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OATH OR AFFIRMATION

I, John Poff, swear that, to the best of my knowledge and belief, the accompanying consolidated financial
statements pertaining to Mutual Service Corporation and subsidiaries (the “Company”) for the years ended
December 31, 2003 and 2002 and supplemental schedule as of December 31, 2003 are true and correct.

I further swear that neither the Company nor any officer or director has any proprietary interest in any accourt
classified solely as that of a customer.
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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors of
Mutual Service Corporation:

We have audited the following consalidated financial statements of Mutual Service Corporation and
subsidiaries (the “Company”) for the years ended December 31, 2003 and 2002, that you are filing pursuant to
Rule 17a-5 under the Securities Exchange Act of 1934:

Page
Statements of Consolidated Financial Condition 3
Statements of Consolidatéd Income 4
Statements of Changes in Consolidated Stockholder’s Equity 5
Statements of Consolidated Cash Flows 6

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 audits.

We conducted our audits 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 audits provide a reasonable basis for our
opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial
position of the Company at December 31, 2003 and 2002, and the results of its operations and its cash flows
for the years then ended, in conformity with accounting principles generally accepted in the United States of
America.

Our audits were conducted for the purpose of forming an opinion on the basic consolidated financial
statements taken as a whole. The Supplemental Schedule of Computation of Net Capital for Brokers and
Dealers Pursuant to Rule 15¢3-1 under the Securities Exchange Act of 1934 as of December 31, 2003 is
presented for the purpose of additional analysis and is not a required part of the basic consolidated financial

Member of
Deloitte Touche Tohmaten
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statements, but is supplementary information required by Rule 17a-5 under the Securities Exchange Act of
1934,

The supplemental schedule is the responsibility of the Company’s management. Such supplemental schedule
has been subjected to the auditing procedures applied in our audit of the basic consolidated financial
statements and, in our opinion, is fairly stated, in all material respects, when considered in relation to the basic
consolidated financial statements taken as a whole.

DGt +Tomd e

February 23, 2004
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MUTUAL SERVICE CORPORATION AND SUBSIDIARIES

STATEMENTS OF CONSOLIDATED FINANCIAL CONDITION

DECEMBER 31, 2003 AND 2002

ASSETS

ASSETS:
Cash and cash equivalents
Restricted cash
Accounts receivable, net
Property, net
Goodwill
Other assets

TOTAL

LIABILITIES AND STOCKHOLDER’S EQUITY

LIABILITIES:
Commissions payable
Accounts payable
Accrued liabilities
Deferred revenue
Income taxes due to affiliates

Total liabilities
COMMITMENTS AND CONTINGENCIES (Note 9)

STOCKHOLDER’S EQUITY:
Common stock, $1 par value; 50,000 shares
authorized; 2,280 issued and outstanding,
Additional paid-in capital
Retained earnings

Total stockholder’s equity

TOTAL

See notes to consolidated financial statements.

2003 2002

$ 26,652,600 § 22,048,099
50,000 50,000
3,153,204 4,089,047
2,617,719 3,532,396
11,673,064 11,673,064
2,438,414 1,858,518

3 46,585,001 $ 43,251,124
$ 5,187,295 § 4,844,280
3,183,196 4,158,775
3,552,555 1,913,620
1,968,483 865,485
91,762 922,518
13,983,291 12,704,678
2,280 2,280
15,987,784 15,987,784
16,611,646 14,556,382
32,601,710 30,546,446

3 46,585,001 $ 43,251,124




MUTUAL SERVICE CORPORATION AND SUBSIDIARIES

STATEMENTS OF CONSOLIDATED INCOME

FOR THE YEARS ENDED DECEMBER 31, 2003 AND 2002

REVENUES:
Commissions and fees:
Mutual funds
Variable products
Introducing broker
Direct participation

Total commissions and fees

Interest and dividends
Other revenue

Total revenues

OPERATING EXPENSES:
Commissions
Employee compensation and bienefits
General and administrative
Depreciation
Rent and other facility expenses
Registration fees
Professional services

Total operating expenses
INCOME BEFORE PROVISION FOR INCOME TAXES
PROVISION FOR INCOME TAXES

NET INCOME

See notes to consolidated financial statements.

