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BRIAN W. ANSON
Certified Public Accountant
5464 Yarmouth Avenue # 59, Encino, CA 91316 ¢ (818) 342-4299

INDEPENDENT AUDITOR’S REPORT

Board of Directors
Aletheia Securities, Inc.
Santa Monica, California

I have audited the accompanying statement of financial condition of Aletheia Securities, Inc. as
of December 31, 2003 and the related statements of operations, changes, in stockholders’ 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. My responsibility is to express an opinion on these financial
statements based on my audit.

[ conducted my audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that [ plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatements. 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. I believe that my audit provides a reasonable basis for my opinion.

In my opinion, the financial statement referred to above present fairly, in all material respects,
the financial position of Aletheia Securities, Inc. as of December 31, 2003 and the results of its
operations and cash flows for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

My audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained on Schedule I-III is presented for purposes of
additional analysis and is not required as part of the basic financial statements, but is
supplementary information required by Rule 17a-5 of the Securities and Exchange Act of 1934,
Such information has been subject to the auditing procedures applied in my audit of the basic
financial statements and, in my opinion, is fairly stated in all material respect in relating to the
basic financial statements taken as a whole.

This opinion is intended solely for the information and use of the board of directors, the
Securities and Exchange Commission, 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.

Brian W. Anson
Certified Public Accountant

Encino, California
March 25, 2004



ALETHEIA SECURITIES, INC.

Statement of Financial Condition
December 31, 2003

ASSETS
Cash and cash equivalents
Due from broker
Prepaid expenses
Other assets
Total assets
LIABILITIES AND STOCKHOLDERS' EQUITY

Liabilites:

Accounts payable

Commissions payable

Due to parent

Total liabilities

Stockholders' equity:

Common stock, no par value; 10,000 shares authorized;
100 shares issued and outstanding

Additional paid-in-capital

Retained earnings

Total stockholders' equity

Total liabilities and stockholders' equity

The accompanying notes are an integral part of these financial statements

243,177
229,629
4,781
6,231

483,818

26,062
14,862
217,000

257,924

182,790
43,104

225,894

483,818




ALETHEIA SECURITIES, INC.

Statement of Income
For the year ended December 31, 2003

REVENUES:
Commissions $ 4,726,200
Interest 113,889
Other income 26,364
Total revenues 4,866,453
EXPENSES:
Commissions expenses 3,914,872
Execution charges 556,124
Clearance charges 392,265
Professional services 28,690
Other expenses 21,375
Total expenses 4,913,326
NET LOSS BEFORE PROVISION FOR INCOME TAXES (46,873)

PROVISION FOR INCOME TAXES (Note 4)

Income tax benefit 6,231

NET LOSS | (40,642)

The accompanying notes are an integral part of these financial statements




'ALETHEIA SECURITIES, INC.

Statement of Stockholders’ Equity
For the year ended December 31, 2003

Total
Stockholders'’ Net Stockholder's
Equity Loss Equity
Beginning balance December 31,2002  $ 266,536 $266,536
Net loss (40,642) (40,642)
Ending balance December 31, 2003 $ 266,536 $ (40,642) $ 225,894

The accompanying notes are an integral part of these financial statements




ALETHEIA SECURITIES, INC.

Statement of Cash Flows
For the year ended December 31, 2003

CASH FLOWS FROM OPERATING ACTIVITIES

Net loss

Adjustments to reconcile net loss to net cash used in

operating activities:

(Increase) decrease in:

Due from broker
Prepaid expenses
Other assets

Increase (decrease) in:

Accounts payable

Commissions payable

Due to parent

Total adjustments

Net cash used in operating activities

Decrease in cash

Cash - beginning of period

Cash - end of period

Supplemental disclosure of cash flow information

Interest
Income taxes

The accompanying notes are an integral part of these financial statements

$

$

(40,642)

50,818
(905)
(6,231)

10,126
(14,710)
(69,000)

(29,902)

(70,544)

(70,544)

313,721

243,177

$0
$0




ALETHEIA SECURITIES, INC.

Notes to Financial Statements
December 31, 2003

Note 1: OWNERSHIP STRUCTURE

Aletheia Securities, Inc. (the “Company’) was incorporated in 1997 under the laws of the State
of California. The Company is a registered broker-dealer in securities under the provision of the
Securities Exchanged Act of 1934 and is a member of the National Association of Securities
Dealers, Inc. (the NASD). The Company conducts business as an introducing broker.

The Company is a majority-owned subsidiary of Aletheia Research and Management, Inc. (the
parent)

The Company has an agreement with National Financial Services, LLC (the Clearing Broker), a
wholly owned subsidiary of Fidelity Investment Incorporated, to clear securities transactions,
carry customers’ accounts on a fully disclosed basis and perform certain record keeping
functions. Accordingly, the Company operates under the exceptive provisions of the Securities
and Exchange Commission (the SEC) rule 15¢3-3 (k) (2) (ii).

