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Price & GARTRELL, P.C.

CERTIFIED PUBLIC ACCOUNTANTS
To the Shareholders
Capital Wealth Advisors, Inc.

Indianapolis, Indiana

Independent Auditor's Report

We have audited the accompanying statement of financial condition of Capital Wealth
Advisors, Inc. as of December 31, 2004, and the related statements of income, 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. Our responsibility is to express an opinion on these financial statements based on our audit.

We have conducted our audit in accordance with generally accepted auditing standards accepted
in the United States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinion.

In our opinion the financial statements referred to above present fairly, in all material respects,
the financial condition of Capital Wealth Advisors, Inc. as of December 31, 2004, and the results of its
operations and its cash flows for the year then ended in conformity with accounting principles generally
accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements,
taken as a whole. The information contained on page 8 through 11 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 of the Securities and Exchange Act of 1934. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our
opinion, is fairly stated in all material respects in relation to the basic financial statements taken as a

whole. .
A2 Gl S22

PRICE & GARTRELL, P.C.
CERTIFIED PUBLIC ACCOUNTANTS

January 11, 2005

Stephen D. Price, C.P.A. Frank T. Crislip, Jr., CP.A.
H. Lynn Gartrell, C.P.A. ' Jason C. Lowe, C.P.A.

8465 KEYSTONE CROSSING, SUITE 195 « INDIANAPOLIS, INDIANA 46240
(317) 257-4100 » FAX (317) 205-7005 » EMAIL pgpc@on-net.net
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CAPITAL WEALTH ADVISORS, INC.
STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2004

ASSETS

Cash
Accounts receivable

SHAREHOLDERS’ EQUITY

Stockholders’ equity:
Common stock
Authorized — 100 shares
Issued and outstanding — 100 shares
Additional paid-in capital
Retained earnings

See accompanying notes to financial statements.
2-

$ 12,056
140

3 12.196
$ 1,000
9,000

2,196

3 12,196




CAPITAL WEALTH ADVISORS, INC.
STATEMENT OF INCOME
FOR THE YEAR ENDED DECEMBER 31, 2004

REVENUE
Servicing fees

EXPENSES
Reimbursements from office
sharing arrangements
Miscellaneous expense

NET INCOME (LOSS)

See accompanying notes to financial statements.

3.

$ 56,718
59,300
3,200
62,500
§ (578)




CAPITAL WEALTH ADVISORS, INC.
STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2004

Balance at January 1, 2004
Distributions

Contributed capital
Net income (loss)

Balance at December 31, 2004

Additional
Common Paid-In Retained

Stock Capital Earmings
$ 1,000 $ 9,000 § 11,178
(3,200)

(5.782)

$ 1,000 $ 9,000 $ 2,196

See accompanying notes to financial statement.
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CAPITAL WEALTH ADVISORS, INC.
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2004

Operating Activities
Net income $(5,782)
Decrease in receivables 265
Net cash provided (used) for operating activities (5.,517)

Financing Activities

Distribution to stockholder (_3.200)
Decrease in cash | ( 8,717)
Cash equivalents at beginning of year 20,773
Cash .and cash equivalents at end of year $ 12,056

See accompanying notes to financial statements.
-5-




CAPITAL WEALTH ADVISORS, INC.
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2004

NATURE OF OPERATIONS AND SIGNIFICANT ACCOUNTING POLICIES

NATURE OF OPERATIONS

Capital Wealth Advisors, Inc.(the “Company”) was organized and incorporated on

May 23, 2000, and is engaged in the business of debt placement and selling of
limited partnership interests primarily in Indiana.

The preparation of financial statements in conformity with generally accepted
accounting principles 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.

INCOME TAXES

Federal income taxes have not been provided because the stockholders elected

to be treated to an S Corporation for income tax purposes as provided in Section
1362(a) of the Internal Revenue Code. As such, the corporate income or loss and
credits are passed to the stockholders and combined with their personal income

and deductions to determine taxable income on their individual tax returns. The
election continues unless the Company becomes disqualified or until the election

is revoked voluntarily. The Company has been an S Corporation since inception

and therefore is not subject to the built-in gains tax on the sale of any of its assets.
There are no significant temporary differences between reporting for tax and financial
statement purposes.

REVENUE

Fees and commissions are recognized when the applicable transaction is completed.

NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission uniform net
capital rule (rule 15¢3-1), which requires the maintenance of minimum 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, 2004, the Company had net
capital of § 12,196 which was § 7,196 in excess of its required net capital of
$5,000. The Company’s net capital ratio was O to. 1.