2003 2002
§ 61,797,084 $ 59,591,571
47,571,207 41,344,613
36,448,249 29,965,153
9,275,932 4,052,340
155,092,472 134,953,677
319,665 370,881
5,492,578 3,427,933
160,904,715 138,752,491
129,976,138 111,466,509
11,063,684 9,707,363
8,895,294 6,354,788
1,414,533 749,617
1,120,546 1,164,618
1,027,244 996,851
698,501 250,979
154,195,940 130,690,725
6,708,775 8,061,766
2,453,511 3,190,193
§ 4,255,264 5 4,871,573




MUTUAL SERVICE GORPORATION AND SUBSIDIARIES

STATEMENTS OF CHANGES IN CONSOLIDATED STOCKHOLDER’S EQUITY

FOR THE YEARS ENDED DECEMBER 31, 2003 AND 2002

Additionat
Common Stock Paid-in Retained
Shares Amount Capital Earnings Total
BALANCES,

DECEMBER 31, 2001 2,280 $ 2,280 $ 15,987,784 $ 16,984,809 £ 32,974,873
Net income 4,871,573 4.871,573
Dividends to parent (7,300,000) (7,300,000)

BALANCES,

DECEMBER 31, 2002 2,280 2,280 15,987,784 14,556,382 30,546,446
Net income 4,255,264 4,255,264
Dividends to parent (2,200,000) (2,200,000)

BALANCES,
DECEMBER 31, 2003 2,280 $2,280 $ 15,987,784 $ 16,611,646 $ 32,601,710

See notes to consolidated financial statements.



MUTUAL SERVICE CORPORATION AND SUBSIDIARIES

STATEMENTS OF CONSOL.IDATED CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2003 AND 2002

2003 2002

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income $ 4,255,264 $ 4,871,573
Adjustments to reconcile net income to net
cash flows provided by operating activities:

Depreciation 1,414,533 749,617
Loss on disposal of property - 7,807
Deferred tax asset, net (91,100) 520,361

Changes in assets and liabilities:

Restricted cash - 3,154
Accounts receivable, net 935,843 153,837
Other assets . (488,796) (306,671)
Commissions payable 343,015 (1,306,068)
Accounts payable (975,579) 1,355,582
Accrued liabilities 1,638,935 148,468
Deferred revenue 1,102,998 127,495
Income taxes due to affiliates (830,756) (2,854,749)
Net cash flows provided by operating activities 7,304,357 3,470,406
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property (499,856) (2,402,474)
CASH FLOWS FROM FINAMCING ACTIVITIES:
Dividends paid to parent (2,200,000) (8,300,000)
NET INCREASE (DECREASE) IN CASH AND CASH
EQUIVALENTS 4,604,501 (7,232,068)
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 22,048,099 29,280,167
CASH AND CASH EQUIVALENTS, END OF YEAR $ 26,652,600 $ 22,048,099
SUPPLEMENTAL DISCLOSURE OF CASH FLOW
INFORMATION—Cash paid for income taxes, net $ 3,778,246 $ 5,766,202

See notes to consolidated financial statements.



MUTUAL SERVICE CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2003 AND 2002

ORGANIZATION AND DESCRIPTION OF BUSINESS

Mutual Service Corporation (“MSC”), a Michigan corporation, was incorporated in 1969. MSC is a
broker-dealer registered with the Securities and Exchange Commission (“SEC”) and a member of the
National Association of Securities Dealers. MSC and subsidiaries (the “Company”) serve a network of
independent financial advisors in over 925 branches throughout each of the 50 states. The Company
engages in the brokerage of mutual funds, life insurance, annuities, stocks and bonds. At December 31,
2003, the Company owned 100% of the outstanding stock of Advisors’ Mutual Service Center, Inc.
(“AMSCI”), Titan Value Equities Group, LLC (“Titan”) and Contemporary Financial Solutions, Inc., a
broker-dealer incorporated on April 29, 2002. In June 2002, AMSCI and Titan ceased operations.

