< e \V
’ | ! OMB APPROVAL

’ SECURIT ] 1 | ISSION (E)xMB Number.  3235-0123
ires: October 31, 2004

A & rin . 04015795 Esgn{\ated average burden
\é SR ANNUAL AUDITED REPORT hours perresponse.. ... 12.00
\%’:‘530 5? FO ';XIR)_(I: 1! |7!A-5 SEC FILENUMBER
R s A5 N7

A FACING PAGE
Information Required of Brokers and Dealers Pursuant te Section 17 of the

Securities Exchange Act of 1934 and Rule 17a-5 Thereunder

REPORT FOR THE PERIOD BEGINNING_ 01/01/03 AND ENDING_12/31/03
MM/DD/YY MM/DD/YY

A. REGISTRANT IDENTIFICATION

NAME OF BROKER-DEALER: OFFICIAL USE ONLY

McFarland, Grossman & an%, INC.
ADDRESS OF PRINCIPAL PLACE OF BUSINESS: (Do not use P.O. Box No.) FIRM 1.D. NO.

0821 Katy Freeway, Suite 500

(No. and Street)
Texas 77024

Houston
(City) (State) (Zip Code)

NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT
Clifford E. McFariand 713-464-7770

(Area Code ~ Telephone Number)

B. ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*

0SA Financial Services, Inc.

(Name - {f individual, state last, first, middle name)

10801 Harmerly Blvd. Ste 112 Houston Texas 77043
(Address) {City) ' (State) . {Zip Code)
CHECK ONE:

I Certified Public Accountant PROCESSED

[0 Public Accountant

[J Accountant not resident in United States or any of its possessions. 1 MAR 2 9 2004
<J ‘ o
OFFICIAL U s
FOR C SE ONLY ;%\L

*Claims for exemption from the requirement that the annual report be covered by the opinion of an independent public accountant
must be supported by a statement of facts and circumstances relied on as the basis for the exemption. See Section 240.17a-5(¢)(2)

Potential persons who are to respond to the collection of
information contained in this form are not required to respond
SEC 1410 (06-02) unlessthe form displays a currently valid OMB control number.

Y
W

N

.g-d @282 BSE ZEB IeToUBUT S HSO dSE:b0 #0 2 Q24




OATH OR AFFIRMATION

I, Clifford E. McFarland

, swear (or affirm) that, to the best of

my knowledge and belief the accompanying firancial statement and supporting schedules pertaining to the firm of

McFarland, Grossman & Company, Inc.

, as

of December 31 , 20 03

, are true and correct. I further swear (or affirm) that

peither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account

classified solcly as that of a customer, except as follows:

LAURAPALOMO
MY COMMISSION EXPIRES
July 20, 2004

£ Gho

Notary Public

This report ** contains (check all applicable boxes):
(@) Facing Page.
(b) Statement of Financial Condition.
(c) Statement of Income (Loss).
(d) Statement of Changes in Financial Condition.

.//‘\
D AE MeZe

Signature

Senior Managing Director

Title

(e) Statement of Changes in Stockholders’ Equity or Partuers’ or Sole Proprietors’ Capital.
(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

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

)

Information Relating to the Possession or Contro] Requirements Under Rule 15¢3-3.
(i) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15c3-3 and the

Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.
(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of

consolidation.
(1) An Oath or Affirmation.

&
4}
&
i
iy
X
N (g) Computation of Net Capital.
X
&
X
O
X
0O (m) A copy of the SIPC Supplemental Report.

a

{n) Areport describing any material inadequacies found to existor found to have existed since the date of the previous audit.

**[“or conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(ej(3).
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OSA Financiél:Sérviées;< Ilic'.' N
~ Audit, Accounting, Tax Compliance -

.. 10801 Hammerly Blvd. Suite#112. . Telephone (832) 358-1010
~ Houston, TX. 77043 ‘ ‘ ‘ S ‘
 INDEPENEDENT AUDITOR’S REPORT
~ To the Board qf Directors and Stockholders |
.- “McFarland, Grossman & Company, Inc. .
© 9821 Katy Freeway, Suite 500 E

e Hquston, TX. 77024

I have audited the accompanying statements of financial condition of McFarland,

‘Grossman & Company Inc. (a Texas Corporation) as of December 31, 2003, and

~ the related statements of operations, cash flows and changes in partners’ capital for

- the year ended 2003. These financial statements are the responsibility of the . .

