I | | v
) |

L NP o P

110218 Washington, D.C. 20549 Expires:  February 28,2010

S N Estimated average burden
‘9‘5)@ T, ‘ UAL AUDITED REPORT hours per response.. . ... 12.00
" FORM X-17A-5 SEC FILE NUMBER
/ PART Il .
/ 33746
FACING PAGE
Informatiof i7ed of Brokers and Dealers Pursuant to Section 17 of the

e’ Exchange Act of 1934 and Rule 17a-5 Thereunder

REPORT FOR THE PERIOD BEGINNING__4/1/2010 AND ENDING_3/31/2011
MM/DD/YY MM/DD/YY

A. REGISTRANT IDENTIFICATION

NA(;\;I)E OF BI;(:\KER—DEALER: E. BARNES & COMPANY OFFICIAL USE ONLY
a: CIFI
ADDRESS O PRINCISALPLACE OF BUSINESsY Thobbrirte £8FBox No.) FIRM 1.D. NO.

311 Avenue R Suite G

(No. and Street)

Lake ﬂqtﬂngn Oregen AEA S
(City) Lt (Stateh Vo2 (Zip Code)
NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS_REPORT
—Edward B.-Haessler _ 503/699-0618

(Area Code - 'Felcphone Number)

B. ACCOUNTANT IDENTIFICATION -

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*

Duane Liebswager, C.P.A., PC
(Name — if individual, state last, first, middle name)

15405 SW 116th Avenue - Suite 105 King City, Oregon 97224
(Address) City) (State) (Zip Code)
CHECK ONE:

[ Certified Public Accountant
[0 Public Accountant

0 Accountant not resident in United States or any of its possessions.

FOR OFFICIAL USE ONLY

*Claims for exemption from the requirement that the annual report be covered by the opinion of an independent public accountant
must be supported by a statement of facts and circumstances relied on as the basis for the exemption. See Section 240.17a-5(¢)(2)

Potential persons who are to respond to the collection of
Information contained in this form are not required to respond
SEC 1410 (06-02) unless the form displays a currently valld OMB control number.



OATH OR AFFIRMATION

I, Edward B. Haessler , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

: i £ iti , as
of _March 31 , 20 _1_& , are true and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

President
g Title
Otary Public OFFICIAL SEAL
MILDRED M DONAHUE
This report ** contains (check all appllcable boxes): NOTARY PUBLIC-OREGON
(a) Fac“lg Page COMMISSION NO. 4582%5
(b) Statement of Financial Condition. MY COMMISSION EXPIRES JUNE 14, 2015

Gd (c) Statement of Income (Loss).
(d) Statement of Changes in Financial Condition. :
(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.
(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
& (g) Computation of Net Capital.
O ) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
I (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.
Bd () AReconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.
[0 (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.
&
&

(1) An Oath or Affirmation,
(m) A copy of the SIPC Supplemental Report.
(n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

(o) Report of independent certified public accountant nt 1
** For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5 (e) (3interna

accounting control

* s
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Duane Liebswager, CPA P.C.
Certified Public Accountant

15405 SW 116th Bvenue, Suite 105
‘King City, OR 97224

Duane G. Lieﬁswager

REPORT OF INDEPENDENT AUDITORS

To the Board of Directors
E. Barnes & Company
dba Pacific Investment Securities Corp.

We have audited the accompanying statements of financial condition of E. Barnes & Company dba
Pacific Investment Securities Corp. as of March 31, 2011 and 2010, and the related statements of
income, changes in stockholder’s equity, and cash flows for the years then ended. 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 audits 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 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 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 E. Barnes & Company dba Pacific Investment Securities Corp. as of March 31,
2011 and 2010, and 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.