The Company is an indirect subsidiary of Pacific Life Insurance Company (“Pacific Life”). The
Company’s immediate parent is Pacific Select Distributors, Inc. (“PSD”), a wholly owned subsidiary of
Pacific Life. Pacific Life’s immediate parent is Pacific LifeCorp.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation—The consolidated financial statements of the Company have been prepared in
conformity with accounting principles generally accepted in the United States of America

(“U.S. GAAP”) and in the format prescribed by Rule 17a-5 under the Securities Exchange Act of 1934
for brokers and dealers in securities. All significant intercompany accounts and transactions have been
eliminated in consolidation.

Cash and Cash Equivalents—Cash and cash equivalents include all highly-liquid investments with
original maturities of three months or less. The carrying values approximate fair values due to the short-
term maturities of these investments.

Accounts Receivable arid Commissions Payable—Accounts receivable primarily represents
commissions due to the Company from the sale of financial products. Commissions payable represent
amounts due to the Company’s sales representatives in connection with the sale of financial products.

Fair Value of Financial Instruments—The carrying amount of accounts receivable, commissions
payable, accounts payable, accrued liabilities, deferred revenue, and income taxes due to affiliates
approximates fair value due to the short maturity of those instruments.

Property—Property is carried at cost and depreciated using the straight-line method over the estimated
useful lives of the assets which range from 3 to 10 years. Leasehold improvements are amortized using
the straight-line method over the shorter of the lease terms or the useful lives of the improvements.

Long-Lived Assets—In the event that facts and circumstances indicate that long-lived assets may be
impaired, an evaluation of recoverability would be performed. If an evaluation is required, the estimated
discounted future cash flows associated with the asset are compared to the assets carrying amount to
determine if a write-down is necessary.



Investment—In 2002, the Company entered into a joint venture with Wells Fargo Ventures, LLC to
form a company that offers residential mortgage loan products. The Company has a 49.9% and 25%
ownership interest in Series A and Series B stock, respectively, in Mutual Services Mortgage, LLC (the
“Joint Venture”). The Company accounts for its investment in the Joint Venture under the equity
method of accounting, as the Company does not have control of the entity. The Company’s portion of
earnings in the Joint Venture was $171,133 for the year ended December 31, 2003, which is recorded in
other revenues in the accompanying statements of consolidated income. Joint Venture earnings during
2002 were not significant. During 2003, the Company received $173,485 in distributions from the Joint
Venture. Investment in the Joint Venture amounted to $109,998 and $112,350 at December 31, 2003
and 2002, respectively. The Company’s investment in the Joint Venture is included in other assets in the
statements of consolidated financial condition.

Securities Transactions-—Securities transactions for the Company’s customers are executed and cleared
by independent clearing agents on a fully-disclosed basis. Customers’ securities transactions are
reported on a settlement-date basis with related commission revenue and expenses reported on a trade-
date basis. Fees paid to the clearing agent are recorded as expenses when incurred.

Direct Mutual Fund and Insurance Contracts—Commission revenue and expense related to
customers’ mutual fund and insurance investments transacted directly with investment companies and
insurance companies are recorded on an accrual basis and are included in commissions and fees
revenues and commissions expenses in the statements of consolidated income.

Overrides and Institutional Commissions—Overrides and institutional commissions primarily consist
of ticket charges on securities trades, due diligence revenue from product sponsors, commissions on
trades executed on behalf of product sponsors, and marketing allowances received from companies.
Overrides and institutional commissions are recognized as earned and are included in commissions and
fees revenues in the statements of consolidated income.

Deferred Revenues—Deferred revenues consist primarily of insurance and registration payments
received in advance from representatives. These funds are recognized as revenue when earned by the
Company over the respective insurance and registration terms.

Income Taxes—The Company’s operations are included in the consolidated Federal income tax return
and combined California franchise tax return of Pacific Mutual Holding Company, the Company’s
ultimate parent. The Company is allocated an expense under a tax-sharing arrangement based
principally on the effect of including its operations in the consolidated provision. Deferred income are
provided on elements of income that are recognized for financial accounting purposes in periods
different from the period such items are recognized for income tax purposes. The principal elements of
deferred income taxes are related to differing accounting and tax treatment for reserves and allowances,
depreciation, net operating losses, and deferred rent.