- Company’s management. My responsibility is to express an opinion on these
financial statements based on the audit results. o :

" Lconducted these audits in accordanice with generally accepted auditing standards.

"+ Those standards require that I plan and perform audits 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 accounting
- principles used and significant estimates made by management, as wellas
. evaluating the overall financial statement presentation. I believe that my audits

- provide a reasonable basis for my opinion. o I

"' In my opinion, the financial statements referred to'above present fairly, in all ‘

“material respects the financial position of McFarland, Grossman & Company, Inc..
as of December 31, 2003, and the corresponding results of its operation, cash flows
‘and changes in partners’ capital for the year ended in conformity with generally

* accepted accounting principles. S L . L

My audits were conducted for the purpose of forming an opinion of the financial

. statements taken as a whole. The accompanying information contained on Schedules
_.-..1,2 and 3 ar¢ presented for purposes of additional analysis and is not a required -

*._part of the financial statements but is 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 audit of the financial statements
and, in my opinion, is fairly stated in all material respect in relation to the financial

" statements taken as a whole.

February 23,2004




MCFARLAND GROSSMAN & COMPANY, INC.
'STATEMENTS OF FINANCIAL CONDITION |

‘ For The Year Ended
- December 31,

2003 . 2002

B - Cash and cash equlvalents S e e - 885,332 $57,163 . .. .
S "cAccounts Recelvable net of allowance for 776 6,076 |
Loy doubtfnl accounts of $500 in 2002 & 2003 o S

L Secuntnes owned ) o L :
-~ Marketable T L,700 f 744
Not readllv marketable _ P _ =0- - -0- -

 $87,808 . $63,983

| Furniture and equnpment at cost, net of accumulated

o Depreciation of $156,007 in 2003 and $189,149in 2002 6,814 13,674
3 ":“I’repald expenses A S }‘ '4,'625“‘ N %)
 Note Receivable - GBIC R V- -
 Advances- - ' ‘ 835 = -0
B ‘Deferred federal income tax benefit o L0000 33,546
S ~ Totalassets -~~~ -~ . -~ - 104,832 . 111,924
LIABILIT[ES
_ Accounts Payable S ene3 100512
. Accrued Expenses . - ’ S 16, 188 14,754
 Federal Income tax payable. S C-0- o -0-
,Notes Payable i I : - 2.823 2,823 -

TotalLlabllmes o ge024 0 118089
STOCHOLDERS EQUITY

. _fCl-ass A common stock — no par value, 10, 000,000 51,638 51,638
.- Shares authonzed 352, 000 shares issued and ' ST :

outstanding « } S : S :
Retamed Earnmgs (deficlt) C L - (32,830 (57.801)
| 18808 (6164)
$104,832 - $111,926

. See notes to financial statements




MCFARLAND GROSSMAN & COMPANY : lNC

STATEN[ENT OF OPERATIONS

’ Revenues

Investment Bankmg and ﬁnanclal advnsory fees

- Dividends and Interest-
‘ " Net (loss) on securities
- Other Income

N Expenses

" Officers’ Salaries
- .Other Wages & Benefits

o Rent

E Telecommumcatlons
" Interest Expense

‘Depreclatlon and amortlzatlon

Other Operatmg Expenses S
Income;(Loss) Be_fore taxes .
| 'Fe“der‘al‘rlnc'ome Tax Expense -

-+ .. Current
© Deferred

‘ -Netlncoxne o

‘See notes to financial statements

For The Year Ended
__December 31, _
2003 2002
$1,105000 . $775625
1,551 - 305
1,140 (45620
- e3 273
| 1,108.294 733,032
120,000 128,671
320,134 351,748
100502 100,502
24578 29,587
31,229 278
6,858 16,299
471755 240242
1,075,056 867,327
33,238 (134,295)
8,266 (9.821)
C(16533) (20,425)
—(8:267) - (30.246)
C 2497 (104,049)




| MCFARLAND GROSSMAN & COMPANY, INC.
*  STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY

Class

Common
Stock

. Balance1231/02° . $51,638

'NetLoss (Gain) 2003

Retained:

Earnings

- Deficit -
(57,800

$24,971

Total -~ k

stockholders

o - equity
eI

" Balance12/3103  ©  $51638

_ See notes to ﬁnancia] stateme’_hts

. (532830)

. $18.808




.....

g Net Income (loss)

3 . Ad]ustments to reconclle net income (loss) to net

Cash pro_vxded by (used in) operating activities:

- Depreciation and amortization
. 'Bad Debt expense
 Deferred tax eéxpense. (benefit) ‘
S Interest added to notes recelvables from shareholders .
- (Increase) decrease in:’
.. .Accounts.receivable .

Securities, Owned

o Marketable Securities held as collateral for notes recelvable :
' from shareholders :

Federal Income tax recelvable

. Prepaid expenses -
- . Increase (Decrease) in:
. Accounts payable
~ Accrued Expenses g
: *V‘Federal Income tax payable :

'Net cash pro_v1ded__by operatlng“ activities . . -

_ Cash Flow from Investing Activities
- Purchase of furniture and equlpment

Purchase of stock - v
Net cash used in financmg actlvmes o

. _ Cash Flow from Fmancmg Actxvntles

Payments of debt

Net Increase (Decrease) in Cash and cash Eqmvalents :

Cash and Cash Equnvalents at Begmnmg of Year

Cash at End of Year__ | e

MCFARLAND GROSSMAN & COMPNAY; INC i e e
. STATEMENT OF CASH FLOWS o

$24,971

. 6,859 .
© (500)
(23,180)

| | (31 ,229)

' (6,842)

84,950.

o

10,006 -

4,625

(33,045)

1,434

©(8266)

- $29.783

co=s

_""For_the Year'ﬁnded?;-w o
: Decem_her 31,2003 -




MCFARLAND GROSSMAN & COMPANY
" NOTES TO FINANCIAL STATEMENTS -
' DECEMBER 31,2003

' Note 1- Accountlng Pohcles

- Accountmg policies followed by the company and the methods of applymg these prmclples whlch
~* . materially affect the determmatlon of financlal pos1tlon, results of operatlons and cash flows are
'_summarlzed below, | | , r :

,Descnptlon of Busmess

B McFarland Grossman & company, Inc. located in Houston, Texas isa prwate investment bankmg
firm and fully disclosed Securities Broker dealer. The Company is registered as a Broker — Dealer’
. with the Securities and Exchange Commission, and is a member of the natlonal Assoclatlon of

_ Securltles Dealers, Inc. (NASD) :

. ,.Statement Presentatlon

- The Unclassnﬁed Statement of Fmanclal condltlon is presented in accordance w1th mdustry standalv

Revenue Recogmtlon '

: ".'Revenues for investment bankmg services are recognized when fees are collected. Placement fees a1
~ recorded when the transaction closes and the related fees are collected. Fees received in the form of
;eqmty securities are recorded at the fair market value of securities received. Expenses paid on beh:

- of customers are recorded as receivables at date of occurrence. Earnings are charges with a provisi

S to be cash equlvalents

~ for doubtful accounts receivable based on collectlon experience and current review of collectlblhty
: .accounts Accounts deemed uncollectlble are applled agamst the allowance for doubtful account.

r k‘Cash & Cash Eqmvalents

-,The Company consnders all short term mvestments wnth an ongmal maturlty of three months or le-




.~ MCFARLAND GROSSMAN & COI\’IPANY;"INC; .
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31,2003
i  Securities Owned
Marketabie ’sccuritieg, consiétihé of éduity secuﬁti,és.,' are stated é\t 'mafket value. The increase or .
" decrease in net unrealized appreciation or depreéciation is credited or charged to operations.”
~ Securities not readily marketable are investment securities which are carried at management’s
- estimate of fair market value and cannot be publicly offered or sold unless a registration has been
- effected under the securities Act of 1933 or an exemption there from exists. =~ ' -
Fu'rnivtn.re,ah»d‘_Equipment B o

