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»
OATH OR AFFIRMATION

be

P

[, __ Stephen T. Stark, Jr .’ ‘ \ swear (or affirm) that, to the best of -
my knowledge and belief the accompanymg fmancral statement and supporting schedules pertaining to the firm of

Stark, Salter & Smith SR _ , as
of __December 31, 2005 : )20 . are true and correct. I further-swear (or affirm) that
neither the company nor any partner, proprletor, prmclpal officer or director has any proprietary interest in any account
c]assrf“ed solely as that of a customer except as follows ‘

Signature

Chief Financial Officer
Title )

@

Notary Public ; ' :

Thls report *k contams (check all appllcable boxes)
Kl (a) Facing Page. - :
&l (b) Statement.of Financial Condition. ;
&l (c) Statement of Income (Loss). » o
kg (d) Statement of Changes in Financial Condmon ’ ' ;
& (e Statement of Changes in Stockholders® Equity or Partners’ or Sole Proprretors Capital.
- &l (f) ‘Statement of Changes in Liabiities Subordmated to Claims of Credrtors
Kl (g) Computation of Net Capital. ,
- Bl (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3- 3.
& (i) . Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.
Bl (G A Reeoncrhatron including appropriate explanation of the Computation of Net Capital Under Rule 5c3 1and the
Computation for Determination of the Reserve Requirements Under Exhibit Av of Rule 15¢3-3. )
K] (k) A Reconciliation between the audited and unaudited Statements of Financial Condmon wrth respect to methods of
consolidation.
Kl (1) An Oathor Affirmation,
L3 (m) A copy of the SIPC Supplemental Report.
(n) A report describing any material inadequacies found to exist or found to have exrsted since the date of the previous audit.
x (o) Independent Auditors Report on Internal Control
** For condzttons ofconfdentzal treatment of cer tam portions of this filing, see section 240 17a-5(e)(3).
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R. D. Gourley & Co.
Cenrrvified Public AccounTtanTs :
501 S. First Ave. - Arcadia, CA 91006
Tel: (626) 445-9767 - Fax: (626) 445-2869
E-mail: rdgco@rdgourley.com
WebSite: rdgourley.com |

INDEPENDENT AUDITOR’S REPORT.

Board of Directors - '
I. E. INVESTMENTS, INC. ‘
dba STARK, SALTER & SMITH :

We have audited the accompanying statement of financial condition of I. E.
INVESTMENTS, INC., dba STARK, SALTER & SMITH, as of December 31, 2005=
and the related statements of income, changes in stockholder’s equity, changes in
liabilities subordinated to claims of general creditors, and cash flows for the year then
ended that you are filing pursuant to rule 17a-5 under the Securmes 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 conducted our audit in accordance with auditing standards gehera]ly 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 ba:sis, 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 statenients referred to above present fairly, in all material
respects, the financial position of I. E. INVESTMENTS, INC., dba STARK, SALTER
AND SMITH, as of December 31, 2005 and the resuits of operatlons and cash flows

for the year then ended in conformity with accountmg principles generally accepted in
the United States of Amerlca ;




I. E. INVESTMENTS, INC. (contfnued) ' ‘ Page 2

Our audit was conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The information contained in Schedule I, II, IIT and IV 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 audit of the basic financial statements and, in our opinion, is
fairly stated in all material respects in relation to the basic ﬁnan01a1 statements taken as
a whole.

| /W “« @
R. D. Gourley & Co. o
Arcadia, CA -

February 15, 2006



. I.E. INVESTMENTS, INC.
dba STARK, SALTER & SMITH

STATEMENT OF FINANCIAL CONDITION

 DECEMBER 31, 2005

ASSETS
Current Assets ’
‘Cash and Cash Equivalents (Notes 1 & 4) o $ 251,165
. Advances ‘ ¥ 4,849
P:epaid Taxes : B ‘ : : 3,206
‘*Total'Currént Assets ' ? ' 259,220~
Investments
- Marketable Securities {Note 5) o 10,554
_Furniture'and‘Eqﬁipmént, at Cost, _— ' 73,857
' ~Accumulated Depreciation ‘ N : (73,857)

- Furniture and»Equipment>(Nét)
"Other Assets |

Deposits ‘ - R o . 5,583

 Total Other Assets B 5,583
Total Assets L , e $ - - 275,357

' SEE ACCOMPANYING NOTES AND ACCOUNTANTS' REPORT

1



-I.E. INVESTMENTS, INC.
dba STARK, SALTER & SMITH

STATEMENT OF FINANCIAL CONDITION

 DECEMBER 31, 2005

EIABILITiES AND STOCKHOLDERS! EQUITY
Current Liabilities |
Accrued Expenses : ‘ . S

‘Clearing. Payable
Trade Date Advances SW

11

15

, 094
7,
;112

630

Total Current Liabilities

33

, 836

Total Liabilities . . %

33,

836

STOCKHOLDERS' EQUITY.