%/W fz—eﬂwaj«w hh P.C

Duane Liebswager, C.P.A., PC
Certified Public Accountant

April 28,2011

Phone 503/624-0940 ~ FAX 503/684-8104 ~ Oregon Watts 1/800/338-7975



E. BARNES & COMPANY
dba PACIFIC INVESTMENT SECURITIES CORP.
STATEMENTS OF FINANCIAL CONDITION

ASSETS
CURRENT ASSETS
Cash

Accounts receivable

Total current assets

EQUIPMENT - net of accumulated depreciation
of $7,747 and $7,747 respectively

Total Assets

LIABILITIES AND STOCKHOLDER’S EQUITY
CURRENT LIABILITIES
Accounts payable
Accrued taxes payable
Total current liabilities
STOCKHOLDER’S EQUITY
Common stock; $.01 par value:

250,000 shares authorized, 75 shares issued and outstanding

Preferred stock; $.10 par value:
25,000 shares authorized, 0 shares issued and outstanding

Additional paid in capital
Retained earnings
Total stockholder’s equity
Total Liabilities and Stockholder’s Equity

See accompanying notes and accountants’ audit report.
3

AS OF MARCH 31,
2011 2010
$18,757 $17,517

6.662 19.225
25,419 36,742
0 0
$25,419 $36,742
$ 4,167 $15,193
20 428
4,187 15,621

1 1

0 0

7,499 7,499
13,732 13.621
21,232 21,121
$25.419 $36.742



E. BARNES & COMPANY
dba PACIFIC INVESTMENT SECURITIES CORP.

STATEMENTS OF INCOME
FOR THE YEARS ENDED
MARCH 31,
011 2010
REVENUE
Commissions earned and trading profit $146,744 $135,471
Interest 17 35
Total revenue 146,761 135,506
OPERATING EXPENSES
_ Commissions expense 30,852 28,166
?'_E Officers salary 40,000 19,100
Rent and parking 25,683 28,958
: Quotation Service 2,438 3,242
Regulatory fees 2,599 3,743
Taxes and licenses 3,067 1,533
Office supplies, printing and postage 12,652 13,131
Telephone 5,229 5,668
Professional services 8,142 8,995
Insurance 13,457 15,545
1 Advertising and promotion 2,361 4355
‘, Total operating expenses 146.480 132,436
Income, (Loss) from operations 281 3,070
Income tax expense 170 587
Net income §_ 111 $_ 2492

See accompanying notes and accountants’ audit report.
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E. BARNES & COMPANY

dba PACIFIC INVESTMENT SECURITIES CORP.
STATEMENTS OF CHANGES IN STOCKHOLDER’S EQUITY
For the Years Ended March 31, 2011 and 2010

Additional Total
Common PaidIn Retained Stockholder’s
Stock Capital Earnings Equity
Balances at March 31, 2009 $ 1 $ 7499 $11,129 $18,629
Net income (loss) year ended
March 31, 2010 2.492 2.492
Balances at March 31, 2010 1 7,499 13,621 21,121
Net income (loss) year ended
March 31, 2011 111 111
Balances at March 31, 2011 $_ 1 $.7499 $13,732  $21.232

See accompanying notes and accountants’ audit report.
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E. BARNES & COMPANY

dba PACIFIC INVESTMENT SECURITIES CORP.

STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED
MARCH 31,
2011 2010

Increase (Decrease) in Cash and Cash Equivalents
Cash Flows From Operating Activities:
Commissions received $159,324 $118,687
Interest income 17 35
Income taxes paid ( 578) ( 150)
Cash paid to suppliers and employees (157.523) (118.402)
Net cash provided by operating activities 1,240 170
Net increase, (decrease) in cash and cash

equivalents 1,240 170
Cash and cash equivalents at beginning

of year 17.517 17.347
Cash and cash equivalents at end of year $_18.757 $_17.517

Reconciliation of net income to net cash provided by operating activities:

Net income $§ 111 $ 2,492
Adjustments to reconcile net loss to net cash
provided by operating activities:
(Increase) Decrease in accounts receivable 12,563 ( 16,784)
(Increase Decrease in tax refunds 0 190
Increase (Decrease) in accounts payable
and accruals (_11.434) 14,272
Total adjustments 1,129 (__2322)
Net cash provided by operating activities $_1.240 $ 170

DISCLOSURE OF ACCOUNTING POLICY:

For purposes of reporting cash flows, cash and cash equivalents include cash on hand and in banks.

