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Report of Independent Auditors

The Stockholder and Board of Directors
Hibernia Southcoast Capital, Inc.

We have audited the accompanying statements of financial condition of Hibernia
Southcoast Capital, Inc. (the Company), a wholly owned subsidiary of Hibernia
Corporation, as of December 31, 2003 and 2002, and the related statements of operations,
changes in equity, and cash flows for the years then ended. 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. 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 present fairly, in all material
respects, the financial position of Hibernia Southcoast Capital, Inc. 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.

As discussed in Note 1 to the financial statements, effective January 1, 2002, the
Company adopted Statement of Financial Accounting Standards No. 142, Goodwill and
Other Intangible Assets.

Our audit of the 2003 financial statements was made for the purpose of forming an
opinion on the financial statements taken as a whole. The information contained in
Schedules I, II, and III is 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 our audit of the 2003 financial statements
and, in our opinion, 18 fairly stated in all material respects in relation to the 2003 financial

statements taken as a whole.
W 1 MLLP

A Member Practice of Ernst & Young Global

February 6, 2004



Hibernia Southcoast Capital, Inc.

Statements of Financial Condition

December 31
2003 2002
Assets
Cash on deposit with Hibernia National Bank $ 5133 $ 32,194
Securities owned 2,973,062 3,547,464
Commissions receivable from clearing correspondent 253,366 698,189
Other receivables from brokers 236,661 -
Deposit with clearing correspondent 250,000 250,000
Federal income tax receivable from
Hibernia Corporation 449,576 250,076
Premises, furniture and equipment 393,343 411,639
Goodwill, net of accumulated amortization of $334,966
at December 31, 2003 and 2002 3,493,211 3,493,211
Deferred tax asset 143,504 88,136
Other assets 7,448 16,449
$ 8,205,304 $ 8,787,358
Liabilities and Stockholder's Equity
Liabilities:
Commissions payable to brokers and dealers $ 818,017 $ 861,797
Securities sold, not yet purchased - 33,638
Due to Hibernia National Bank - 11,443
Other liabilities 164,942 12,433
982,959 919,311
Stockholder's Equity:
Common stock, no par value - 100,000 shares
authorized, one share issued and outstanding 10,000 10,000
Surplus 8,921,781 8,921,781
Retained deficit (1,709,436) (1,063,734)
Total Stockholder's Equity 7,222,345 7,868,047
$ 8,205,304 $ 8,787,358

See accompanying notes.




Hibernia Southcoast Capital, Inc.

Statements of Operations

Income:
Commissions
Investment banking
Interest
Securities gains (losses), net
Other income

Expenses:
Salaries and benefits
Commissions paid to clearing

correspondents

Intercompany management fee
Occupancy and equipment
Interest expense
Other operating

Loss before income taxes
Income tax benefit

Net loss

See accompanying notes.

Year ended December 31

2003 2002
$10,162,138  $12,978,193
2,226,092 1,876,888
38,105 80,251
(24,227) 39,564
125,045 -
12,527,153 14,974,896
8,243,698 9,671,702
1,477,914 1,956,782
1,125,000 1,068,000
462,202 416,718
55,851 121,719
2,229,600 1,921,533
13,594,265 15,156,454
(1,067,112) (181,558)
(421,410) (68,292)
$ (645702) $ (113266)




Hibernia Southcoast Capital, Inc.

Statements of Changes in Equity

Common Retained
Stock Surplus Deficit Total

Balances at December 31, 2001 $ 10,000 $7,321,781 $ (950,468) $ 6,381,313

Net loss - - (113,266) (113,266)

Capital contribution - 1,600,000 - 1,600,000
Balances at December 31, 2002 10,000 8,921,781 (1,063,734) 7,868,047

Net loss - - (645,702) (645,702)
Balances at December 31, 2003 $ 10,000 $8921,781 $(1,709,436) $ 7,222,345

See accompanying notes.




Hibernia Southcoast Capital, Inc.