Dividends to Parent—PSD may request dividends from the Company each year. The Company
declared and paid cash dividends to PSD of $2.2 million for the year ended December 31, 2003. For the
year ended December 31, 2002, the Company declared and paid cash dividends to PSD of $7.3 million
and $8.3 million, respectively.

Comprehensive Income—There are no differences between comprehensive income and net income on
the accompanying consolidated financial statements.

Use of Estimates—The preparation of financial statements in conformity with U.S. GAAP 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 revenues and expenses during the reporting period. Actual results could differ from those
estimates.

Recently Issued Accounting Pronouncements—Effective January 1, 2002, the Company adopted the
requirements of Financial Accounting Standards Board (“FASB”) Statement of Financial Accounting
Standards (“SFAS”) No. 142, Goodwill and Other Intangible Assets. SFAS No. 142 requires that
goodwill shall not be amortized and shall be tested for impairment annually. Other intangible assets
shall be amortized over their useful lives. The Company ceased goodwill amortization as of January 1,
2002 and as a result, the Company’s net income increased by $510,746 for the years ended December
31, 2003 and 2002. The Company’s goodwill asset of $11.7 million was not considered impaired as of
December 31, 2003.

Effective January 1, 2003, the Company adopted SFAS No. 146, Accounting for Costs Associated with
Exit or Disposal Activities. SFAS No. 146 addresses the recognition, measurement, and reporting of
costs assaciated with exit and disposal activities, including restructuring activities. SFAS No. 146
establishes a change in the requirements for recognition of a liability for a cost associated with an exit or
disposal activity. SFAS No. 146 now requires these liabilities to be recognized at fair value when
actually incurred. The adoption of SFAS No. 146 had no impact on the Company’s consolidated
financial statements.

Effective January 1, 2003, the Company adopted FASB Interpretation No. 45 (“FIN 45”), Guarantor’s
Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of
Indebtedness of Others, which clarifies the requirements of SFAS No. 5, Accounting for Contingencies,
relating to a guarantor’s accounting for and disclosures of certain guarantees issued. FIN 45 requires
certain guarantees that are issued or modified after December 31, 2002 to be initially recorded on the
consolidated statement of financial condition at fair value. The adoption of FIN 45 did not have a
material impact on the Company’s consolidated financial statements.

Effective February 1, 2003, the Company adopted FASB Interpretation No. 46 (“FIN 46”),
Consolidation of Variable Interest Entities, an Interpretation of ARB No. 51. FIN 46 requires that
variable interest entities (“VIEs”) be consolidated by a company if that company is subject to a majority
of the risk of loss from the VIE’s activities or is entitled to receive a majority of the entity’s residual
returns or both. FIN 46 also requires disclosures about VIEs that companies are not required to
consolidate but in which a company has a significant variable interest. The adoption of FIN 46 had no
impact on the Company’s consolidated financial statements.

Effective December 31, 2003, the Company adopted FIN 46 (revised December 2003), Consolidation of
Variable Interest Entities, an Interpretation of ARB No. 51 (“FIN 46R”™). FIN 46R replaced FIN 46 and
clarified the application of ARB No. 51, Consolidated Financial Statements, to certain entities in which
equity investors do not have the characteristics of a controlling financial interest or do not have
sufficient equity at risk for the entity to finance its activities without additional subordinated financial
support. The Company did not have any VIEs as of December 31, 2003, and the consolidation
requirements of FIN 46R will apply immediately to all VIEs created after December 31, 2003. The
adoption of FIN 46R had no impact on the Company’s consolidated financial statements.

Effective June 1, 2003, the Company adopted SFAS No. 150, Accounting for Certain Financial
Instruments with Characteristics of Both Liabilities and Equity. SFAS No. 150 establishes standards for
how an issuer classifies and measures certain financial instruments with characteristics of both liabilities
and equity. It requires that an issuer classify a financial instrument that is within its scope as a liability
(or an asset in some circumstances). Many of those instruments were previously classified as equity.
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SFAS No. 150 is effective for financial instruments entered into or modified after May 31, 2003. The
adoption of SFAS No. 150 had no impact on the Company’s consolidated financial statements.

