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OATH OR AFFIRMATION

1, Lawrence A. Krause, swear (or affirm) that, to the best of my knowledge and belief the accompanying financial

statements and supporting schedules pertain to the firm of KW Securities Corporation, as of March, 31. 2004, are
true and correct. I further swear (or affirm) that neither the company nor any partner, proprietor, principal officer or
director has any proprietary interest in any account classified solely as that of a customer, except as follows:

3 President
[y 5 ; Title
;; Q,,Me/ ? iﬁé@«/ t
[

Notary Public
PATRICIA E. FISHER

. COMM. #1418289
3§ NOTARY PUBLIC-CALIFORNIA 8
SAN MATEO COUNTY -

This report** contains (check all applicable boxes): ) %xj My Comm. Expires May 17, 2007 i:

(a)
(b)
(c)
(d)
(e)
4y
(g)
(b)
@)
0))

(k)
(M)

(m)
(n)

FN O RENEOIRRERS

Facing page.

Statement of Financial Condition.

Statement of Operations.

Statement of Cash Flows.

Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor’s Capital.

Statement of Changes in Liabilities Subordinated to Claims of Creditors.

Computation of Net Capital

Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

Information Relating to the Possession or control Requirements Under Rule 15¢3-3.

A reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule

15¢3-1 and the

Computation for Determination of the Reserve Requirements Under Exhibit A of Ruie 15¢3-3.

A Reconciliation between the audited and unaudited Statements of Financial Condition with respect
to methods of consolidation.

An Oath or Affirmation.

A copy of the SIPC Supplemental Report.

A report describing any material inadeguacies found to exist or found to have existed since the date
of the previous audit.

** For conditions of confidential rreatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Independent Auditors’ Report

To the Board of Directors
KW Securities Corporation

We have audited the accompanying statement of financial condition of KW Securities
Corporation as of March 31, 2004, and the related statements of operations, 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. Our responsibility is to express an opinion on these financial
statements based on our audit.

We conducted our audit 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 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 KW Securities Corporation as of March 31, 2004, 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.

Our audit was conducted for the purpose of forming an opinion on the basic financial

‘statements taken as a whole. The information contained in Schedules I, II, III, and IV 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 opinion, is fairly stated in all material respects in relation to the
basic financial statements taken as a whole.

San Francisco, California

May S, 2004 %—: oéﬁ/( fWUJD
d

Member of NEXIA International, A Worldw;de Association of Independent Accounting Firms

The Landmark @ One Market, Sixth Floor, San Franc1sco, CA 94105 Tel: 415 974 6000 Fax: 415 974 5488

e-mail: hlw@hlwcpa.com www.hlwcpa.com
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KW Securities Corporation
Statement of Financial Condition
March 31, 2004

Assets

Cash
Commissions receivable

Total Assets

Liabilities and Stockholder's Equity

Liabilities:
Due to affiliate
Total Liabilities

Stockholder's Equity:
Common stock, $1 par value:
Authorized - 500,000 shares,
Issued and oustanding -

4,500 shares
Retained earnings

Total Stockholder's Equity

Total Liabilities and Stockholder's Equity

See Accompanying Notes to Financial Statements

-2

33,298

31,314

64,612

19,735

19,735

4,500

40,377
44,877

64,612
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Revenues:

Commissions
Interest

Total Revenues

Expenses:

Management fees
Licenses, fees and other
Professional services

Total Expenses

Net Income

See Accompanying Notes to Financial Statements

KW Securities Corporation
Statement of Operations
For the Year Ended March 31, 2004

-3

$

349,028
46

349,074

333,928
4,740

6,145
344,813

4,261 -



KW Securities Corporation
Statement of Changes in Stockholder's Equity
For the Year Ended March 31. 2004

Common Retained
Stock Eamings Total
Balances, Beginning of Year $ 4,500 $ 36,116 $ 40,616
Net Income - 4,261 4,261
Balances, End of Year 5 4500 $ 40,377  $ 44 877