Statements of Cash Flows

Operating activities

Net loss

Adjustments to reconcile net loss to net cash

provided by (used in) operating activities:

Depreciation and amortization
Decrease (increase) in securities owned
Decrease (increase) in other assets
Increase (decrease) in liabilities

Net cash provided by (used in) operating activities

Investing activities

Purchases of premises, furniture and equipment
Purchases of software

Net cash used in investing activities

Financing activities

Capital contribution

Proceeds from loans from Hibernia Corporation
Payments on loans from Hibernia Corporation
Net cash provided by financing activities

Increase (decrease) in cash

Cash at beginning of period
Cash at end of period

See accompanying notes.

Year ended December 31

2003 2002

$ (645702) $  (113,266)
123,733 93,339
574,402 (2,176,807)
(31,725) 1,341,624
63,648 (583,856)
84,356 (1,438,966)
(103,277) (163,884)
(8,140) (1,856)
(111,417) (165,740)

- 1,600,000

3,250,000 7,500,000
(3,250,000) (7,500,000)

- 1,600,000

(27,061) (4,706)
32,194 36,900

$ 5,133 $ 32,194




Hibernia Southcoast Capital, Inc.
Notes to Financial Statements

December 31, 2003

1. Organization and Significant Accounting Policies
Organization

Hibernia Southcoast Capital, Inc. (the Company) is a wholly owned subsidiary of Hibernia
Corporation (the Parent). The Company is a full-service investment banking firm providing
equity research, institutional equity sales and trading services to large, institutional money
managers across the United States and corporate finance services to middle-market companies in
the Gulf South. The Company is registered with the Securities and Exchange Commission as a
broker dealer and is a member of the National Association of Securities Dealers.

Cash and Cash Equivalents

The Company considers all highly liquid investments with a stated maturity of three months or
less when purchased to be cash equivalents. The Company does not consider its investment in
money market mutual funds to be cash equivalents in the statement of cash flows based on
regulatory guidelines.

Securities

Securities transactions and related commission revenues and expenses are recorded on a
settlement date basis, which approximates a trade date basis. Securities owned and securities
sold, not yet purchased, are valued at market with related unrealized gains and losses included in
income. The market value is based on quoted prices received from various pricing services.

The money market mutual fund is carried at cost which approximates fair value.

Premises, Furniture and Equipment

Premises, furniture and equipment are stated at cost less accumulated depreciation and
amortization. Depreciation and amortization are computed using the straight-line method over

the estimated useful lives of the assets, which are 10 to 20 years for premises and leasehold
improvements and 3 to 10 years for furniture and equipment.




Hibernia Southcoast Capital, Inc.
Notes to Financial Statements '

1. Organization and Significant Accounting Policies (continued)
Excess of Cost Over Fair Value of Net Assets Acquired

Effective January 1, 2002, the Company adopted Statement of Financial Accounting Standards
(SFAS) No. 142, “Goodwill and Other Intangible Assets” which addresses the accounting and
reporting for excess costs of net assets acquired in purchase transactions (goodwill) and other
intangible assets. In accordance with these rules, goodwill and intangible assets deemed to have
indefinite lives are no longer amortized but are subject to impairment tests. These impainnént
tests are performed annually or more frequently if events or changes in circumstances indicate
that the asset might be impaired. To the extent that exists, write-downs to realizable value are
recorded.

The required impairment tests of goodwill performed by the Company in 2003 and 2002 did not
result in any impairment charges.

Commissions

Commission income and expense are recorded on a settlement date basis, which approximates a
trade date basis.

Investment Banking Income -

Investment banking income is recorded when earmned and includes income from private
placements, public offerings and merger and acquisition advisory fees.

Income Taxes

The Company is included in the Parent's consolidated federal income tax return, but files a
separate state income tax return. The Parent allocates federal income tax expense to the
Company using a separate return basis. The Company is reimbursed by its Parent for federal
income tax losses.

Temporary differences occur between financial reporting and tax bases of assets and liabilities.
Deferred income taxes are recorded to reflect these differences based on enacted tax rates and
laws that will be in effect when the differences are expected to reverse.




Hibernia Southcoast Capital, Inc.
Notes to Financial Statements

1. Organization and Significant Accounting Policies (continued)
Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States requires management to make estimates and assumptions that
affect the amounts reported in the financial statements. Actual results could differ from those
estimates.