Effective July 1, 2003, the Company adopted SFAS No. 149, Amendment of Statement 133 on
Derivative Instruments and Hedging Activities. SFAS No. 149 amends and clarifies financial
accounting and reporting for derivative instruments, including certain derivative instruments embedded
in other contracts (collectively referred to as derivatives) and for hedging activities under SFAS No. 133,
Accounting for Derivative Instruments and Hedging Activities. SFAS No. 149 is effective for contracts
entered into or modified after June 30, 2003. The adoption of SFAS No. 149 had no impact on the
Company’s consolidated financial statements.

Reclassifications—Certain amounts in the 2002 consolidated financial statements have been reclassified
to conform with 2003 classifications.

RESTRICTED CASH

As of December 31, 2003 and 2002, the Company was required to segregate cash of $50,000 in a special
reserve bank account for the exclusive benefit of customers. This amount was in excess of that
prescribed by the Customer Protection Rule (Rule 15¢3-3) of the SEC.

PROPERTY

Property is comprised of the following at December 31:

2003 2002
Machinery and equipmient $ 5,738,707 $ 6,169,363
Furniture and fixtures 1,216,365 1,246,954
Leasehold improvements 461,914 336,232
Automobile 21,071 21,071
Total 7,438,057 7,773,620
Less accumulated depreciation 4,820,338 4,241,224
Property, net $ 2,617,719 $ 3,532,396

EMPLOYEE BENEFIT PLANS

The Company participates in a 401(k) defined contribution plan (the “Contribution Plan”) that
substantially covers all employees and is provided by Pacific Life. Generally, employees (participants)
who have one month of continuous employment are eligible to participate in the Contribution Plan.
Participants may contribute 2% to 20% of their before-tax commissions or compensation in each pay
period. Matching contributions are made in the form of common stock of Pacific LifeCorp through an
Employee Stock Ownership Plan of the Contribution Plan and will not exceed 75% of the first 6% of the
participant’s before-tax contributions up to the Internal Revenue Service maximum allowable amount.
The Company contributed $238,617 and $220,207 to the Contribution Plan for the years ended
December 31, 2003 and 2002, respectively.

-10 -



The Company’s employees and officers are eligible to participate in a defined benefit employee
retirement plan (the “Pension Plan”) provided by Pacific Life. During the years ended December 31,
2003 and 2002, the Company’s contribution to the Pension Plan was $279,418 and $225,817,
respectively.

Certain officers of the Company are eligible to participate in a deferred compensation plan provided by
the Company. This plan permits certain employees to defer portions of their compensation and earn
interest on the deferred amounts. The interest rate is determined annually. The primary expense, other
than compensation related to this plan, is the interest on the deferred compensation. Deferred
compensation in the amount of $1,140,188 and $895,370 has been recorded for this plan as of
December 31, 2003 and 2002, respectively, is included in accounts payable.

INCOME TAXES

Included in other assets ir the statements of consolidated financial condition as of December 31 are the
following:

2003 2002

Deferred tax assets (liabilities):

Reserves and allowances $ 375,047 $ 299,449

Depreciation (287,012) (303,669)

Net operating losses 170,826 205,722

Deferred rent 25,872 -

Other 63,583 55,714
Deferred tax asset, net $ 348,316 $ 257,216

The deferred tax asset related to the net operating losses (“NOL”) is a future tax benefit that will expire
in 2010. The benefit was assumed in MSC’s acquisition of Titan Values Equities Group, Inc. It is based
on the net realizable NOL available under Section 382 of the Internal Revenue Code.

