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HARDING AND HITTESDORF, P.C.
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600 S. Cherry Streei, Suite 815
Denver, Colorado 80246

(303) 393-0888

FAX (303) 393-0894

INDEPENDENT AUDITORS’ REPORT

The Board of Directors and Stockholder
Falkenberg Capital Corporation
Denver, Colorado

We have audited the accompanying statements of financial condition of Falkenberg Capital
Corporation (an S corporation) as of December 31, 2003 and.2002, and the related statements of
income, retained earnings and cash flows for the years then ended that you are filing pursuant to
Rule 17a-5 of 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 audits.

We conducted our audits in accordance with audit 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, the financial statements referred to above presents fairly, in all material respects,
the financial position of Falkenberg Capital Corporation 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 financial
statements taken as a whole. The information contained in Schedules I and I 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 audits 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.
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HARDING AND HITTESDOREF, P.C.
Certified Public Accountants

February 11, 2004



FALKENBERG CAPITAL CORPORATION

STATEMENTS OF FINANCIAL CONDITION

ASSETS

CURRENT ASSETS:
Cash
Due from officer
Other

Total Current Assets
PROPERTY AND EQUIPMENT, at cost

Office equipment
Furniture

Less accumulated depreciation and
amortization

OTHER ASSET:
Deposits

DECEMBER 31,

- 2003 2002
342,246 $ 166,465
- 50,000
5,368 4,904
347,614 221,369
68,767 68,643
53,154 53,207
121,921 121,850
112,756 108,820
9,165 13,030
1,245 1,245
358,024 $ 235,644

See accompanying notes to financial statements.
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LIABILITIES AND STOCKHOLDER'S EQUITY

CURRENT LIABILITIES:
Accounts payable
‘ Accrued expenses

Total Current Liabilities
COMMITMENT (Note 4)

STOCKHOLDER'S EQUITY:
Common stock, no par value;,
authorized 10,000 shares,
1,000 shares issued and outstanding
Retained earnings

DECEMBER 31,

2003 2002
$ 4,170 $ 14,471
37,577 37,865
41,747 52,336
1,250 1,250
315,027 182,058
316,277 183,308
$ 358,024 $ 235,644
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FALKENBERG CAPITAL CORPORATION

STATEMENTS OF OPERATIONS

YEARS ENDED
DECEMBER 31,
2003 2002
REVENUES: '

Advisory services $ 1,970,000 $ 2,013,231
Interest and dividends 1,470 5,693

1,971,470 2,018,924

OPERATING EXPENSES: :

Salaries and commissions : 1,187,961 1,081,315
Travel and entertainment 124,798 A 97,500
Office rent 65,513 62,533
Payroll taxes 48,101 45,279
Insurance 30,065 29,007
Miscellaneous 26,171 19,564
Legal and professional fees ) _ 16,235 17,789
Telephone 13,557 16,796
Advertising 11,333 22,195
Depreciation and amortization 11,199 12,020
Office expense 10,925 11,607
Dues and subscfiptions 9,616 12,144
Conventions and seminars 8,027 9,758
Retirement contributions - 52,768

1,563,501 1,490,275

NET INCOME $ 407,969 $ 528,649

See accompanying notes to financial statements.
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FALKENBERG CAPITAL CORPORATION
STATEMENTS OF RETAINED EARNINGS

YEARS ENDED DECEMBER 31, 2003 AND 2002

Balance at January 1, 2002
Net income

Dividend distributions
Balance at December 31, 2002
Net income

Dividend distributions

Balance at December 31, 2003 .

See accompanying notes to financial statements.
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378,409
528,649

(725,000)

182,058
407,969

(275,000)

315,027
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FALKENBERG CAPITAL CORPORATION
STATEMENTS OF CASH FLOWS

YEARS ENDED

DECEMBER 31,

2003 2002

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income : $ 407,969 $ 528,649
Adjustments to reconcile net income to net

cash provided by operations: .
Depreciation and amortization 11,199 12,020
Loss from abandonment of property and equipment 1,120 5,496
Increase (decrease) in cash resulting

from change in:

Receivable from brokerage firm ' - 59,059

Due from officer 50,000 (50,000)

Other current assets (464) 1,582

Accounts payable (10,301) (344)

Accrued expenses (288) 29,765
NET CASH PROVIDED BY

OPERATING ACTIVITIES 459,235 586,227

CASH FLOWS FROM INVESTING ACTIVITIES:

Purchase of property and equipment (8,454) (8,403)
NET CASH USED FOR
INVESTING ACTIVITIES (8,454) (8,403)
CASH FLOWS FROM FINANCING ACTIVITIES: ' ‘
. Dividend distributions (275,000) (725,000)
NET CASH USED FOR :
FINANCING ACTIVITIES ) (275,000) (725,000)
NET INCREASE (DECREASE) IN CASH , 175,781 (147,176)
CASH AT BEGINNING OF YEAR 166,465 313,641

CASH AT END OF YEAR ‘ $ 342,246 $ 166,465

See accompanying notes to financial statements.
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FALKENBERG CAPITAL CORPORATION
NOTES TO FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 2003 AND 2002

Summary of Significant Accounting Policies

Organization

Falkenberg Capital Corporation (an “S” corporation) provides merger and acquisition and
corporate finance services, exclusively in the United States, to companies engaged in the
telecommunications and media industries.