- Common Stock, $100 Stated Value

' 100, 000 Shares Authorized,
1,000 Shares Isgued and
.1,000 Shares Outstanding

Retained Earnings L R

100,

141,

000

521

241,

521

Total Stockholders' Equity o S

Total Liabilities and

275,

357

Stockholders' Equity ' o : s

'SEE ACCOMPANYING NOTES AND ACCOUNTANTS' REPORT



- :I.E. INVESTMENTS, INC.

dba STARK,

SALTER & SMITH

STATEMENT»OF‘INCOME‘AND"RETAINED EARNINGS
FOR THE YEAR ENDED DECEMBER 31, 2005

,

' SEE ACCOMPANYING NOTES AND

Revenues o
Comm1881ons ] 2,433,498
Interest Income 6,040
: 2,439,538
Operating Expenses
Officers! Compensatlon 1,070,000
Wages 610,500
‘Occupancy and Equlpment 195,615
' Clearlng 97,572
Travel, Entertalnment, 39,602
Communications 45,993
Insurance 101,203
- Payroll Tax , 66,947
‘Legal & Accountlng 23,897 .
Office Supplies ‘ - 38,904
-Automobile Leases ’ 32,670
Dues and Subscrlptlons 2,647
. Business Promotion 92,594
NASD/SIPC Dues 4,278
. Contributions 5,756 -
401(k) Employer 5,092
Other Expenses 560
Total Operating Expenses ’2 433 830
. Income from Operations ‘ 5,708
Unreallzed Loss - Marketable Securltles - N 7,494
Income before Income Tax 13,202
"Prov181on for Income: Tax (Note 6) 12,128
Net Income $ 1,074
' Retalned Earnings at’ :
' ‘The Beginning of the Year 140,447
'~ Retained Earnlngs at :
' The End of the Year s 141,521

ACCOUNTANTS' REPORT



s

I.E. INVESTMENTS, INC.

dba STARK, SALTER & SMITH

CASH FLOW STATEMENT

FOR THE YEAR ENDED DECEMBER 31,

Cash flows from operating activities:

. Cash Received from Brokers
Interest and Dividends Received
Cash Paid to Suppllers and. Employees
Contributions Paid
Income Taxes .Paid

Net_dash provided (used) by operating activities

Cash flows from'invéSting'activities:
Net cash provided (used) by investing activities

Cash flows from financing activities:

“Net cash~pfovided (used) by financing activities

.Net'increase (decreaSe) in’ cash and equlvalents_
‘Cash and equlvalents, beglnnlng of year

_Cash‘and cash equivalents, end of year

1

- SEE ACQOMPANYING NOTES AND ACCOUNTANTS'

2005

REPORT

$ 2,433,498

6,040
(2,430,718)
(5,756)

720

3,784

3,784

247,381

S

251,165




I.E. INVESTMENTS, INC.
"dba STARK, SALTER & SMITH
CASH FLOW STATEMENT
FOR THE YEAR ENDED DECEMBER 31, 2005

'Reconc111atlon of net income. to net cash ‘
‘provided by operatlng act1v1t1es. ’ ;

Net Income

Adjustments to reconcile net income to net cash
- provided by operating activities:

Unrealized Gain Marketab;e Securities

(Increase) decrease in Prepaid Expenses
(Increase) decrease in Other Assets
Increase  (decrease) in Accrued Liabilities
Increase (decrease) in Deferred Taxes -

L

‘Total adjustmehts

-Net'cash provided by / (ﬁSed) in operating activities

SEE ACCOMPANYING NOTES AND ACCOUNTANTS' REPORT

1,074

(7,494)

10,754
(2,156)
(488)
2,094

..2,710

3,784




I.E. INVESTMENTS, INC.

dba STARK, SALTER & SMITH

STATEMENT OF CHANGE IN STOCKHOLDERS' EQUITY

DECEMBER 31, 2005

,Paid in Capital

Common Stock

Retained Earnings At
Beginning of the Year

- Add:

‘Net Income

‘Retained Earnings at
End of Year

Total Stockholders' Equity

SEE ACCOMPANYING NOTES AND ACCOUNTANTS' REPORT

140,447

1,074

$ 100,000
141,521
$ 241,521




I.E. INVESTMENTS, INC.
dba STARK, SALTER & SMITH

STATEMENT OF CHANGES IN LIABILITIES
SUBORDINATED TO CLAIMS OF CREDITORS
DECEMBER 31, 2005

‘Subordinated Borrowings

Current “Year Borrowings

Subordlnated Borrow1ngs
. At the End of the - Year

' SEE ACCOMPANYING NOTES AND ACCOUNTANTS'

R

-0-

-0-

i -0-
REPORT



I. E. INVESTMENTS, INC. .
dba STARK, SALTER & SMITH
NOTES TO FINANCIAL STATEMENTS
December 31, 2005
(See Accountant’s Report)

NOTE 1- SUMMARY OF ACCOUNTING POLICIES.