Note 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Risk Concentrations

The Company and its subsidiaries are engaged in various brokerage activities in which counter
parties primarily include broker-dealers, banks, and other financial institutions. In the event
counter parties do not fulfill their obligations, the Company may be exposed to risk. The risk of
default depends on the creditworthiness of the counter party or issuer of the instrument. It is the
Company’s policy to review, as necessary, the credit standing of each counter party.

Management estimates that 100% of the revenues were generated in the State of California
Basis of Presentation

The accounting and reporting policies of the Company are in accordance with accounting
principles generally accepted in the United States (GAAP) and conform to practices within the
broker and dealer industry.

Use of Estimates

The preparation of financial statements in accordance with GAAP requires management to make
estimates and assumptions that affect reported amounts of reported assets and liabilities as well
as contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expense during the year. Although management believes these
estimates and assumptions to be reasonable accurate, actual results may differ.




ALETHEIA SECURITIES, INC.

Notes to Financial Statements
December 31, 2003

Note 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Securities Transactions

Proprietary securities transactions in regular-way trades are recorded on the trade date, as if they
had settled. Profit and loss arising from all securities transaction entered into for the account and
risk of the Company are recorded on a trade date basis. Customers’ securities transactions are
reported on a settlement date basis with related commission income and expenses reported on a
trade date basis.

Securities held by the Company are carried at market value. The Company did not have any
securities in its proprietary account as of December 31, 2003.

Income Taxes

The Company is included in the consolidated federal and state income tax returns filed by its
Parent. Income taxes are calculated as if the Company filed a separate federal and state income
tax return and the amount of current tax provision or benefit calculated is either remitted to or
received from the Parent. The amount of the current and deferred taxes payable or receivable is
recognized as of the date of the financial statements utilizing currently enacted tax laws and
rates. Deferred tax expenses or benefits are recognized in the financial statement for the changes
in deferred tax liabilities or assets between years.

Commissions

Commissions revenues and expenses are recorded on a trade date basis as securities transaction
occur.

Derivatives_ and Hedging Activities

The Company did not utilize any derivative instruments or engage in any hedging activities
during the year ended December 31, 2003.




ALETHEIA SECURITIES, INC.

Notes to Financial Statements
December 31, 2003

Note 3: RELATED PARTY TRANSACTIONS

The Parent provides management and other support services for the Company. The Company
was charged $3,432,855 for the year ended December 31, 2003 as compensation to the Parent for
the services provided. This amount is included in commissions expenses of $3,914,872 in the
statement of operations. Additionally, the Company has entered into an agreement with the
Parent whereby the Parent pays directly for certain operating expenses on behalf of the
Company. These expenses are not reflected in the accompanying statement of operations.

The Company performs broker-dealer related services on behalf of the Parent as general partner
of various hedge funds for which the Company receives commission revenue. In 2003, the
Company received $2,437,486 in commission revenue.
Note 4: INCOME TAXES
The component of the income benefit for the year ended December 31, 2003 is as follows:
Current:
Federal $§ (7,031)
State 800
Tax benefit $  (6,231)

The Company’s effective tax rate differs from the federal statutory rate due primarily to state
taxes and nondeductible expenses. At December 31, 2003 deferred tax assets and liabilities were

not significant.

The net federal tax receivable of $6,231 is included in other assets.




ALETHEIA SECURITIES, INC.

Notes to Financial Statements
December 31, 2003

Note 5: NET CAPITAL REQUIREMENTS

Aletheia Securities, Inc., as a registered broker-dealer in securities and member of the New York
Stock Exchange, is subject to the Uniform Net Capital Rule 15¢3-1 (the Rule) of the SEC. The
SEC requires all registered broker-dealer in securities to calculate net capital on a periodic basis
and to maintain compliance with Rule at all times. Net capital is the broker-dealer in securities’
net worth adjusted for certain nonallowable assets, certain operational capital charges, and
potential adverse fluctuation in the value of securities’ inventories. The purpose of the net capital
computation is to determine that the broker-dealers in securities’ net liquid assets are adequate in
the event of sudden adverse business conditions. The Rule was adopted to create a uniform
capital requirement for all registered broker-dealers in securities and to ensure that broker-dealer
in securities maintain minimum levels of liquid assets to support the volume and risk of the
business in which they are engaged.

The company is subject to the uniform net capital rule (SEC Rule 15¢3-1) of the Securities and
Exchange Commission, which requires both the maintenance of minimum net capital and the
maintenance of maximum ratio of aggregate indebtedness to net capital. At December 31, 2003
the company had a net capital of $180,420 which is $80,420 in excess of the minimum of
$100,000 required and its ratio of aggregate indebtedness to net capital was 1.43 which is less
than the 15 to 1 maximum ratio of a broker dealer.

Note 6: COMMITMENTS AND CONTINGENCIES

The Company may be named as a defendant in legal actions arising from transactions conducted
in the ordinary course of business. Management believes that such actions will not materially
affect the Company’s financial position or result of operations. Management is not aware of any
legal actions.

