined.

Net capital and aggregate indebtedness fluctuate on a daily basis. The net capital and net
capital requirement on June 30, 2004 were $74,122.00 and $5,000.00, respectively. The net
capital rule could restrict the future payment of cash dividends.
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ROBERT J. HIPP, CPA

'§ 936 Ridge Court
| Evanston, lIL 60202

! 847-869-9007
g Fax - 847-866-6430

| roberthipp@aol.com

To the Board of Directors
Chauner Securities, Inc.

I have examined the Statement of Financial Condition of Chauner Securities, Inc. as of
June 30, 2004 and the related statements of Operations, Changes in Stockholder’s
Equity and Cash Flows for the year then ended, and have issued my report thereon
dated August 16, 2004. My examination was made in accordance with generally
accepted auditing standards and, accordingly, included such tests of the accounting
records and such other auditing procedures as | considered necessary in the
circumstances.

In connection with my examination, | have also examined the supplementary schedules
on pages 3, 4, 6 and 7 of the Financial and Operational Combined Uniform Single
(FOCUS) Report, Part IlA, as prescribed in Rule 17a-5 of the General Rules and
Regulations of the Securities and Exchange Commission. Further, any difference
between the Audited Computation of Net Capital under Rule 15¢3-1 and the computation
of 15¢3-3 reserve requirements, and the Unaudited Part A of the FOCUS report of June
30, 2004, are reconciled in the attached supplementary schedules. | also determined
that Chauner Securities, Inc., during the year ended June 30, 2004, was in compliance
with the exemptive provisions of Rule 15¢3-3,(k)(2)(A) in that it carried no margin
accounts, handled no customer funds or securities, and held no funds or securities for,
nor owed any money or securities to its customers. In my opinion, the supplementary
schedules examined by me at June 30, 2004 present fairly the information included
therein in conformity with the rules of the Securities and Exchange Commission.

bert MNP
Certified Public Accountant

August 16, 2004



CHAUNER SECURITIES, INC.

Supplementary Schedules
June 30, 2004

Computation of Net Capital Under Rule 15¢3-1

Total Ownership Equity - Statement of Financial Condition $ 77,209
Net Capital Before Haircuts on Securities 77,209
Other Securities (2%) (82)
Non-Allowable Assets (3,005)

Net Capital $ 74,122

Computation of Net Capital Requirements

Minimum Capital (6 2/3% of aggregate indebtedness) 3 221
Minimum dollar net capital 5,000
Net Capital Requirement 5,000

Excess Net Capital 3 69,122

Computation of Aggregate Indebtedness

Total Liabilities - Statement of Financial Condition $ 3,319

Total Aggregate Indebtedness $ 3,319
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CHAUNER SECURITIES, INC.

Supplementary Schedules
June 30, 2004

Reconciliation of Net Capital per Financial Statement to
Net Capital per FOCUS Report

Net Capita! - Page 11 . $ 74,122
Net Capital - FOCUS Report 74,386
Difference $ (264)
June 2004 Interest income 205
Income Tax Accrual on Audited Statement (470)
Rounding Difference on Accounts Receivable 1

Total $ (264)

-12 -



CHAUNER SECURITIES, INC.

Exemptive Provision Under Rule 15¢3-3
June 30, 2004

The Company claims and exemption from Rule 15¢3-3 under the provisions of Section B (k){(2)(A)
“Special Account for the Exclusive Benefit of Customers” maintained.

13-



ROBERT J. HIPP, CPA

{936 Ridge Court
il Evanston, lIL 60202
t 847-869-9007
i Fax-847-866-6430

¢

| roberthipp@aol.com

To the Board of Directors
Chauner Securities, Inc.

I have examined the financial statements of Chauner Securities, Inc. for the year ended
June 30, 2004, and have issued my report thereon dated August 16, 2004. As part of my
examination, | made a study and evaluation of the Company’s system of internal
accounting control to the extent that | considered necessary to evaluate the system as
required by generally accepted auditing standards. The purpose of my study and
evaluation, which included 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 made a study of the practices and procedures followed by the Company in making
the periodic computations of aggregate indebtedness and net capital under Rule
17a3(a)(11) and the procedures for determining compliance with the exemptive
provisions of Rule 15¢3-3. | did not review the practices and procedures followed by the
Company (i) in making the quarterly securities examinations, counts, verifications,
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 8 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 customers’ 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 assess the expected benefits and related costs of both
control procedures and the practices and procedures referred to in the preceding
paragraph and to assess whether those practices and procedures can be expected to
achieve the Commission’s above-mentioned objectives. The objectives of a system and
the related practices and procedures are to provide management with reasonable, but
not absolute, assurance that the assets for which the Company has responsibility are
safeguarded against loss from the unauthorized use or disposition, and that transactions
are executed in accordance with management’s authorization and are recorded properly
to permit the preparation of financial statements in accordance with generally accepted
accounting principles. Rule 17a-6(g) lists additional objectives of the practices and
procedures listed in the preceding paragraph.

Because of the inherent limitations in any internal accounting control procedures or the
practices and procedures referred to above, errors or irregularities may occur and not be
detected. Also, projection of any evaluation of control procedures and practices to future



periods is subject to the risk that they may become inadequate because of changes in
conditions or that the degree of compliance with them may deteriorate.

My study and evaluation made for the limited purpose described in the first paragraph
would not necessarily disclose all material weaknesses in the system. Accordingly, | do
not express and opinion on the system of internal control of Chauner Securities, Inc.
taken as a whole. However, my study and evaluation disclosed no condition that |
believe to be a material weakness.

I 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 and 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 my study, | believe that the Company’s practices and procedures
were adequate at June 30, 2004, to meet the Commission’s objectives.

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

. p
ertified Public Accountant

August 16, 2004