2. Acquisition

On April 1, 2000, the Parent completed its acquisition of the common stock of Southcoast
Capital, L.L.C. and commenced operations of Hibernia Southcoast Capital, Inc.

The acquisition agreement provided for a $750,000 retention bonus plan to be paid in Class A
Common Stock of Hibernia Corporation. On April 1, 2002, each retention plan participant that
remained employed by the Company on that date received their pro rata share in the retention
pool. Retention plan participants that were terminated, voluntarily or involuntarily, prior to
April 1, 2002, forfeited their pro rata shares to Hibernia and those shares were not available for
distribution to other retention plan participants. The Company paid $601,408 to the Parent on
April 1, 2002 to obtain 60,710 shares of Hibernia Corporation Class A Common Stock that were
issued to the retention plan participants employed on that date. These shares issued were net of
shares forfeited to pay taxes.

The acquisition agreement also contains provisions for the potential distribution of additional
shares of Class A Common Stock of Hibemia Corporation in 2006 (earnout shares) as
determined by a formula. The formula is based on several factors, which include average and
targeted net income for the first four calendar years (the test period), the average price earnings
ratio of the Parent for the test period and the Parent’s stock price at the end of the test period.
The additional shares, which are not expected to be material, will be recorded at the current fair
value of the Class A Common Stock on the date the shares become issuable and will be
accounted for as additional purchase price. The additional purchase price, if any, will be
allocated to goodwill and subject to the impairment testing provisions of SFAS No. 142.



Hibernia Southcoast Capital, Inc.
Notes to Financial Statements

3. Securities

Securities owned and securities sold, but not yet purchased, consist primarily of the Company’s
trading and investment accounts at market value. These investments are summarized as follows:

December 31

2003 2002
Securities owned :
Money market mutual funds:
Alliance Institutional Reserves Government
Portfolio B Fund $ 2,346,363  $ 3,339,287
Municipal bonds 625,495 25,195
Corporate stock 1,204 182,982

$ 2,973,062 $ 3,547,464

Securities sold, not yet purchased:
Corporate stock

<
1

$ 33,638

Included in net securities gains (losses) were $1,097 of net trading gains and $12,960 of net
trading losses relating to securities held at December 31, 2003 and 2002, respectively.

4. Premises, Furniture and Equipment

The following is a summary of premises, furniture and equipment.

December 31
2003 2002
Leasehold improvements $ 169,727 $ 164,167
Furniture and equipment 497,690 453,785
667,417 617,952
Accumulated depreciation (274,074) (206,313)
Total premises, furniture and equipment $ 393343 $ 411,639




Hibernia Southcoast Capital, Inc.
Notes to Financial Statements

5. Leases

The Company leases its office facilities under operating leases. Total rental expense included in
occupancy and equipment expense was $276,995 and $289,596 for the years ended December
31, 2003 and 2002, respectively.

The Company has one long-term operating lease that expires in 2007. This lease contains a
provision for escalation charges and a renewal option. The minimum rental commitment for this
long-term operating lease as of December 31, 2003 is as follows: 2004 - $265,788; 2005 -
$265,788; 2006 - $265,788 and 2007 - $66,447.

6. Income Taxes

The Company’s deferred income tax asset is the result of legal costs, deferred compensation,
state income tax net operating loss carryforwards, start-up expenses and depreciation for tax
purposes and financial reporting purposes. Management believes this asset is realizable and there
is no deferred tax valuation reserve at December 31, 2003 and 2002. The Company has state
income tax net operating loss carryforwards of approximately $2,512,000 that expire 2016
through 2018.

The components of income tax expense (benefit) are as follows:

December 31
2003 2002

Current tax expense (benefit):

Federal income tax $ (381,023) $§ (243,115)

State income tax 14,981 -
Total current tax expense (benefit) (366,042) (243,115)
Deferred tax expense (benefit):

Federal income tax 36,845 216,711

State income tax (92,213) (41,888)
Total deferred tax expense (benefit) (55,368) 174,823
Income tax expense (benefit) $ 421410) $ (68,292)

10



Hibernia Southcoast Capital, Inc.
Notes to Financial Statements

6. Income Taxes (continued)

The Company’s effective tax rate differs from the statutory tax rate due to permanent differences
resulting primarily from disallowed meals and entertainment.