See accompanying notes and accountants’ audit report.
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E. BARNES & COMPANY

dba PACIFIC INVESTMENT SECURITIES CORP.
NOTES TO FINANCIAL STATEMENTS

March 31,2011 and 2010

1. THE COMPANY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

E. Barnes & Company, an Oregon securities brokerage firm with offices in Lake Oswego, Oregon, was
incorporated on February 15, 1985.

The Company records securities transactions and related commission revenue and expense on a
settlement date basis through an “introduced” customer transaction relationship with a brokerage firm.
The Company is exempt from the reserve requirements under SEC Rule 15C3-3(K)2B, since it does not
handle or carry customer securities and cash.

A summary of the Company’s significant accounting policies consistently applied in the preparation of
the accompanying financial statements follows:

A. Revenue Recognition

Security transactions and related revenue are recorded on a settlement date basis as there is not a
material difference between the trade date.

Revenue in these financial statements is recorded net of clearing charges.
B. Receivables

Receivables consist of commissions receivable from broker or dealers which is considered fully
collectible.

C. Securities

Marketable securities are valued at market value and the resulting difference between cost and market is
included in income.

D. Equipment

Equipment is stated at cost. Depreciation is computed using the straight-line method over 5 years for
financial reporting purposes. For income tax purposes, depreciation is computed under the modified
accelerated cost recovery system.



E. BARNES & COMPANY

dba PACIFIC INVESTMENT SECURITIES CORP.
NOTES TO FINANCIAL STATEMENTS

March 31,2011 and 2010

1. THE COMPANY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

F. Use of Estimates

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.

2. NET CAPITAL

Pursuant to Rule 15C 3-1 of the Securities and Exchange Act of 1934, the Company is required to
maintain a ratio of aggregate indebtedness to net capital, as defined, not to exceed 15 to 1. At March 31,
2011 and 2010, the Company had net capital and net capital requirements of $21,232 and $5,000,
$21,121 and $5,000 respectively. The Company’s net capital ratio was .19 to 1 and .74 to 1, respectively
for those fiscal years.

3. RENT

The Company operates its office on a month to month basis with an annual agreed lease amount. Total
rent paid for the years ended March 31, 2011 and 2010, was $25,683 and $28,958 respectively.

4. INCOME TAXES
The Company at March 31, 2011 has a state tax loss carryforward of $8,626 starting to expire in fiscal
year 2015. The deferred tax benefit from these carryforwards has not been recognized as an asset in

these financial statements.

The provision for income taxes consist of the following:

2011 2010
Current taxes:
Federal $ 20 $428
State 150 150
$170 $578



E. BARNES & COMPANY

dba PACIFIC INVESTMENT SECURITIES CORP.
NOTES TO FINANCIAL STATEMENTS

March 31,2011 and 2010

5. ADVERTISING COSTS

The Company expenses its advertising costs as incurred in accordance with SOP 93-7. Advertising
costs expensed for the years ended March 31, 2011 and 2010, was $2,361 and $4,355 respectively.

6. COMMITMENTS AND CONTINGENT LIABILITIES

The Company does not have any commitments or contingent liabilities other than those stated in these
financial statements.




Duane Liebswager, CPA P.C.
Certified Public Accountant

15405 SW 116th Avenue, Suite 105
King City, OR 97224

Duane G. Liebswager

Report of Independent Auditors
on Supplemental Information Required by SEC Rule 17a-5

Board of Directors
E. Barnes & Company
dba Pacific Investment Securities Corp.

Our audit of the basic financial statements presented in the preceding section of this report was made for
the purpose of forming an opinion on such financial statements taken as a whole. The information
contained in Schedules 1 and 2 on the following pages is presented for purposes of additional analysis
and is not a required part of the basic financial statements, and is supplement information required by
Rule 17a-5 of the Securities and Exchange Commission. Such information has been subjected to the
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.

C%/&Mbv?— wa"F‘W?‘&‘-) clh P.C.

Duane Liebswager, C.P.A., PC
Certified Public Accountant

April 28,2011
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E. BARNES & COMPANY

dba PACIFIC INVESTMENT SECURITIES CORP.