Cash and Cash Equivalents

Cash on hand and investments w1th original maturities of three months or less are classified
as cash equivalents.

Property and Equipment

Property and equipment are stated at cost. Depreciation is calculated principally by the
straight-line method using a useful life of three to eight years. Maintenance and repairs are
expensed as incurred. Major betterments are capitalized.

Income Taxes

The Company is not a taxpaying entity for federal or state income tax purposes. Accordingly,
no income tax expense has been recorded in the financial statements. Income of the
Company is taxed to the shareholder in his individual return.

Concentration of Credit Risk

Financial instruments that potentially subject the Company to concentration of credit risk
consist primarily of temporary cash investments. The Company restricts temporary cash
investments to financial institutions with high credit standing. Such temporary cash
investments are often in excess of the FDIC insurance limit.

Advertising Costs

Advertising costs are expensed as incurred.



FALKENBERG CAPITAL CORPORATION
NOTES TO FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 2003 AND 2002

1. Summary of .Signiﬁcant Accounting Policies (Continued)

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect certain
reported amounts and disclosures. Accordingly, actual results could differ from those
estimates.

Significant Clients

The Company generally derives significant revenue from a few key clients. However, the
makeup of the Company’s client base varies from year to year. Accordingly, an annual
concentration in revenue from the same clients is remote. The Company derived
approximately 56% of total revenue from one client in 2003 and 78% of total revenue from
two clients in 2002.

. Statutory Requirements

Pursuant to Rule 15¢3-1 of the Securities Exchange Act of 1934, the Company is required to

maintain minimum net capital of $5,000. At December 31, 2003, the Company's net capital
was $300,348.

The Company is exempt from certain provisions of Rule 15¢3-3 of the Securities Exchange
Act of 1934 and, accordingly, is not required to maintain a "Special Account for Exclusive
Benefit of Customers". Such exemption is in accordance with paragraph (k) (2) (i) of the
Rule.



FALKENBERG CAPITAL CORPORATION
NOTES TO FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 2003 AND 2002

4. Commitment
Lease Commitment
The Company incurred rental expense of $65,513 in 2003 and $62,533 in 2002 under a non-

cancelable operating lease agreement for office space. Future minimum lease payments
under this lease through January 2006 are:

2004 $ 61,864
2005 63,270
2006 5,273
$130,407
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FALKENBERG CAPITAL CORPORATION

SUPPLEMENTAL SCHEDULE OF COMPUTATION OF NET CAPITAL,
MINIMUM NET CAPITAL REQUIRED, AND AGGREGATE INDEBTEDNESS

DECEMBER 31, 2003

STOCKHOLDER'S EQUITY $ 316,277
DEDUCTIONS:

Non-allowable assets (15.929)
NET CAPITAL $ 300,348
MINIMUM NET CAPITAL REQUIRED (greater of 6-2/3%

of aggregate indebtedness or $5,000) $ _5.000
AGGREGATE INDEBTEDNESS
TOTAL LIABILITIES AND AGGREGATE INDEBTEDNESS . S 41,747
RATIO OF AGGREGATE INDEBTEDNESS TO NET CAPITAL 1391

There is no difference between the above net capital computation and the corresponding
computation included in the Company’s original Form X-17A-5 Part ITA Filing.

SCHEDULE I
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FALKENBERG CAPITAL CORPORATION

COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS
FOR BROKERS AND DEALERS PURSUANT TO RULE 15¢3-3

DECEMBER 31, 2003

The Company is exempt from the provisions of Rule 15¢3-3 of the Securities Exchange Act of
1934, since the Company's activities are limited to those which qualify for an exemption under
paragraph (k) (2) (i) of the Rule.

SCHEDULE II



HARDING AND HITTESDORF PC

Certified Public Accountants

600 S. Cherry Street, Suite 815
Denver, Colorado 80246

(303) 393-0888

FAX (303) 393-0894

February 11, 2004

To The Stockholder ’
Falkenberg Capital Corporation
Denver, Colorado

In planning and performing our audit of the financial statements of Falkenberg Capital
Corporation (the Company) for the year ended December 31, 2003, we considered its internal
control, including control 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 the internal control structure.

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 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 the quarterly securities examinations, counts, verifications and comparisons
2. Recordation of differences required by Rule 17a-13

3. Complyihg 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 an 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 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 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 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 accounting principles. Rule 17a-5(g) lists



additional objectives of the practices and procedures listed in the preceding paragraph.

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.

QOur 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 internal 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 December 31, 2003 to meet the SEC's
objectives.

This report is intended solely for the information and use of management, the SEC, the National
Association of Securities Dealers 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.
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HARDING AND HITTESDOREF, P.C.
Certified Public Accountants