The Company received a federal income tax refund from the Parent of $181,524 and $231,851
during 2003 and 2002, respectively. There were no state income tax payments made in 2003 or
2002.

7. Related Parties

Various administrative expenses are paid on the Company's behalf by Hibernia National Bank
(the Bank), another wholly owned subsidiary of the Parent Company. The Bank charged the
Company for its share of these expenses, primarily benefits, totaling $708,159 and $654,178 for
the years ended December 31, 2003 and 2002, respectively. In addition, the Company pays a
management fee to the Bank based on an internally calculated allocation of overhead cost. This
fee totaled $1,125,000 and $1,068,000 for the years ended December 31, 2003 and 2002,
respectively. :

The balances due to Hibernia National Bank are intercompany balances that settle weekly.

Effective May 19, 2000, the Company entered into a revolving subordinated loan agreement
with the Parent for an amount not to exceed $5,000,000. The revolving line of credit expired on
May 19, 2002. There were no draws on this revolving line of credit in 2002. Effective January
14, 2002, the Company entered into a revolving subordinated loan agreement with the Parent for
an amount not to exceed $10,000,000. The revolving line of credit expires on February 14, 2005.

The Company made draws on the line of credit totaling $3,250,000 and $7,500,000 during 2003
and 2002, respectively, with interest payable at the Wall Street Journal prime rate. There was no
outstanding balance on the line of credit at December 31, 2003 or 2002.

For the year ended December 31, 2003, interest expense paid on the line of credit totaled

$55,851 at an average rate of 4.20%. Interest expense paid on the line of credit totaled $121,719
for the year ended December 31, 2002, at a rate of 4.75%.

11



Hibernia Southcoast Capital, Inc.
Notes to Financial Statements

8. Commitments and Contingencies

The Company has outstanding underwriting agreements and when-issued contracts which
commit it to purchase securities at specified future dates and prices. The Company presells such
issues to manage risk exposure related to these off-balance sheet commitments. Transactions
that were open at December 31, 2003, have subsequently settled and had no material effect on
the statements of income and financial condition.

The Company is a party to certain legal proceedings arising from matters incidental to its
business. Management and counsel are of the opinion that these actions will not have a material
effect on the financial condition or operating results of the Company.

9. Services Agreement

The Company has an agreement with Pershing, L.L.C., a Bank of New York Securities Group
Company, (Pershing) to provide certain services as clearing correspondent. These services
include carrying customers’ cash and margin accounts on a fully-disclosed basis; executing
transactions in the customers’ accounts as instructed by the Company; preparing transaction
confirmations and monthly statements for customers; settling contracts and transactions in
securities on behalf of the Company; performing cashiering functions for customer accounts
including receipt and delivery of securities purchased, sold, borrowed and loaned; providing
custody and safekeeping of customers’ securities and cash; and handling margin accounts,
dividends and exchanges and rights and tender offers. This agreement does not have an

expiration date. This agreement requires the Company to maintain a clearing deposit with
Pershing which totaled $250,000 at December 31, 2003 and 2002.

The Company acts as an introducing broker and substantially all customer transactions are
cleared and carried on a fully disclosed basis. The Company is exposed to credit losses on
unsettled transactions in the event of nonperformance by its customers. This risk of loss is
limited to the change in the security price between the trade date and the settlement date. The
Company did not incur any material credit losses on transactions not settled at December 31,
2003 and 2002.

The Company’s receivable from clearing correspondents represents amounts on deposit with
Pershing. Additionally, as the Company clears all of its transactions through the clearing
correspondent, the Company is exposed should the clearing correspondent be unable to fulfill its
obligations.

