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INDEPENDENT AUDITOR'S REPORT

To the Board of Directors
Owens Securities Corporation

We have audited the accompanying balance sheet of Owens Securities Corporation, (the
"Company") as of December 31, 2010 and 2009, and the related statements of operations, changes in
stockholder's equity, and cash flows for the years then ended that the Company is 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 conducted our audit in accordance with auditing standards generally 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
consideration of internal control 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 over financial reporting. Accordingly, we express no
such opinion. 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 position of Owens Securities Corporation as of December 31, 2010 and 2009, 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 of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The schedule contained within the supplementary information 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 financial statements taken as a whole.
&7 . SeVL, e

February 10, 2011

Sacramento | San Francisco



Owens Securities Corporation
BALANCE SHEET

December 31, 2010 and 2009

ASSETS
2010 2009
CURRENT ASSETS
Cash $ 12,956 $ 12,789
Capitalized regulatory fees 4,104 4,031
Total cutrent assets 17,060 16,820
$ 17,060 $ 16,820
LIABILITIES AND STOCKHOLDER'S EQUITY
CURRENT LIABILITIES
Accounts payable $ 800 $ 800
STOCKHOLDER'S EQUITY
Common stock, $1 pat value; authorized
10,000,000 shares; issued and outstanding
15,000 shates 15,000 15,000
Additional paid-in capital 179,126 144,700
Accumulated deficit (177,866) (143,680)
Total Shareholdet's Equity 16,260 16,020
$ 17,060 $ 16,820

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



Owens Securities Corporation
STATEMENT OF OPERATIONS

for the Years ended December 31, 2010 and 2009

2010 2009
Revenues
Interest and other income $ 1 $ 6
Realized loss on securtities 0 (1,666)
Total Revenues 1 (1,660)
General and administrative expenses 33,387 22,139
Loss from operations (33,386) (23,799)
Loss before provision for

income taxes (33,386) (23,799)
Provision for income taxes (800) (800)
Net Loss $ (34,186) § (24,599

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



Balances at January 1, 2009
Net loss

Capital contributed from patent
Balances at December 31, 2009
Net loss

Capital contributed from parent

Balances at December 31, 2010

Owens Securities Corporation

STATEMENT OF STOCKHOLDER'S EQUITY

For the Years ended December 31, 2010 and 2009

Additional Total

Common Stock Paid-in Accumulated  Stockholder's
Shares Amount Capital Deficit Equity

15000 $ 15000 § 124700 §  (119,081) $ 20,619

- - - (24,599) (24,599)

- - 20,000 - 20,000

15,000 15,000 144,700 (143,680) 16,020

- - - (34,186) (34,186)

- - 34,426 - 34,426

15000 § 15000 § 179,026 § (177,866) _§ 16,260

The accompanying notes atre an integral
part of these financial statements.



Owens Securities Cotporation
STATEMENT OF CASH FLOWS

For the Years ended December 31, 2010 and 2009

2010 2009

Cash flows from operating activities:
Net loss $ (34,186 $ (24,599
Adjustments to reconcile net loss to net cash used in
opetating activities:

Change in other investment 0 7,413
Change in capitalized asset (73) (4,029)
Change in accounts payable - (10,000
Net cash flows used in operating activities (34,259) (31,215)
Cash flows provided by financing activities:

Additional paid-in capital contributed 34,426 20,000
Net cash flows provided by financing activities 34,426 20,000
INCREASE (DECREASE) IN CASH 167 (11,215)

Cash at beginning of year 12,789 24,004
Cash at end of year $ 12,956 $ 12,789

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



Owens Securities Corporation
NOTES TO FINANCIAL STATEMENTS

December 31, 2010 and 2009
ORGANIZATION

Owens Secutities Corporation (the “Company”) was incorporated in September 1988 in the State of
California. The Company is a registered broker-dealer and is a 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. During the years ended December 31, 2010
and 2009, no commission tevenue was earned.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting and Management Estimates

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

" The prepatation 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 duting the teporting period. Actual results could differ

from those estimates.

Change in Accounting Fstimate

In 2009, the Company revised its policy of accounting for regulatory fees paid to the Financial Industry
Regulatory Authority, which are paid in the current year for the subsequent fiscal year. Historically, the
Company had presented these as expenses on the income statement in the year paid. For 2009 and
subsequent years, however, the Company determined it more teasonable to capitalize these expenses and
amortize them quartetly over the year incurred.

The change in accounting estimate does not change the underlying economics of the Company’s business
or of these transactions. As a result of capitalizing these expenses in the year ended December 31, 2009,
the net loss of the Company was reduced by $4,031.

Cash and Cash Fquivalents
For purposes of the statements of cash flows, cash includes deposits held at financial institutions.

Income Taxes

The Company has elected S cotporation status for federal and state tax purposes. As an S Corporation,
substantially all income tax liability will flow through to the Company's shareholders with the exception of 2
1.5% franchise tax for state tax reporting purposes applicable to taxable income earned in California (the

Company's principal state of operation).