SCHEDULE 1

FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT — PART IIA
FORM X-17A-5 THE UNITED STATES SECURITIES AND EXCHANGE COMMISSION

COMPUTATION OF NET CAPITAL
For Years Ended March 31, 2011 and 2010

Stockholders’ equity from statement of financial condition

Deductions and/or charges
Non-allowable assets:
Tax refund

Net Capital

Computation of net capital requirement
Minimum net capital required

Minimum dollar net capital requirement

Excess net capital

Excess net capital at 1000%

Aggregate Indebtedness

Items included from statement of financial condition:
Accounts payable and accrued liabilities

Total aggregate indebtedness

Ratio: Aggregate indebtedness to net capital
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E. BARNES & COMPANY
dba PACIFIC INVESTMENT SECURITIES CORP.
SCHEDULE 2

FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT — PART IIA
FORM X-171-5 THE UNITED STATES SECURITIES AND EXCHANGE COMMISSION

RECONCILIATION OF COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1
For Years Ended March 31, 2011 and 2010

2011 2010

NET CAPITAL
Net capital as of March 31, per unaudited

report filed by respondent $21,252 $21,549
Adjustments:

Tax accrual (20 (__428)
Net capital at March 31, as adjusted $21,232 $21.121
AGGREGATE INDEBTEDNESS
Total aggregate indebtedness as of March 31,

per unaudited report filed by respondent $ 4,167 $15,194
Additional liabilities 20 428
Rounding 0 ( 1)
Total aggregate indebtedness as of March 31,

as adjusted $_4,187 $15,621

13



Duane Liebswager, CPA P.C.
Certified Public Accountant

15405 SW 116th Avenue, Suite 105
‘King City, OR 97224

Duane G. Liebswager

Independent Accountants’ Report on Applying Agreed-Upon Procedures Related to an Entity’s
SIPC Assessment Reconciliation

To the Board of Directors of Pacific Investment Securities Corp
311 B Avenue, Suite G
Lake Oswego, Oregon 97034

In accordance with Rule 17a-5 (e)(4) under the Securities Exchange Act of 1934, we have performed the
procedures enumerated below with respect to the accompanying Schedule of Assessment and Payments
[Assessment Reconciliation (Form SIPC-7)] to the Securities Investor Protection Corporation (SIPC) for
the Year Ended March 31, 2011, which were agreed to by Pacific Investment Securities Corp and the
Securities and Exchange Commission, Financial Industry Regulatory Authority, Inc., SIPC solely to
assist you and the other specified parties in evaluating Pacific Investment Securities Corp’s compliance
with the applicable instructions of the Assessment Reconciliation (Form SIPC-7). Pacific Investment
Securities Corp’s management is responsible for the Pacific Investments Securities Corp’s Compliance
with those requirements. This agreed-upon procedures engagement was conducted in accordance with
attestation standards established by the American Institute of Certified Public Accountants. The
sufficiency of these procedures is solely the responsibility of those parties specified in this report.
Consequently, we make no representation regarding the sufficiency of the procedures described below
either for the purpose for which this report has been requested or for any other purpose. The procedures
we performed and our findings are as follows:

1. Compared the listed assessment payments in Form SIPC-7 with respective cash disbursement records
entries noting no differences;

2. Compared the amounts reported on the audited form X-17A-5 for the year ended March 31, 2011, as
applicable, with the amounts reported in Form SIPC-7 for the year ended March 31, 2011,

3. Compared any adjustments reported in Form SIPC-7 with supporting schedules and working papers

noting no differences;

14

Phone 503/624-0940 ~ FAX 503/684-8104 ~ Oregon Watts 1/800/338-7975



4. Proved the arithmetical accuracy of the calculations reflected in Forms SIPC-7 and in the related
schedules and working papers supporting the adjustments noting no differences; and

5. Compared the amount of any overpayment applied to the current assessment with the Form SIPC-7
on which it was originally computed noting no difference.

We were not engaged to, and did not conduct an examination, the objective of which would be the
expression of an opinion on compliance. Accordingly, we no not express such an opinion. Had we
performed additional procedures, other matters might have come to our attention that would have been
reported to you.