See Accompanying Notes to Financial Statements

- 4-




KW Securities Corporation
Statement of Cash Flows
For the Year Ended March 31, 2004

Cash Flows From Operating Activities:

Net Income

Adjustments to reconcile net income to
net cash provided by operating activities:
Increase in commissions receivable
Increase in due to affiliate

Total adjustments
Net Cash Provided By Operating Activities
Net Increase In Cash

Cash, Beginning of Year

Cash, End of Year

See Accompanying Notes to Financial Statements

-5-
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4,261

(11,082)
8,235

(2,847)

1,414

1,414

31,884

33,298



KW Securities Corporation
Notes to Financial Statements
March 31, 2004

Summary of Significant Accounting Policies

Business Organization

KW Securities Corporation (the Company) was incorporated in the state of California in
1980. The Company is registered as a fully disclosed broker-dealer with the Securities and
Exchange Commission and is a member of the National Association of Securities Dealers

(NASD).

Method of Accounting

The Company uses the accrual method of accounting for financial reporting and the cash
method of accounting for income tax purposes.

Cash

Cash consists of cash on deposit with a commercial bank and with a clearing
organization, which at times may exceed federally insured limits. The Company has not
experienced any losses in such accounts, and it believes it is not exposed to any
significant credit risk on these cash balances.

Commissions Receivable

The Company clears securities transactions through third-party broker/dealers and financial
institutions. The clearing entity collects commissions earned and remits to the Company its
share of commissions collected.

Revenue Recognition

Commission revenue and related expenses arising from security transactions are recorded
on a trade date basis.

Income Taxes

The Company is a wholly-owned subsidiary of KW Financial Services, Inc. and is included
in the consolidated income tax returns filed by its parent company. A portion of the
consolidated income tax liability is allocated to the Company as if the Company had filed
separate income tax returns. There was no liability allocated to the Company for the year
ended March 31, 2004.




KW Securities Corporation
Notes to Financial Statements
March 31, 2004

Summary of Significant Accounting Policies (Continued)

Use of Estimates

The process of preparing financial statements in conformity with accounting principles
generally accepted in the United States of America requires the use of estimates and
assumptions regarding certain types of assets, liabilities, revenues, and expenses.

Such estimates primarily relate to unsettled transactions and events as of the date of the

financial statements. Accordingly, upon settlement, actual results may differ from
estimated amounts.

Net Capital Requirement

The Company is subject to the Securities and Exchange Commission Uniform Net Capital
Rules (SEC Rule 15¢3-1), which require the maintenance of minimum net capital and
require that the ratio of aggregate indebtedness to net capital, both as defined in the Rule,
shall not exceed 15 to 1. At March 31, 2004, the Company had net capital of $32,763
which was $7,763 in excess of its required net capital of $25,000. The Company’s net
capital ratio was 0.60 to 1.

Related Party Transactions

The Company is a wholly-owned subsidiary of KW Financial Services, Inc. (“the parent™).
The parent company follows a policy of paying certain expenses of its affiliates and
receives reimbursements from the affiliates for their pro-rata share. During the year ended
March 31, 2004, the Company paid $333,928 as reimbursement to KW Financial Services,
Inc. for its share of expenses; such payments are reported as management fees in the
accompanying statement of operations. As of March 31, 2004 the Company had $19,735
payable to the parent for management fees, which is recorded as due to affiliate in the
accompanying statement of financial condition.
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SCHEDULE I