The Company accounts for income taxes under the asset and liability method, which requites the
recognition of deferred tax assets and liabilities for the expected future tax consequences of events that
have been included in the financial statements. Under this method, deferred tax assets and liabilities are
determined based on the differences between the financial statements and tax basis of assets and liabilities
using enacted tax rates in effect for the year in which the differences are expected to reverse. The effect of a
change in tax rates on deferred tax assets and liabilities is recognized in income in the period that includes

the enactment date.
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Owens Securities Corporation
NOTES TO FINANCIAL STATEMENTS
December 31, 2010 and 2009

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, CONTINUED

"The Company records net deferred tax assets to the extent it believes these assets will more likely than not
be realized. In making such determination, the Company considers all available positive and negative
evidence, including future reversals of existing taxable temporary differences, projected future taxable
income, tax planning strategies and recent financial operations. As of December 31, 2010 and 2009, the
gross deferred tax assets and gross deferred tax liabilities were not considered material and the net deferred
tax asset was zero. The provision for income taxes for the years ended December 31, 2010 and 2009

consists of minimum state franchise tax of $800.

The Company uses a comprehensive model for recognizing, measuring, presenting and disclosing in the
financial statements tax positions taken or expected to be taken on a tax return. A tax position is
recognized as a benefit only if it is “more likely than not” that the tax position would be sustained in a tax
examination being presumed to occur. The amount recognized is the largest amount of tax benefit that is
greater than 50% likely of being realized on examination. Fot tax positions not meeting the “more likely
than not” test, no tax benefit is recorded. In accordance with ASC 740-10, the Company has elected to
record interest accrued and penalties, if any, related to unrecognized tax benefits in other operating

expenses.

The total amount of untecognized tax benefits, including interest and penalties, at December 31, 2010 and
2009 is zero. The amount of tax benefits that would impact the effective rate, if recognized, is expected to
be zero. The Company does not anticipate any significant changes with respect to unrecognized tax benefits
within the next 12 months, As of December 31, 2010 the Company’s tax returns for 2006, 2007, 2008 and

2009 are subject to examination by the tax authorities.

Subsequent Events

Management reviewed all events occurring from December 31, 2010 through February 10, 2011, the
date financial statements were issued, and no subsequent events occurred requiring accrual or disclosure

in the Company’s financial statements.

COST SHARING AGREEMENT

As of January 1, 2008, the Company entered into a Cost Sharing Agreement with its parent, Owens
Financial Group, Inc. (“Owens”) whereby the Company will reimburse Owens $10,000 per year in
addition to any income tax liability incurred by Owens on behalf of the Company. As of December 1,
2010 this Cost Sharing Agreement was amended and entitled the Expense Sharing Agreement in order
to evidence compliance with the financial responsibility rules relating to cost-sharing, including the net
capital rule, and the reporting and record keeping requirements under SEC Rule 172-3 and 172-4 of the
Securities and Exchange Act of 1934, and rules promulgated thereunder, as further set forth in the
National Association of Securities Dealers Notice to Members 03-63 dated October 2003. For

December 2010, this amount is calculated as $260.

NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule 15¢3-1,
which requires (1) the maintenance of minimum net capital, as defined, of $5,000; and (2) a2 maximum
ratio of aggregate indebtedness to net capital, as defined, not to exceed 15 to 1. At December 31, 2010,
the Company had net capital of $12,156 which was $7,156 in excess of its requited net capital, and 2
ratio of aggregate indebtedness to net capital of 6.58%. At December 31, 2009, the Company had net
capital of $11,989, which was $6,989 in excess of its required net capital, and a ratio of aggregate

indebtedness to net capital of 6.67%.
7



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

December 31, 2010 and 2009

2010 2009
Net capital
Total stockholdet's equity $ 16,260 $ 16,020
less: Other deductions (4,104 (4,031)
Net capital $ 12,156 $ 11,989
Computation of basic net capital requirement:
Minimum net capital required $ 5,000 $ 5,000
Excess net capital $ 7,156 $ 6989
Ratio of aggregate indebtedness to capital 6.58% 6.67%

Reconciliation of net capital:

The net capital as reported 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, 2009 and 2010. As a result,
no reconciliation is required.
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INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL REQUIRED BY
SECURITIES AND EXCHANGE COMMISSION (SEC) RULE 17A-6

To the Board of Directors
Owens Securities Corporation

In planning and performing our audit of the financial statements of Owens Securities
Corporation (the "Company"), as of and for the year ended December 31, 2010, in accordance with
auditing standards generally accepted in the United States of America, we considered the Company's
internal control over financial reporting (interal control) as a basis for designing our auditing
procedures for the purpose of expressing our opinion on the financial statements, but not for the
purpose of expressing an opinion on the effectiveness of the Company's internal control. Accordingly,
we do not express an opinion on the effectiveness of the Company's 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 consideration
of control activities for safeguarding securities. This study included tests of compliance 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 aggregate debits) and net capital
under Rule 17a-3(a)(11) and the reserve required by Rule 15¢3-3(e).

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 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 the 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.

Because of inherent limitations in internal control and 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.

Sacramento | San Francisco



INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL REQUIRED BY
SECURITIES AND EXCHANGE COMMISSION (SEC) RULE 17A-5
(Continued)

A control deficiency exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct misstatements on a timely basis. A material weakness is a deficiency, or
combination of deficiencies, in internal control, such that there is a reasonable possibility that a
material misstatement of the entity's financial statements will not be prevented, or detected and
corrected on a timely basis.

Our consideration of internal control was for the limited purpose described in the first and
second paragraphs and would not necessarily identify all deficiencies in internal control that might be
material weaknesses. We did not identify any deficiencies in internal control and 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, as described in the second paragraph of this report, were
adequate at December 31, 2010, to meet the SEC's objectives.

This report is intended solely for the information and use of the Board of Directors,
management, the SEC, the Financial Industry Regulatory Authority, Inc. (FINRA), 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.
£.7. g.VL Y~

San Francisco, California
February 10, 2011