The components of the provision for income taxes at December 31 are as follows:

2003 2002

Current:

Federal $2,400,447 $2,102,542

State 144,164 567,290
Total current 2,544,611 2,669,832
Deferred:

Federal (81,019) 434,487

State (10,081) 85,874
Total deferred (91,100) 520,361
Total provision for income taxes $2,453,511 $3,190,193

-11-



A reconciliation of income taxes at the Federal statutory rate to the provision for income taxes for the
years ended December 31, 2003 and 2002 is as follows:

2003 2002
Amount Rate Amount Rate
Federal statutory rate $ 2,348,071 35.0% $2,821,618 350 %
State income taxes, net of
Federal income tax benefit 82,753 1.3 424,557 53
Other 22,687 0.3 (55,982) (0.7)

Total provision for income taxes
and effective tax rate $2,453,511 36.6 % $3,190,193 39.6 %

NET CAPITAL REQUIREMENTS

The Company is subject to the SEC’s Uniform Net Capital Rule (Rule 15¢3-1), which requires the
maintenance of minimumi net capital and requires that the ratio of aggregate indebtedness to net capital,
both as defined, shall not exceed 15 to 1. At December 31, 2003, under the most restrictive requirement,
the Company had net regulatory capital of $14,930,223, which was $13,998,004 in excess of its required
net capital of $932,219. At December 31, 2002, under the most restrictive requirement, the Company
had net regulatory capital of $8,279,934, which was $7,432,956 in excess of its required net capital of
$846,978. At December 31, 2003 and 2002, the Company’s ratio of aggregate indebtedness to net
capital was .94 and 1.53, respectively, times its net capital.

RELATED-PARTY TRANSACTIONS

In the ordinary course of business, the Company has transactions with PSD, Pacific Life, and United
Planners Group, Inc., an affiliate and wholly owned subsidiary of PSD. The more significant
transactions are related to commission revenue and related commission expense from Pacific Life of
$19,684,846 and $17,471,338, respectively, for the year ended December 31, 2003. For the year ended
December 31, 2002, commission revenue and related commission expense from Pacific Life was
$18,966,079 and $16,628,859, respectively. In addition, Pacific Life processes the Company’s payroll.
At December 31, 2003 and 2002, the Company had a net payroll liability of $744,043 and $669,795,
respectively, due to Pacific Life is included in accounts payable. At December 31, 2003 and 2002, the
Company also had $49,295 and $43,040, respectively, in other payables due to Pacific Life included in
accounts payable. At December 31, 2003 and 2002, the Company had $91,762 and $922,518 recorded
as income taxes due to affiliates included in the statements of consolidated financial condition.

COMMITMENTS AND CONTINGENCIES

Litigation—The Company is a defendant in certain lawsuits arising in the ordinary course of business.
It is the opinion of management that the amount of losses, if any, resulting from such matters at
December 31, 2003 will not be material to the consolidated financial position of the Company.

Financial Instruments with Off-Balance Sheet Credit Risk—As a securities broker, the Company is
engaged in buying and selling securities for a diverse group of customers including financial institutions.
The Company introduces these customer transactions for clearance through independent clearing agents
on a fully-disclosed basis.

-12-



The Company’s exposure to credit risk associated with nonperformance of customers in fulfilling their
contractual obligations pursuant to securities transactions can be directly impacted by volatile trading
markets, which may impair the Company’s ability to liquidate the customer’s collateral at an amount
equal to the original contracted amount. Agreements between the Company and its clearing agents
provide that the Company is obligated to assume any exposure related to such nonperformance by the
Company’s customers. The Company monitors its customer activity by reviewing information it
receives from its clearing agents on a daily basis, and seeks to control the aforementioned risks by
requiring the registered representatives to compensate the Company for nonperformance by the
customer.

Operating Leases—The following are future minimum lease obligations on the Company’s office
leases:

Year ending
December 31

2004 $ 963,000
2005 1,007,000
2006 1,041,000
2007 262,000
Total $ 3,273,000

The Company provides routine indemnifications relating to lease agreements. The estimated maximum
potential amount of future payments under these obligations is not determinable due to the lack of stated
maximum liability for certain matters and therefore no related liability has been recorded. Management
believes that judgments, if any, against the Company related to such matters would not have a material
impact on the Company’s consolidated financial statements.
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MUTUAL SERVICE CORPORATION AND SUBSIDIARIES

SUPPLEMENTAL SCHEDULE OF COMPUTATION OF NET CAPITAL
FOR BROKERS AND DEALERS PURSUANT TO RULE 15¢3-1
UNDER THE SECURITIES EXCHANGE ACT OF 1934

