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Grant Thornton &

Accountants and Business Advisors

Report of Independent Certified Public Accountants

Board of Directors and Stockholders
Owens Securities Corporation

We have audited the accompanying balance sheets of Owens Securities Corporation, as of December 31,
2005 and 2004, and the related statements of operations, stockholders’ equity, and cash flows for the years
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 audits.

We conducted our audits in accordance |with auditing standards generally accepted in the United States of
America as established by the Auditing Standards Board of the American Institute of Certified Public
Accountants. ‘Those standards require that we plan and perform the audits to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes considerstion of
internal contfol over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s
internal control ovet financial reporting. | Accordingly, we express no such oplrnon An audit also includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used 2and significant estimates made by management, as well as evaluating

the overall financial statement presentau‘on We beheve that our audits provide a reasonable ba51s for our

_opinion.

B TN S

In our opinion, the financial statements referred to above present faitly, in all material respects; the financial
‘position of Owens Securities Cotrpotation, as of December 31, 2005 and 2004, and the results of its
operations and its cash flows for the ye‘ars then ended, in conforrmty with accounting principles generally
accepted in the United States of America.

Gleont 74&%&‘»7 LLr

San Francisco, California
February 10, 2006

One California Street

Suite 2300

San Francisco, CA 94111
T 415.986.3900

F 415986.3916

W www.granithornton.com

Grant Thornton LLP
US member of Grant Thornten International




Owens Securities Corporation

BALANCE SHEETS
December 31,
ASSETS
2005 2004
CURRENT ASSETS : :

Cash $ 13,062 $ 9,636
Interest receivable ‘ 29 4

Total current assets - 13,091 9,640

- OTHER INVESTMENTS 3,300 3,300

516391 8 12940

LIABILITIES AND STOCKHOLDERS" EQUITY

CURRENT LIABILITIES
Accounts payable $ 800 $ -

STOCKHOLDERS' EQUITY
Common stock, $1 par value; authorized

10,000,000 shares; iss‘ued and outstanding

15,000 shares - -~ - - 115,000:0::- .. ... 15,000
Additional paid-in capital : ‘ 93,900 - 73,900
Accumulated deficit (93,309) (75,960)

15,591 12,940

$ 16,391 § 12,940

The accompanying notes are an integral part|of these statements.
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Owens Securities Corporation

STATEMENTS OF OPERATIONS

Revenues

General and administrative expenses

Loss from operations

Other income

Interest and other income

Total other in

Loss before pt
income taxes

come

ovision for

Provision for income taxes

NET LOSS

The accompanying notes are an integral part of these statements.
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Years ended December 31,

2005 2004

$ - -
16,684 16,870
(16,684) (16,870)
135. 51

135 51
(16,549) (16,819)
(800) (800)

§ (17,349) (17,619)




Owens Securities Corporation
STATEMENTS OF STOCKHOLDERS' EQUITY

Years ended December 31, 2005 and 2004

Additional Total
Common Stock Paid-in Accumulated  Stockholders'

Shares Amount Capital Deficit Equity
Balances at January 1, 2004 15,000 $ 15,000 $ 63,100 % (58,341 % 19,759

Net loss . - - - (17,619) (17,619) "

Capital contributed from parent ‘ - - 10,800 - 10,800
Balances at December 31, 2004 15,000 15,000 73,900 (75,960) 12,940
Net loss - - - (17,349) (17,349)
Capital contributed from parent - - 20,000 - 20,000

—

Balances at December 31, 2005 5,000 $ 15,000 § 93,900 $ (93,309) $ 15,591

The accompanying notes are an integral part of these statements.
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STATEMENTS OF CASH FLOWS

- Years ended December 31,

Cash flows from operating acti
Net loss
Adjustments to reconcile net
operating activities:
Expenses paid by contrib

Owens Securities Corporation

vities:
loss to net cash used in

uted capital

Change in interest receivable

Change in accounts payable

Net cash flows used in operating activities

Cash flows provided by financi

ng activities:

" Additional paid-in capital contributed

Net cash flows provided by financing activities

INCREASE (DECREASE) IN CASH

Cash at beginning of year

Cash at end of year

Sﬁpplementary cash flows information:

Income taxes paid by parent

The accompanying notes are an integral part o

f these statements.
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2004

2005
(17,349)  § (17,619
; 800
@5 @

800 }
(16,574) (16,823)
20,000 10,000
20,000 10,000
3,426 (6,823)
9,636 16,459
13062 § 9,636
- 800




Owens Securities Corporation
NOTES TO FINANCIAL STATEMENTS

December 31, 2005 and 2004

NOTE A - ORGANIZATION

Owens Securities Corporation (the Company) was incorporated in September 1988 in the State of
California. The Company is a registered broker-dealer and is a2 wholly-owned subsidiary of Owens
Financial Group Inc. (the “Parent”). Its operations consist of effecting transactions of limited
partnership interests in Owens Mortgage Investment Fund. Dutring the years ended December 31, 2005
and 2004, no commission revenue was earned.

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

1. Basis of Accounting and Management Estimates

|
The Company uses the accrual method of accounting for financial reporting purposes.

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
lizbilities 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 penod Actual results could differ

from those estirnates.

2. Cash and Cash Equivalents

For purposes of the statements of cash flows, cash and cash equivalents includes interest-bearing bank
“deposits and short-term investments with original maturities of three months or less.

3. Income Taxes

The Company has elected S cbrporatiori status for federal and state tax purposes. -For an S corporation,
federal and state taxes on income |are taxed to the individual stockholders. While the income is ot
subject to federal corporation income tax at the corporate level, it is subject to a 1.5% California

franchise tax.