5 : _ Fuinitilife and equiphient are recorded at cost. Depréciation is computed at rates considered suffici
_to amortize the cost of the assets over five to seven years using accelerated methods.
Federal Income Tax =~
Federal chome tax is computed at prevailing rates. '

. The Cbmpaliy provides deferred income taxes for the expected future consequences of tempbrary '
-difference between tax bases and financial reporting bases of assets-and liabilities. o

""Uséo_f'E_étimat’es? T

The ,prép:iratidn of financial statements in conformity with accounting principles generally accepte

" in the United States of America requires. management to make estimates and assumptions that effe

the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at th

3 date of the financial statements and the rep’orted amounts of revenues and expenses during the .
reported period. Actual results could differ from those estimates. S




- '}MCFAR'LAND','GROSSMAN & COMPANY, INC.
NOTES TO FINANCIAL STATEMENTS |
'DECEMBER 21,2003
| ‘NOTE 2 NOTES PAYABLE

¥ } At December 31 2003 the Company had the followmg notes payable, |

o Unsecured notes payable to former employees, ‘ B - _ L2003
. Interest at 8%, due in monthly mstallments of o S g ' $2,823.

L Prmclpal of $403 until pald
o | NOTE 3- INCOME TAXES

’ The followmg isa reconclllatlon of federal mcome taxes computed at the statutory rate wnth incomu
o taxes recorded in the Statement of Income (Loss) for the year. ended 2003 . :

- ‘ I 12003
’ L/'_Federal mcome tax (benefit) at the statutory rate of 34% - T $8,266 :
. Non Deductlble Items A , S 2,533

»;",‘_Other L e =0

RIS follows

» o S '$10.799.00 . -
.The components of the deferred tax assets and hablhty as of December 31, 2003 and 2003 were as

003.»' 2002

: ~'Defer're'd tax llabilities

" Accumulated Depreclatlon e S $(4 245) ~ $(3,000)
: V“Securltles owned ST TR A - $1,700 ~ $(18.149)
i ST I L $(2,545) ‘5(22079)
. Deferred tax as‘setsv: S o T

 Securitiesowned - . . T 1,700 11, 784

- Accrued liabilitiess -~ - . o ‘ 0 14,350

'Net operatmg loss carryforward 18,699 - 43,670

Net Deferred tax asset " L | . 23,180 - 33,546




/ MCFARLAND GROSSMAN & COMPANY INC.
NOTES TO FINANCIAL STATEMENTS
' DECEMBER 31, 2003 - '
L ;NOTE 4 OPERATING LEASES

‘"The Company leases off' ice space. from an unrelated thnrd party The office lease expires in March
-2006. Rent expense for the penod endmg December 21, 2003 was $100,502.73 ‘ B

Future minimum lease payments are as follows

Forthe Year ended , « f} o _Oﬂ'lce o . "'Officevk-‘

. December 31, - B - 'Facilities .~ Equipment Total
2003 T $93384 .. 815,568 . $108,952
2004 o $93,384 -~ 813,208 . . $106,592
© 2005 - 893384 . . $6,366 $99,750 °
2006 823346 -0- $23.346
ST 8303498 $35,142 . '$338,640

‘".NOTE 5 NET CAPITAL REQUIREMENTS

:Pursuant to the net capltal provnsnons of rule 15c3 1 of the Securmes Exchange Act of 1934, the
Company is required to maintain a minimum net capital, as defined under such provnsnons Net
_ ‘_capltal and the related net capital ratlo may ﬂuctuate on a dally basns ' '

‘ There were no materlal madequacles found. to exist in the computatlon of the ration of aggregate
.- indebtedness to net capltal at December 31, 2003 At December 31, 2003, the company had net capn“
~deficit of $(121,177) respectively, and a net capital requirement of $50,000. The Company’s
* ‘computation of the ratio of aggregate indebtedness to net capital was not applicable due to the net

- capital deficit. The Securities and Exchange Cominission permlts a ration for the Company at this
L _tnme of no greater than'15 to 1.

Due to the deficlency in its statutory net capital, the Company is restricted from marketmg or selln »
securities until such deficiency is cured. The Company has made all required notification to the NA
. regarding this deficlency Management does not belleve that thls will have a material negatlve 1mp.