6-




CAPITAL WEALTH ADVISORS, INC.
NOTES TO FINANCIAL STATEMENT
FOR THE YEAR ENDED DECEMBER 31, 2004

RELATED PARTY TRANSACTIONS

Key Financial Administrators, LTD provides office facilities, communications,
general administration support, clerical support and managerial services. Capital Wealth
Advisors, Inc. paid $59,300 for these services. All expenses are paid in advance and no
liabilities existed at year-end.
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CAPITAL WEALTH ADVISORS, INC.
COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1
OF THE SECURITIES AND EXCHANGE COMMISSION
DECEMBER 31, 2004

Total Shareholders’ Equity Qualified

for Net Capital | S 12,196
Deductions — prepaid expenses 0
Net Capital ‘ $ 12,196




CAPITAL WEALTH ADVISORS, INC.

COMPUTATION OF BASIC NET CAPITAL UNDER RULE 15¢3-1 OF THE

SECURITIES AND EXCHANGE COMMISSION
DECEMBER 31, 2004

Aggregate Indebtedness
Included in statement of financial condition
Accounts payable, accrued expenses

and other liabilities $_ 0
Computation of Basic Net Capital Requirement
Minimum net capital required (6 2/3% of
aggregate indebtedness) $
Minimum dollar net capital requirement of
reporting broker or dealer , $ 5,000
‘Net capital requirement $ 5.000
Excess net capital 7,196
Excess net capital at 1,000% S 12,196
Ratio: Aggregate indebtedness to net capital Qtol
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CAPITAL WEALTH ADVISORS, INC.
COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1 OF THE
SECURITIES AND EXCHANGE COMMISSION

' DECEMBER 31, 2004

Reconciliation with Company’s Computation
(included in Part TIA of Form X-17A-5
as of December 31, 2004)

Net capital, as reported in Company’s Part ITA

(Unaudited) FOCUS report $ 12,196
Net audit adjustments 0
Net capital per page 8 $ 12,196

-10-




CAPITAL WEALTH ADVISORS, INC.
COMPUTATION FOR DETERMINATION OF
RESERVE REQUIREMENTS
UNDER RULE 15¢3-3
FOR THE YEAR ENDED DECEMBER 31, 2004

Broker-dealer is exempt from Rule 15¢3-3. There were no security transactions during 2004

-11-




PrICE & GARTRELL, P.C.

CERTIFIED PUBLIC ACCOUNTANTS

To the Board of Directors of
Capital Wealth Advisors, Inc.
Indianapolis, Indiana

In planning and performing our audit of the financial statements of Capital Wealth Advisors, Inc. for the
year ended December 31, 2004, we considered its internal control structure 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.

As required by rule 17a-5(g)(1) of the Securities 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 the following:

1. Making the periodic computations of aggregate indebtedness and net capital under rule 17a-
3(a)(11) and the reserve required by rule 15¢3-3(¢)

2. Making the quarterly securities examinations, counts, verifications, and comparisons, and
the recordation of differences required by ruel 17a-13

3. Complying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System

4, Obtaining and maintaining physical possession or control of all fully paid and excess margin
securities of customers as required by rule 15¢3-3.

The management of the Company is responsible for establishing and maintaining an internal control
structure and the practice 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 preparation of
financial statements in conformity with generally accepted accounting principles. Rule 17a-5(g) lists
additional objectives of the practices and procedures listed in the preceding paragraph.

Stephen D. Price, C.P.A. Frank T. Crislip, Jr., C.P.A.
H. Lynn Gartrell, C.P.A. - Jason C. Lowe, C.P.A.

8465 KEYSTONE CROSSING, SUITE 195 « INDIANAPOLIS, INDIANA 46240
(317) 257-4100 » FAX (317) 205-7005 « EMAIL pgpc@on-net.net



Because of inherent limitations in internal control or the practices and procedures referred to above, error
or fraud may occur and not be detected. Also, projection of any evaluation of them to future periods is
subject to the risk that they may become inadequate because of changes in conditions or that the
effectiveness of their design and operation may deteriorate. Our consideration of the internal control would
not necessarily disclose all matters in the 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 fraid 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 the 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, 2004, to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, and the

SEC, and other regulatory agencies which rely on Rule 17a-5(g) under the Securities Exchange Act of 1934
in their regulation of registered brokers and dealers, and is not intended to be and should not be used by

anyone other than these specified parties.
C\) = 4 &JMLD& , ; .

PRICE & GARTRELL, P.C.
CERTIFIED PUBLIC ACCOUNTANTS

January 11, 2005
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