The Company, located in Agoura, California, is a brokers’ broker registered
with the Securities and Exchange Commission (SEC) and the National Association of
Securities Dealers (NASD). The Company acts as an agent for principals in the buying
and selling of municipal bonds. ’

Transactions are recorded on a settlement date basis, generally the third business
day following the transaction’s trade date. The Company utilizes a continuous net
settlement process through its clearing agent, Southwest Securities, Inc., a subsidiary of
SWS Group, Inc. o v

" Expenditures for equipment and. furniture and for renewals and betterments
which extend the originally estimated economic life of assets are capitalized.
Depreciation is provided on a straight-line basis using estimated lives of five to
ten years. Depreciation for federal income tax purposes is prov1ded using the modified
accelerated depreciation system. : :

The Company is a C Corporation for federal income and state of California
franchise tax purposes. The amount of current and deferred taxes payable or
refundable is recognized as of the date of the financial statements, utilizing the currently
enacted tax laws and rates.

For the purposes of the Statement of Cash Flows, the Company has defined cash
equivalents as highly liquid investments, with original maturity of less than six months
that are not held for sale in the ordinary course of business.

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 disclosure. Accordlngly, actual results could differ
from those estimates.




I. E. INVESTMENTS, INC.
: dba STARK, SALTER & SMITH |
NOTES TO FINANCIAL STATEMENTS (contmued)
: December 31, 2005
(See Accountant’s Report)

NOTE 2 - BROKER RECEIVABLES AND PAYABLES

The Company arranges simultaneous purchases and sales of municipal securities
on behalf of its clients. Therefore, each broker receivable for an uncompleted transaction
is principally offset by a broker payable for the same transaction. Under the continuous
net settlement method all transactions net immediately.

NOTE 3 - NET CAPITAL REQUIREMENTS

; The Company is subject to the Securities and Exchange Commission’s (SEC)

Uniform Net Capital Rule pursuant to Rule 15¢3-1(a) (2): wherein the Company is not to
permit its aggregate indebtedness to all other persons to exceed eight hundred (800)
percent of its net capital and shall maintain a minimum net capital requirement of not less
than $150,000. Also in accordance with SEC Rule 17a-11, the firta must maintain one
hundred twenty (120) percent of its minimum net capital. Net capital at December 31,
2005 was $226,300. ‘This exceeded minimum net capital requirements by $76,300.

NOTE 4 - CASH AND CASH EQUIVALENTS

The cash balance as ofDecember 31, 2005 is $251, 165 ofwhlch $190,035 is held
in a money market account with Wachovia Secuntles

NOTE 5 - INVESTMENTS

The Company holds three hundred shares of the Natlonal Assoc1at10n of Security
Dealers available for sale, which are recorded at fair market value: A haircut of fifteen
percent has been taken for the' computation of minimum net capital.

NOTE 6 - INCOME TAXES

The total provision for i 1ncome taxes in the amount of $12,128 is comprised of
$6,430 current federal income tax, $3 604 state franchise tax and:$2,094 deferred tax.



I. E. INVESTMENTS, INC.
Dba STARK, SALTER & SMITH
NOTES TO FINANCIAL STATEMENTS (Contmued)
December 31, 2005 '
(See Accountant’s Report)

NOTE 7 - COMMITMENTS

The Company is obligated under the terms of three non-caricelable operating
leases. The monthly lease payments are $1,214.37, $520.61 and $1,035.10 with
termination dates of August 2007, June 2008 and April 2006, respectively. The
Company is obligated under a sixty-month lease agreement started September 1, 2003
for its office space. The lease provides for rental escalations of 3% each lease
anniversary date. The current monthly rental is $6,152. The aggregate of these financial-
commitments over the next five-year is presented.

12006 $98,783

2007 89,786
2008 52,340
2009 -0-

2010 - -0-
NOTE 8 - EMPLOYEE SAVINGS PLAN

The Company adopted a 401(k) employee savings plan effective January 1, 1999.
The Company amended this plan effectlve January 1, 2003. The plan now contains
provision for Company profit sharmg contributions. An employer contribution of $5,092
was made for the year ended December 31, 2005 to satisfy HCE tests. The Company did
not make any matching contributions during the plan year ended December 31, 2005.

o
i



I.E. INVESTMENTS, INC.
dba STARK, SALTER & SMITH
‘ SCHEDULE I '

UNDER RULE 15c3-1 OF THE

SECURITIES AND EXCHANGE COMMISSION
DECEMBER 31, 2005 .