~ on  the Company ‘




" MCFARLAND GROSSMAN & COMPANY, INC.
NOTES TO THE FINANCIAL STATEMENTS
- DECEMBER 31, 2003 |

NOTE 6 - PROFIT SHARING PLAN
* "The Company has an employee benefit plan under Section 401(K) of the Internal Revenue Service
~ Code for all eligible employees. The plan calls for discretionary contributions as determined by the

- Board of Directors. Employee contributions are made to the plan by electing to defer 1% to 15%

- of the employee’s compensation. The employer is not required to make matching contribution.

~ Employees are eligible to participate in the plan after they have attained 21 years of age and have
o -'cdmpletedf6 months of service. The company made a contribution to the plan in the amount of

 $1,897.89 in December 2003. ' . | o

'NOTE 7- STOCK OPTION PLAN

" On December 13, 1995 the Company adopted its Stock Option Plan. Option grants may include -
. stock appreciation rights in order to allow for cashless option exercises. The option price may not
~be less than the fair market value of a share on the date the option is granted and the maximum
term of alf -option may not exceed ten years R e '

- There are currently no options outstanding as of December 31, 2003. As such, there are no actual .

" pro forma amounts impacting the Fiscal year 2003 financial reports under Financial Accounting

:Standards Board Statement No. 123, A'c‘count‘ing‘ for Stock-Based Compensation. R

" The Company historically accounts for its employee stock options under Accounting Principles -

. Board Option No. 25, ‘Accounting for Stock Issued to Employees” for which no compensation

:e;p’ense‘is recognized for employee stock options if there is no intrinsic value at the end of vgrant;
‘ ""NOTE-WSS—V-‘Traﬁéactibﬁs-’with Related Parties o

The Company did not engage in nay related party transactions durihg the fiscal year ehding ;

N - December 31, 2003. Mr. C!iifqlfd McFarland is the sole, 100% stockholder of this firm.-




: MCFARLAND GROSSMAN & COMPANY INC -
: COMPUTATION OF NET CAPITAL UNDER RULE 15C3-1 OF THE
\ ' SECURI’IIES AND EXCHANGE COMN[ISSION o
' DECEMBER 31, 2003 ' ' ‘

: NetCapltal : L LT N
- Total Shareholders Equlty forNet Capltal - s - (32.830)

e ﬂDeductlons and/or Charges

“Non Allowable assets: . - . = S _ ) .
Property&Eqmpment . L 813,674

 Accounts Receivable - I 776
Deferred federal inconie tax T o7 23,180 0 oo
OtherAssets T ) R - 547 : 38177 - -
S 'v'Net Capltal Deficlt Before haxrcuts on Seclmtles, e 5 ; .
y.f,Transactlons Positions ~ . S co - (71,007) - -
- Haircuts on Securities S e o _ (170)
| NetCap,ital,Deficit o S ma1

- Aggregate Indebtedness
Items included in balance sheet : R ‘ ,
. Accounts Payable & accrued expenses L ‘ S . 80,377

Notespayable e S T 2,824
Co o o : o 83,201

o Computatlon of Basnc Net capltal Requnrements

. Minimum Net Capltal requlred (6 67 % of total aggregate ol B 1 5574

_ “Indebtedness) P
Mmlmum Dollar Net Requlrement L R R §Q,Q_0_Q
- Net capltal requlrement (greater of above two minimum..'reduir_ernent amounts - 50,000 -
Net Capltal Def'clency - E L ‘» ~ | A o (121, 177)
Ratlo Aggregate Indebtedness to Net Capltal _.‘_ o - ” | B E/_A_« o

) fThe above computatnon does not differ matenally from the computatlon of net capltal under Rule 15¢3-1as of -

' December 31, 2002, filed with the Securities and Exchange Commission by the Company on Part IIA, of form X—17 a—5
, except for $7,800 of accrued expenses. . S




v b Schedule ]I o
P MCFARLAND GORSSMAN & COI\’IPANY INC
- CON[PUTATION FOR DETERMINATION OF RESERVE REQUIREI\’[ENTS AND
. _"INFROMATRION RELATING TO POSSESSION OR CONTROL OF SECURITIES
UN])ER RULE 15C3-3 OF THE SECURITIES AND EXCHNGE COMJVIISSION
AS OF DECEIV[BER 31, 2003 :