This report is intended solely for the information and use of the specified parties listed above and is not
intended to be and should not be used by anyone other than these specified parties.

e fJZWﬂw ¢t b C

Duane Liebswager, C.P.A., PC
Certified Public Accountant

April 28, 2011
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SECURITIES INVESTOR PROTECTION CORPORATION
P.0O. Box 92185 ;A(l)z:l?sg%gt&ndoD.C. 20090-2185

General Assessment Reconciliation

For the fiscal year ended MARCH 31 , 20 11
(Read carefully the instructions in your Working Copy before completing this Form)

SIPC-7

(33-REV 7/10)

SIPC-7

(33-REV 7/10)

TO BE FILED BY ALL SIPC MEMBERS WITH FISCAL YEAR ENDINGS

1. Name oﬁ Member, address, Designated Examining Authority, 1934 Act registrati‘on no. and month in which fiscal year ends for
purposes of the audit requirement of SEC Rule 17a-5;
| e

I .! : l Note: If any of the information shown on the mailing label
: 033746 FINRA MAR requires correction, please e-mail any corrections to
EBARNES& CO form@sipc.org and so indicate on the form filed.
ID/B/A PACIFIC INVESTMENT SECS CORP _ : :
311 AVENUE B :
'SUITE G : Name and telephone number of person to contact
LAKE OSWEGO OR 97034 respecting this form.

— . |

.:Getftl,‘eral,_A_s,sessment (item 2e from page 2) $ 354

( 182

:* Less payment made with SIPC-6 filed (gxolude interest)
'0CT. 19, 2010

} Date Paid - A ‘
. Les|§ prior overpayment applied _ ( )

172

. Asséssment balance due or (overpayment)

. »Inte}est computed on late payment (see instruction E) for_ _days at 20% per annum

. Totél_ assessment balance and interest due (or overbayment carried forward) $ 172
. PAID WITH THIS FORM:

Check enclosed, payable to SIPC , 172

Total (must be same as F above) $

. Ove?rpayment carried forward $( )
3. SUbsidiafries (S) and predecessors (P) included in this form (give name and 1934 Act registration number):

1
I

7

"'Th‘e‘“S’?PC‘n‘ﬁé‘mber submitting this form and the =~ - " E BARNES & COMPAQNY “dba’

person by whom it is execuled represent thereby STMENT CUR
that all information contained herein is true, correct PACIFIC INVE ITIES CORP.,

and compiéte. / 8 1ship or ether organization)

; e
Dated the i 2L gay of APRIL 20 11 PRESIDENT

3 Dates! -

E Postmarked Received Reviewed -

o Calculations _____ Documentation ___ Forward Capy
Coexm i
~ &> Exceptions:

S

“? Disposifion of exceptions



DETERMINATION OF “StpPC NET OPERATING REVENUES”
AND GENERAL ASSESSMENT

~

Amounts for the fiscal period
beginning 04/01 , 2010
and ending_03/31 ' "5pI1

‘ Eliminate cents
-7 ltem No.

' 2a. Total revenue (FOCUS Line 12/Part A Line 9, Code 4030) -5 146,761

" 2b. Additions:

(1) Total revenues from the securities business of subsidiaries (except foreign subsidiaries) and
predecessors notincluded above.  ~ .

(2) Net loss from principal transactions in securities in trading accounts.

(3) Net loss from principal transactions in commodities in trading accounts.

(4) Interest and dividend expense deducted in determining item 2a.

(5) Net loss from management of or participation in the underwriting or distribution of securities.

(6) Expenses other than advertising, printing, registration fees and legal fees deducted in determining net
profit from management of or participation in underwriting or distribution of securities.

(7) Net.loss from securities in investment accounts.

: Total additions

2¢. Deductions: :

(1) Revenues from the distribution of shares of a registered open end investment company or unit :
investment trust, from the sale of variable annuities, from the business of insurance, from investment 5,156
advisory services rendered to registered investment companies or insurance company separate
accounts, and from transactions in security futures products.

(2) Revenues from commodity transactions.

(3) Commissions, fioor brokerage and clearance paid to other SIPC members in connection with
securities transactions. :

(4) Reimbursements for postage in connection with proxy solicitation.