The provision for income taxes fot the years ended December 31, 2005 and 2004 consists of minimum
© state franchise tax of $800. :

4. Other Investments

The Company’é othe:'mvestments‘ consist of an investment in NASDAQ Stock Matket, Inc. The
Company accounts for its investments at cost less any valuation allowance required for impairments in fair
value.




Owens Securities Corporation
NOTES TO FINANCIAL STATEMENTS

December 31, 2005 and 2004

NOTE C - NET CAPITAL REQUIREMENTS

" The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule 15¢3-1,
which requires (1) the majntenance‘ of minimum net capital, as defined, of $5,000 or 6 2/3% of the
aggregate indebtedness, as deﬁned which ever is greater; and (2) a2 maximum ratio of aggregate

. indebtedness to net capital, as deﬁned, not to exceed 15 to 1. At December 31, 2005, the Company had

i net capital of $12,291, which was $7 291 in excess of its required net capital, and a ratio of aggregate

" indebtedness to net capital of .05 to 1.00. At December 31, 2004, the Company had net capital of
$9,640, which was $4,640 in excess|of its required net capital, and a ratio of aggregate indebtedness to
net capital of .00 to 1.00.
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‘Independent Auditors’ Report on Supplementary Information

Required by Rule 17AL5 of the Securities and Exchange Commission

Board of Directors and Stockholdets
Owens Securities Corporation

We have audited the accompanying financial statements of Owens Securities Corporation for the years ended
December 31, 2005 and 2004, and have issued our report thereon dated February 10, 2005. Our audit was
conducted for the purpose of forming|an opinion on the basic financial statements. The information
contained hereinafter is presented for purposes of additional analysts 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 audit of the
financial statements and, in our opinion‘, is faitly stated in all matetial respects in relation to the financial

statements taken as a whole.

6"""’% 746.“,;3,, LAI'J‘

San Francisco, California

February 10, 2006
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Owens Securities Corporation

COMPUTATION OF NET CAPITAL UNDER
RULE 15¢3-1 OF THE SECURITIES AND EXCHANGE COMMISSION

Years ended December 31,

2005 2004
Net capital ’
Total stockholders' equity | $ 15,591 $ 12940
Deduct non-allowable assets: '
Other investments (3,300) (3,300)
Net capital $ 12291 $ 9,640
Computation of basic net capital requirement:
Minimum net capital required $ 5,000 $ 5,000
Excess net capital $ 7,291 $ 4,640
Ratio of aggregate indebtedness to capital .05 to 1.00 .00 to 1.00

Net capital: ‘ :
The net capital as teported in the accompanying financial
statements equals the net capital as reported in the
Company's unaudited filing of Part IIA of the FOCUS
reports as of December 31, 2005 and 2004

The accompanying notes are an integral part of this statement.
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IndependentiAnditors’ Report on Internal Controls

Required by the Securities and Exchange Commission Rule 17a-5

Board of Directors and Stockholders
Owens Secutities Corporation

In planmng and performing our audits \Of the financial statements of Owens Securities Corporation (the
Company) for the years ended Decembe‘r 31, 2005 and 2004, we considered its internal controls, including
costrol 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 controls.

Also, as required by rule 17a-5(g) (1) of the Secuntles Exchange Commission (“SEC”), we have made a study.
of the practices and procedures followed by the Company, including tests of cornpha.nce with 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 '(‘or ageregate debits) and net capital under Rule 17a-3(2)(11) and the
reserve required by Rule 15¢3-3(e). Because the Company does not catry security 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, yeriﬁcations, and compatisons, and the tecordation of
differences required by rule 17a-13.

(2) Complying with the requirements for prompt payrnent for securmes under Section 8 of Regulauon T of

© the Board of Govemors of the Federal Reserve System.

" (3) Obtaining and miaintaining physical p(‘:)SSCSSlOIl 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 internal controls and the

practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates and

judgments by management are required tci) assess the expected benefits and related costs of controls, and of

the practices and procedures referred to in the previous paragraph, and to assess whether those practices and
procedures can be expected to achieve tl‘1e SEC’s above-mentioned objectives. Two of the objectives of
internal controls 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 ate executed in accordance with management’s
authorzation and tecorded propetly to p}errm't the preparation of financial statements in accordance with
accounting principles genetally accepted in the United States of Ametica (US GAAP). Rule 17a-5(g) lists

additional objectives of the practices and procedures listed in the preceding paragraph.
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Because of inherent limitations in internal control or the practices and procedures referred to above, errors ot
frand may occur and not be detected. A‘lso, projection of any evaluation of them to future periods is subject

to the risk that they may become inade‘quate because of changes in conditions or that the effectiveness of

their design and operatlon may detcmo%ate Our consideration of internal controls would not necessarily
disclose all matters in internal controls 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 cont:rol 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 tlm‘ely petiod by employees in the normal course of petforming their

|
assigned functions. However, we noted no matters involving internal controls that we consider to be material

weaknesses as defined above.

We understand that practices and procedures that accomphsh the objectives refetred 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 materiz%l 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, 2005 and 2004‘, to meet the Commission’s objectives.
This report is intended solely for the mformanon and use of the Board of Directors, management, the SEC,
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 then' regulation of registered brokers and dealers, and is not intended
to be and should not be used by anyone other than these specified parties.

G,am?‘ 74&—%2577 LT

San Francisco, California
February 10, 2006
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