' -EXEN[PTION PROVISIONS '

‘,The Company has clalmed an exemptlon from rule 15¢3-3 under Sectlon (k) (2) (n), in whlch all :
- -customer transactlons are cleared through another broker-dealer oma fully R

S “dlsclosed basns




 INDEPENDEDNT AUDITORS REPORT ON INTERNAL CONTROL STRUCTURE

, _'_‘_The Board of Directors
B McFarland Grossman & Company, Inc

L In plannmg and performmg my audlt of the financlal statements and supplemental schedules of -
" 'McFarland, Grossman & Company, Inc. for the year ended December 31, 2003, I considered its

internal control structure in order to determine my auditing procedures for the purpose « of

- expressing my opinion on the financlal statements and not to provnde an assurance on the internal
- _“control structure. .

Also, as required hy Rule 17a-5(g)(1) of the Secuntles and Exchange Commlssmn, I have made a -

_ . study of the practices and procedures followed by McFarland, ‘Grossman & Company, Inc.
L ‘mcludmg tests such as practices and procedures that I consndered relevant to the objectlves stated
* . in-‘Rule 17a-5(g) in makingperiodic computations of aggregate indebtedness and net capital under
- 17a—3(a)(11), and for determining compliance with the exemptive provisions of rule 15¢3-3. Because
o AMcFarland Grossman & Company, Inc. does not carry securities for customers or perform
_ custodial functions related to customer securltles, I did not review the practlces and procedures

‘,.1; followed bytheA o I v_ ) - ,- e R s - : - B P - . .’-‘ P A,.., - - _,. -

i [Company in any of the followmg

1) Makmg quarterly securities exammatlons, counts, verlficatlons and comparlsons -
~ 2) Recordation of differences required by Rule 17a-13 . '
3)  Complying with the regulations for prompt payment for securities under
4) Section 8 of the Federal Reserve Regulatlon T of the Board of govemors of the L
~Federal Reserve System.
The management of McFarland Grossman & Company, Inc. is responsnble for estabhshmg and

' maintaining internal control structure and the practices and procedures referred in the precedmg
.. paragraph. In fulfillmg this responsibility, estimates and Judgments by management are requlred
" to assess the expected benefits and related costs of control structure policies and procedures and -
- - of the practices and procedures that can be expected to. achieve SEC above mentioned policies aud

guidelines. Two of the objectives of an internal control structure, practice and procedures are to

_provide management with reasonable but not absolute assurance that assets for which MGCO, Inc

) “has respons1b1hty 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 generally accepted

‘ o+ accounting prmclpals Rule 17a-5(g) llsts addltlonal objectlves of the practlces and procedures -
llsted in the previous paragraph
. Because of inherent limitations in any mternal control structure or the practlces and procedures.

referred to above, errors or irregularities may occur and not be detected. Also, projections of any
evaluation of them to future periods is subjected to the risk- that they may become madequate

- -because of changes in conditions or that effectlveness of thelr deslgn and operatlon may
','ﬁdetenorate. :




- My consideration of the internal control structure would not necessaﬁly disclose all mattersin
the internal control structure that might be a material weakness 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 structure elements does not reduce
to a relatively low 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, which I consider to be a material weakness. e e . ’ o
1 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 purpose 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
o a material inadequacy for such purposes. Based on this understanding and on my study, I believe

" that the Corporation’s practices and procedures were adequate at December 31, 2003, to meet

. the SEC’s objectives. -~ — o ‘ | L S

. 'This report is intended solely for the use of the Board of Directors, management, the SEC, and .~

" other regulatory agencies that rely on rule 17a-5(g) under the Securities Exchange Act of 1934 on

" their regulation of registered brokers and dealers, and should not be used for any other practice.

. February23,2004 . : t ,_  .'_;, o

4 N

" James Rdgei.'s‘

" ‘Chieéf Executive Officer

" OSA Financial Services, Inc