Abh . N
‘ . (5) Netggam from securities in investment accounts,

{6) 100% of commissions and markups earne}i from transactions in (i) certificates of deposit and

(ii) Treasury bilis, bankers acceptances or commercial paper that mature nine months or less
from issuance date. . '

(7) Diro{ct expenses of printing advertising and legal faes incurred in connection with other revenue
relqted to the securities business (revenue defined by Section 16(9)(L) of the Act)

(8) Other revenue not related either directly or indirectly ld the securities business. &
.(See Instruction C):; .

(9) (i) Total interest and dividend expense (FOCUS Line 22/PART IIA Line 13,
Code 4075 plus line 2b(4) above) but not in excess

ot total interest and dividend income. 3
(ii) 4;0% of margin interest earned on customers securities
accounts (40% of FOCUS line 5, Code 3960). $
I;Zntet the greater of line (i) or (ii) ' ‘ .
Total deductions ‘ ' 5,156
1. SIPC Net Operating Revenues $_ 141,605
 ». General Assessment @ .0025 ' $ 354

(to page 1, line 2,A.)



PACIFIC INVESTMENT SECURITIES CORP.
311 B AVENUE, SUITE G
LAKE OSWEGO, OR 97034

1125

DATE APRIL 20, 2011 @ 968057123

PAY TO THE SIPC

ORDER OF j $L£72-00 :l

Ny g e . Ll - I LN :
RS A WP LS TR T TN, ,
3 T el 4 R SR BRI ek DOLLARS
1-866-4UMPQUA
UMPQUA  (1-866-486-7782)
ATN-K ;
¢ _ . .

]

FE a0

®OO 4425

DETACH AND RETAIN THIS STATEMENT
PACIFIC INVESTMENT SECURITIES CORP. ED CHECK IS IN PAYMENT OF ITEMS DESCRIBED BELOW
LAKE OSWEGO, OR 97034 wr::g'rAg’A?écg.cmgsssmﬂn US PROMPTLY. NO RECEIPT DESIRED

SIPC-7

MARCH 31, 2011

033746

E .BARNES & CO

D/B/A PACIFIC INVESTMENT SECURITIES CORP.




Duane Liebswager, CPA P.C.
Certified Public Accountant

15405 SW 116th Avenue, Suite 105
‘King City, OR 97224

Duane G. Liebswager

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

To the Board of Directors

E. Barnes & Company

dba Pacific Investment Securities Corp.
Lake Oswego, Oregon

In planning and performing our audit of the financial statements of E. Barnes & Company dba Pacific
Investment Securities Corp. for the years ended March 31, 2011 and 2010, we considered its internal
control structure, including procedures 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 control structure.

Also, as required by rule 17a-5(g) (1) of the Securities and Exchange Commission, we have made a
study of the practices and procedures (including tests of compliance with such practices and procedures)
followed by E. Barnes & Company dba Pacific Investment Securities Corp. that we considered relevant
to the 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); (2) in making the quarterly securities examinations, counts, verifications and
comparisons, and the recordation of differences required by rule 17a-13; (3) in complying with the
requirements for prompt payment for securities under section 8 of Regulation T of the Board of
Governors of the Federal Reserve system; and (4) in 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 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 preceding paragraph and to assess whether those practices and procedures can be
expected to achieve the Commission’s above-mention objectives. Two of the objectives of an internal
control structure 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 of disposition and that transactions are executed in accordance with
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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 practice and procedures listed in the preceding paragraph.

Because of the inherent limitations in any internal control structure of the practices and procedures
referred to above, errors or irregularities 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 structure would not necessarily disclose all matters in the
internal control structure 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 of operation of the specific internal control structure elements does not reduce to a relatively low
level the risk that errors or irregularities 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 structure, including procedures 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 Commission 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 March 31, 2011 and 2010, to meet the Commission’s objectives.

This report is intended solely for the use of management, the Securities and Exchange Commission, the
New York Stock Exchange and other regulatory agencies which rely on Rule 17a-5(g) under the
Securities Exchange Act of 1934 and should not be used for any other purpose.
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Duane Liebswager, C.P.A., PC
Certified Public Accountant

April 28, 2011
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