Note 7: FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK

In the normal course of business, the Company executes, as agent, transaction on behalf of
customers. If the transactions do not settle because of failure to perform by either the customer or
the counterparty, the Company may be obligated to discharge the obligation of the
nonperforming party and, as a result, may incur a loss if market value of the security is different
from the contract amount of the transaction.

The Company, pursuant to its clearing agreement with the Clearing Broker, will assume
customer obligations should a customer of the Company default. The Company and the Clearing
Broker control credit risks associated with customers’ transactions through various credit control
procedures including maintenance of margin collateral.

Additionally, the Company is subject to credit risk if the Clearing Broker is unable to repay the
balance in the Company accounts.

10




ALETHEIA SECURITIES, INC.
Statement of Net Capital

Schedule I
For the year ended December 31, 2003

Focus 12/31/03 _ Audit 12/31/03  Change _

Stockholders' equity, December 31, 2003 $ 230,163 $ 225,894 $§ 4,269
Subtract - Non allowable assets: . 4,781 11,012 (6,231)
Tentative net capital 225,382 214,882 10,500
Haircuts: 34,462 34,462 -

NET CAPITAL 190,920 180,420 10,500
Minimum net capital : 100,000 100,000 -

Excess net capital $90,920 $80,420  $10,500
Aggregate indebtedness 247,424 257,924 (10,500)
Ratio of aggregate indebtedness to net capital 130% 143%

There was observed differences between the net capital computation
above and the firm's FOCUS report for the quarter ended 12/31/2003
as scheduled above resulting from audit adjusting journal entries
due to accrual of audit fees and income tax benefit.

The accompanying notes are an integral part of these financial statements
11




ALETHEIA SECURITIES, INC.

Schedule II
Determination of Reserve Requirements
Under Rule 15¢3-3 of the Securities and Exchange Commission
December 31, 2003

The Company is exempt from the Reserve Requirement of Rule 15¢3-3

Schedule 111
Information Relating to Possession or Control

Requirements Under Rule 15¢3-3
December 31, 2003

The Company is exempt from the Rule 15¢3-3 as it relates to possession and Control
requirements.

The accompanying notes are an integral part of these financial statements

12




BRIAN W. ANSON
Certified Public Accountant
5464 Yarmouth Avenue # 59, Encino, CA 91316 ¢ (818) 342-4299

INDEPENDENT AUDITOR’S REPORT ON
INTERNAL CONTROL STRUCTURE
REQUIRED BY SEC RULE 17A-5

Board of Directors
Aletheia Securities, Inc.
Santa Monica, California

In planning and performing my audit of the financial statements of Aletheia Securities, Inc. for
the year ended December 31, 2003, I considered its internal control structure, including control
activities for safeguarding securities, in order to determine my auditing procedures for the
purpose of expressing my 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, [ have made a
study of the practices and procedures including tests of compliance with such practices and
procedures followed by Aletheia Securities, Inc. including test of compliance with such practices
and procedures that I considered relevant to objectives stated in rule 17a-5(g), (1) in making the
periodic computations of aggregate indebtedness (or aggregate debits) and net capital under rule
17a-3(a)(11) and the reserve required by rule 15¢3-3(e). I did not review the practices and
procedures followed by the Company (i) in making the quarterly securities examinations, counts,
verifications and comparisons, and the recordation of differences required by Rule 17a-13, or (ii)
in complying with the requirements for prompt payment for securities of Section 8 of Regulation
T of the Board of Governors of the Federal Reserve System, because the Company does not
carry security accounts for customers or perform custodial functions relating to customer
securities.

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 internal control structure policies and procedures and of the
practices and procedures referred to in the proceeding paragraph and to assess whether those
practices and procedures ‘can be expected to achieve the Commission'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 preparation of financial statements in conformity with generally accepted
accounting principles.

13




Board of Directors
Aletheia Securities, Inc.
Page Two

Because of inherent limitations in 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 them
to future periods is subject to the risk they may become inadequate because of changes in
conditions or that the effectiveness of their design and operation may deteriorate. My
consideration of the internal control structure would not necessarily disclose all matters in the
internal control that might be material weakness under standards established by the American
Institute of Certified Public Accountants. A material weakness is a condition in which the design
or operation of the specific internal control structure 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, I noted no matters involving
the internal control structure, including control activities for safeguarding securities, that I
consider to be material weakness as defined above. In addition, my consideration of the internal
control structure indicated that the Company was in compliance with the conditions of the
exemption under Paragraph (k) (2) (B) of Rule 15¢3-3, and no facts came to my attention
indicating that such conditions had not been complied with during the period. The scope of my
engagement did not include the Anti Money Laundering provision of the U.S. Patriot Act.

I 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 purpose
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
material inadequacy for such purposes. Based on this understanding and on my study, I 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, the Securities
and Exchange Commission, 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.

% A L cry

Brian W. Anson

Certified Public Accountant
Encino, California

March 25, 2004
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