12



Hibernia Southcoast Capital, Inc.
Notes to Financial Statements

10. Net Capital Requirements

The Company is subject to the Securities and Exchange Commission’s Uniform Net Capital
Rule (Rule 15¢3-1) which requires the maintenance of minimum net capital of the greater of
$100,000 or 6 2/3% of total aggregate indebtedness. The required minimum net capital at
December 31, 2003 was $100,000. The Company had net capital of $2,396,178 calculated
under the provisions of Rule 15¢3-1 at December 31, 2003.

11. Liabilities Subordinated to Claims of General Creditors
The Company is subject to the Securities and Exchange Commission’s Rule 17a-5 regarding
reports to be made by certain exchange members, brokers, and dealers. Under this rule, the

Company is required to disclose liabilities subordinated to the claims of general creditors. At
December 31, 2003 and 2002, the Company had no such liabilities.

13
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Hibernia Southcoast Capital, Inc.

Schedule I - Computation of Net Capital Under Rule 15¢3-1
of the Securities and Exchange Commission

December 31, 2003

Net Capital:
Stockholder's equity
Deduction for non-allowable assets:
Other receivables from brokers
Federal income tax receivable from
Hibernia National Bank
Premises and equipment
Goodwill
Deferred tax asset
Other assets
Net capital before haircuts on securities
Haircuts on securities, computed, where applicable,
pursuant to Rule 15¢3-1
Net capital under Rule 15¢3-1

Aggregate indebtedness

Excess Net Capital:

Net Capital

Less: Required Net Capital
Excess Net Capital

Excess Capital at 1000% (Net Capital less 10% of
Aggregate Indebtedness)

Percent of Aggregate Indebtedness to Net Capital

$7,222,345
(236,661)

(449,576)
(393,343)
(3,493,211)
(143,504)

(7,448)

2,498,602

(102,424)
$2,396,178

$ 982,959

$2,396,178
100,000

$2,296,178

$2,297,882

41%

There are no material differences between net capital computed above and the
Company's computation included in Part IT A of Form X-17a-5, as amended, as of
December 31, 2003. Accordingly, a reconciliation of these two amounts is not

included in Supplemental Schedule 1.
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Hibernia Southcoast Capital, Inc.

Schedule IT - Computation for Determination of Reserve Requirements
Under Rule 15¢3-3 of the Securities and Exchange Commission

December 31, 2003

The Company is exempt from Rule 15¢3-3 pursuant to the provision of subparagraph
(k)(2) thereof.

15



Hibernia Southcoast Capital, Inc.

Schedule III - Information Relating to the Possession or Control
Requirements Under Rule 15¢3-3 of the
Securities and Exchange Commission

December 31, 2003

The Company is exempt from Rule 15¢3-3 pursuant to the provision of subparagraph
(k)(2) thereof.

16
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3900 One Shell Square www.ey.com
701 Poydras Street
New Orleans, Louisiana 70139-9869

Report of Independent Accountants

The Stockholder and Board of Directors
Hibernia Southcoast Capital, Inc.

In planning and performing our audit of the financial statements and supplemental
schedules of Hibernia Southcoast Capital, Inc. (the Company) for the year ended
December 31, 2003, we considered its internal control, including control activities for
safeguarding securities, 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 compliance with such practices and procedures that we considered
relevant to the criteria 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 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 Govemnors 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 fulfill-
ing this responsibility, estimates and judgments by management are required to assess the
expected benefits and related costs of internal 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 criteria. Two of
the objectives of internal control and the practices and procedures are to provide manage-
ment 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

17
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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. Rule 17a-5(g) lists additional criteria
of the practices and procedures listed in the preceding paragraph.

Because of inherent limitations in any internal control or the practices and procedures
referred to above, errors or fraud may occur and not be detected. Also, projection of any
evaluation of internal control to future periods is subject to the risk that internal control
may become inadequate because of changes in conditions or that the effectiveness of its
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 one or more of the specific internal control components does not
reduce to a relatively low level the risk that errors 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, and its operation that we consider to be
material weaknesses as defined above.

We understand that practices and procedures that meet the criteria 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 criteria 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 criteria.

This report is intended solely for the information and 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 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.

évmz,‘ v MLLP

February 6, 2004

18