AS OF DECEMBER 31, 2003

STOCKHOLDER’S EQUITY $ 32,601,710
DEDUCT NONALLOWABLE ASSETS:
Accounts receivable 412,172
Property, net 2,617,719
Goodwill 11,673,064
Deferred tax asset, net 348,316
Other assets 2,090,098
Total nonallowable assets 17,141,369
NET CAPITAL BEFORE HAIRCUTS ON SECURITIES POSITIONS 15,460,341
DEDUCT—HAIRCUTS ON MONEY MARKET FUNDS (530,118)
NET CAPITAL § 14,930,223

AMOUNTS INCLUDED IN TOTAL LIABILITIES WHICH
REPRESENT AGGREGATE INDEBTEDNESS:

Commissions payable $ 5,187,295
Accounts payable 3,183,196
Accrued liabilities 3,552,555
Deferred revenue 1,968,483
Income taxes due to affiliates 91,762
TOTAL AGGREGATE INDEBTEDNESS § 13,983,291
CAPITAL REQUIREMENT:
Minimum requirement (greater of $250,000 or 6-2/3% of
aggregate indebtedness) $ 932,219
Net capital in excess of requirement 13,998,004
NET CAPITAL $ 14,930,223
RATIO OF AGGREGATE INDEBTEDNESS TO NET CAPITAL 0.94

NOTE: There are no differences between the computations using the amounts reported in the accompanying
audited consolidated financial statements and the computations as reported in the Company’s unaudited
Focus Report Part II A, Form X17a-5 as of December 31, 2003.

-14-



|

Deloitt
e OI e O Deloitte & Touche LLP

Certified Public Accountants
Suite 1400

200 East Las Olas Boulevard
Fort Lauderdale, FL 33301-2248
USA

Tel: +1 954 728 3800
Fax: +1 954 728 3838
www.deloitte.com

February 23, 2004

Board of Directors
Mutual Service Corporation and subsidiaries:

In planning and performing our audit of the consolidated financial statements of Mutual Service
Corporation and subsidiaries (the “Company”) for the year ended December 31, 2003, on which we
issued our report dated February 23, 2004, we considered its internal control in order to determine our
auditing procedures for the purpose of expressing an opinion on the consolidated financial statements
and not to provide assurance on the Company’s internal control.

Also, as required by Rule 17a-5(g) under the Securities Exchange Act of 1934, we have made a study
of the practices and procedures (including tests of compliance with such practices and procedures)
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 and net capital under

Rule 17a-3(a)(11) and for determining compliance with the exemptive provisions of Rule 15¢3-3. We
did not review the practices and procedures followed by the Company in making the quarterly
securities examinations, counts, verifications, and comparisons, and the recordation of differences
required by Rule 17a-13 or in complying with the requirements for prompt payment for securities
under Section 8 of Regulation T of the Board of Governors of the Federal Reserve System, because the
Company does not carry securities accounts for customers or perform custodial functions relating to
customer securities.

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 fulfilling this responsibility,
estimates and judgments by management are required to assess the expected benefits and related costs of
internal control and of the practices and procedures, and to assess whether those practices and
procedures can be expected to achieve the Securities and Exchange Commission’s (the “Commission”)
above-mentioned objectives. Two of the objectives of internal 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 acquisition, 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
Deloitte Touche Tohmatsu



Because of inherent limitations in any internal control or the practices and procedures referred to
above, misstatements due to error or fraud may occur and not be detected. Also, projections of any
evaluation of the internal control or of such practices and procedures to future periods are subject to the
risk that they may become inadequate because of changes in conditions or that the degree of
compliance with the practices or procedures may deteriorate.

Qur consideration of the Company’s internal control would not necessarily disclose all matters in the
Company’s 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 one or more of the internal control components does not reduce to a relatively
low level the risk that misstatements caused by error or fraud in amounts that would be material in
relation to the consolidated 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 the Company’s internal control and its operation, 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 Commission 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 December 31, 2003 to meet the Commission’s
objectives.

This report is intended solely for the information and use of the Board of Directors, management, the
Securities and Exchange Commission, the National Association of Securities Dealers, and other
regulatory agencies that 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.

Yours truly,
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