Page 1 of 2
FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART llIA
BROKER OR DEALER: KW Securities Corporation asof  March 31, 2004
1. Total ownership equity from Statement of Financial Congition..............c.ooooiiiiine e 3 44,877 3480
2. Deduct ownership equity not allowable for Net Capital.......c.oiiiiiiiiiiir e { - ) | 3490
3. Total ownership equity qualified for Net
(0% ]o] 1 ¢ D P O U PSP PP UUPRN 44,877 3500
4. Add:
A. Liabilities subordinated to claims of general creditors allowable in computation of net capital................. - 3520
B. Other (deductions) or allowable credits (LiSt). ... ..ot e e ea e - 3525
5. Total capital and aliowable subordinated 1Iabilities.........c.veiveviiiiiir et $ 44,877 3530
6. Deductions and/or charges:
A. Total non-allowable assets from Statement of Financial Condition
(NOtES B and Cevnine e § 11,482 3540
B. Secured demand note deliNQUENCY.......co.ivveiiiiiiianiicieniincrr e eaciaees $ - 3590
C. Commodity futures contracts and spot commodities — proprietary capital
CRBIGBS ettt et e e e e e e e et $ - 3600
D. Other deductions and/or Charges........oovveeiiiiiriieie e e, $ - 3610 (11,482) | 3620
7. Other additions and/or aliowable Credits (List)..... ... s 3630
8. Net capital before hairCuts On SECUNTIES POSHIONS . ... . it e e a e aees $ 33,395 3640
9. Haircuts on securities (computed, where applicable, pursuant to 15¢3-1(f):
A. Contractual securities commitments...............c i $ 3660
B. Subordinated securities BOImOWINgS........ccoooviiiiiiiiiii e $ 3670
C. Trading and investment securities:
1. Exempted SECUMLIES. ....vv vt b 3735
2. Debt SBCUNMIES. ... couiii i e $ 3733
3. Oplions....cocoviivieiiiinanns e e $ 3730
4, Other SBCUNHES...couviiiiti ettt e e e e $ 3734
D. Undue ConCaMIAtION. .. .ciut ittt $ 3650
E. Other (LISt .ooemee e $ (632) | 3736 (632) 3740
LT = ot - O OO $ 32,763 3750

OMIT PENNIES

6. Non-aliowable assets
A. 12b-1 fees receivable S 11,482
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LPage 20f2

FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT PART
A

BROKER OR DEALER: KW Securities Corporation as of March 31, 2004

COMPUTATION OF NET CAPITAL REQUIREMENT

Part A
11. Minimum net capital required (6 2/3% 0f liNe 19). ... . i $ 1,314 3756
12. Minimum dollar net capital requirement of reporting broker or dealer and minimum net capital requirement

of subsidiaries computed in accordance with NOte (A)........ooo i $ 25,000 3758
13. Net capital requirement (greater of line 11 0r 12) ... $ 25,000 3760
14 EXCesS Net CEPHAI (i€ 101858 18] u it ittt e et r e et e s e e e e et et e e e aa e aan e i $ 7,763 3770
15. Excess net capital at 1000% {line 10 1ess 10% OF liN€ 19).....oooiii i 3 30,790 | 3780

COMPUTATION OF AGGREGATE INDEBTEDNESS

16. Total Al liabilities from Statement of Financial Condition...........ccooiviiriireiirie e e $ 19,735 ' 3790
17. Add:

A. Drafts for immediate credit.........oooooviiiii i $ 3800

B. Market value of securities borrowed for which no equivalent value is

Paid OF Credited. ... $ 3810

C. Other unrecorded amounts (List)...........cccooiiiiiieiiiie e, $ 3820 $ 3830
19. Total AQGregate INAED BANESS. ... i i ittt iie et e e e e e e e e et e e e s e b n e e e e r e e e n e e $ 19,735 3840
20. Percentage of aggregate indebtedness to net capitai {line 19/ine 10)......ccoooeiiiiiiii e 60.23% | 3850
21. Percentage of debt to debt-equity total computed in accordance with Rule 15¢3-1(8)......co.coeiiniciiiniiinn. N/A 3860

COMPUTATION OF ALTERNATE NET CAPITAL REQUIREMENT

Part B
22. 2% of combined aggregate debit items as shown in Formula for Reserve Requirement pursuant to Rule