Capital

Total Stockholders' Equity § 241,521
Add:
Total Capital o | | .. % 241,521
Less:
Non-Allowable Assets - 13,638
ﬂ 13,638
Net Capital Before Haircuts ' o _ - 227,883
Halrcuts on Securities |
Stocks and Warrants K , 1,583
‘Net Capital o o ) s 226,300
‘Minimum‘Dollar Net Capital . 3 _ 150,000
Excess Net Capital . : | S $ 76,300

SEE ACCOMPANYING NOTES AND ACCOUNTANTS' REPORT
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1.E. INVESTMENTS, INC.
dba STARK, SALTER & SMITH
’ SCHEDULE II
RECONCILIATION OF COMPANY'S
COMPUTATION OF NET CAPITAL AND
AUDITED FINANCIAL STATEMENTS -
DECEMBER 31, 2005

Total Ownership Equity

Qualifiéd for Net Capital,'
‘As'Reported in Company
part II (Unaudited) FOCUS Report

Quélified Net CapitalyPer
Audit Report o

"Difference—ROunding

g'SEE'ACCOMPANYING NOTES AND ACCbUNTANTS'

§ 226,298

226,300

REPORT




1.E. INVESTMENTS, INC.
dba STARK, SALTER & SMITH
S SCHEDULE III » .
COMPUTATION FOR DETERMINATION OF RESERVE
REQUIREMENT PURSUANT TO RULE 15¢3-3

' DECEMBER 31, 2005

Credits
Debits

Total Réquirement

Amdunt on Depgsit in Reserve
Reserve Requirement Per Unaudited Report

:Difféfence Unaudited versus Audited Report

SEE ACCOMPANYING NOTES AND ACCOUNTANTS' REPORT



1.g. INVESTMENTS, INC. .
' dba STARK, SALTER & SMITH
‘ o ‘ .. ¢ SQCHEDULE IV j
' INFORMATION RELATING TO THE POSSESSION. AND
o REQUIREMENTS UNDER RULE 15c¢3-3

DECEMBER 31, 2005

. Customer's fully‘paid”seCurities and excess margin
gecurities not in the\firm'sfpogsession or control
(for which instructions to reduce.to possession or

CONTROL

NUMBER

OF ITEMS AMO

control had been igsued as of December 31, 2004 but for

which for required action was not taken by the firm
within the time frame specified»under Rule 15c¢3-3)

Customer's‘fully paid securities and excess margin
gecurities for which instructions to reduce possession
or control had not been igsued as of December 31, 2004
excluding items arising from " temporary lags, which
resillt from normal busineSS;operations" as permitted
under Rule 15¢3-3

' gEE ACCOMPANYING NOTES AND ACCOUNTANTS'

I

REPORT

$ -0-

5 -0-

UNT




[:' - R. D. Gourley&Co.

Cerrified Public ACCOUNTANTS *

q \' S 501 S. First Ave. - Arcadia, CA 91006,

Tel: (626)445-9767 - Fax: (626) 445-2869
E-mail: rdgco@rdgourley.com
WebSite: rdgourley.com

- BOARD OF DIRECTORS

I. E. INVESTMENTS, INC. |
dba STARK, SALTER & SMITH

In planning and performing our audit of the financial statements and supplemental
schedules of 1. E. INVESTMENTS, INC., dba STARK, SALTER AND SMITH for

-~ the year ended December 31, 2005 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 prov1de
assurance on the 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 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 aggregate debits) and net capital under rule 17a-3(a)(11) and
for determining compliance with the exemptive provision 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 and recordation of differences required by rule 17a-13.
2. Complying with the requirements for promipt payment for securities

‘under Section 8 of Federal Reserve Regulation T of the Board of
- Governors of the Federal Reserve System |
3. Obtaining and maintaining physical possession or control of all fully paid
and excess margin securities of customer as required by Rule 15¢3-3.

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 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
objective. Two of the objectives of an 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




I. E. INVESTMENTS, INC. (Continued) ~ Page2

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 objectlves of the practlces and procedures hsted in.the preceding
paragraph. :

Because of inherent limitations in any internal control structure 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 operatlon may deteriorate.

Our consideration of the 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 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 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 ObJGCtIVCS 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 objective 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, except for those stated in the preceding paragraph, were adequate at
December 31, 2005 to meet the SEC’s objectives. :

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

R. D. Gourley & Co. | "
Arcadia, California

February 15, 2006