15¢3-3 prepared as of the date of the net capital computation including both brokers of dealers and

consolidated subsidiaries debits.............ooiiiie e $ 3970
23. Minimum doliar net capital requirement of reporting broker or dealer and minimum net capital requirement

or subsidiaries computed in accordance with Note (A)..... oo, 5 3880
24. Net capital requirement (greater Of iNe 22 0T 23)... .. i it iie et $ 3760
25, EXCESS CaPIHAI {lN€ 10 0T 24). i it iiiiiit ittt e it e e e sttt e ae e aes e ee et e e et e e e aaaee e e e a st e et $ 3910
26. Net capital excess of the greater of:

A. 5% of combined aggregate debit items or $120,000.........cccviiiiiiiiiii $ 3920

NOTES:

(A) The minimum net capital requirement should be computed by addmg the minimum dollar net capital requirement of the reporting broker dealer
and, for each subsidiary to be consolidated, the greater of:

1. Minimum doliar net capital requirement, or

2. 6 2/3% of aggregated indebtedness or 4% of aggregate debits if alternative method is used.
(B) Do not deduct the value of securities borrowed under subordination agreements or secured demand note covered by subordination agreements
not in satisfactory form and the market values of memberships in exchanges contributed for use of company (contra fo itam 1740) and pariners’
securities which were included in non-allowable assets.
(C) For reports filed pursuant to paragraph (d) of Rule 17a-5, respondent should provide a list of material non-allowable assets.

- 10 -




SCHEDULE 11
KW Securities Corporation
Computation for Determination of Reserve
Requirements Pursuant to Rule 15¢3-3
March 31. 2004

The Company claims an exemption under Rule 15¢3-3(k)(2)(ii) and therefore is not subject
to the reserve requirements of Rule 15¢3-3.

-11 -




|

SCHEDULE III

KW Securities Corporation
Information Relating to the Possession or
Control Requirements Under Rule 15¢3-3

March 31, 2004

The Company claims an exemption under Rule 15¢3-3(k)(2)(ii) and therefore is not subject

~ to the possession or control requirements of Rule 15¢3-3.

-12-




SCHEDULE IV

KW Securities Corporation
Reconciliations Pursuant to Rules 15¢3-1 and 15¢3-3
March 31, 2004

‘Reconciliation of Computation of Net Capital to Respondent’s Computation

The reconciliation between the computation per Schedule 1 and the respondent's
computation is as follows:

Net Aggregate
Capital Indebtedness

Computation per respondent $ 31,763  $ 6,400
Differences:
Accrual of commission revenue (1) : 25,817 -
Non-allowable assets (2) (11,482) -
Accrual of management fees (3) (13,335) 13,335
Computation per Schedule 1 $ 32,763 $ 19,735

(1) Differences arose from audit adjustments relating to accrual of commission revenues
earmed in March 2004 but erroneously recorded in April 2004.

(2) Differences arose from audit adjustments relating to non-allowable assets for 12b-1 fees
receivable earned in March 2004 but erroneously recorded in April 2004.

(3) Difference arose from a net audit adjustment relating to management fees incurred for
the period January — March 2004 but erroneously recorded in April 2004.

Reconciliation of Computation of Reserve Requirements to Respondent's Computation

The Company claims an exemption under Rule 15¢3-3(k)(2)(31) and therefore is not subject
to the reserve requirements of Rule 15¢3-3.
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To the Board of Directors
KW Securities Corporation

In planning and performing our audit of the financial statements and supplemental schedules
of KW Securities Corporation for the year ended March 31, 2004 we considered its internal control,
including contro] 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 (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 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 fulfiling 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. Two of the objectives of intemal 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 conformity 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.

Member of NEXIA International, A Worldwide Association of Independent Accounting Firms

a
The Landmark @ One Market, Sixth Floor, San Francisco, CA 94105 Tel: 415 974 6000 Fax: 415 974 5488

e-mail: hlw@hlwcpa.com www.hlwcpa.com
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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 intemal 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 March 31, 2004 to meet the SEC’s
objectives.

This report is intended solely for the information and the use of the Board of Directors,
management, the SEC, 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 anyone other than these specified parties.

W, fe v W@Z{/I_L}

San Francisco, California
May S, 2004




