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OATH OR AFFIRMA_TION

I, Al Yee ' swear (or affirm) that, to the
best of my kndwiedge and belief the accompanying finandal starement and supporung schedules periaiing to the fizm of

SAMCO Financial Services, Inc. as of

February 22 ®X_2002 are true and correct. [ further swear (or affirm) that neither the compary
nor any panner, proprietor, princpal officer or director has any proprietary interest in any actount classifled soley as tha: of
a customer, except as follows:

NONE

e

PRESIDENT

Tide

QFFICIAL SEAL
KRISTY DAVENPORT
) Notary Public - State of Arizana
Y MARICOPA COUNTY
My Comm. Expires Aug. 14, 2003
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This report*~ conuains (check all applicable boxes):

" {a) Facing page.

(b} Statement of Financal Condiuon.

(c) Statement of Income (Loss).

(d) Statement of Changes in Finanaal Condiuon.

(e) Statemnent of Changes tn Stockholders' Equity or Partners’ or Sole Proprietor’s Capital.

(D Statement of Changes in Liabilities Subordinated 1o Claims of Creditors.

(g) Computation of Net Capital

(h) Computation for Determinaton of Reserve Requrements Pursuant to Rule 15¢3-3.

() Informauon Relaung to the Possession or control Requrements Under Rule 15¢3-3.

() A Recondliation, inciuding appropnate explanavon. of the Compuration of Net Capital Under Rule [5¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhubit A of Rule 15¢3-3.

{k) A Reconciliation between the audited and unaudited Statements of Finandal Condition with respecs 10 methods of con-
solidation.

.1 An Oath or Affirmation.

(m) A copy of the SIPC Suppiemental Repori.
(n) A report describing any maienal inadeguac=s found 10 exust or found 10 have existed since the date of the previous audit.

RN AR ENER AN RN

**For conditions of confidental treaiment of certain poruions of this jiling, see section 240.17a-5fe)3).




: 3 .

0202-0274258

SAMCO Financial Services, Inc.

Financial Statements and Supplementary Information

Year ended December 31, 2001

Contents

Report of Independent AUdItOrS...........cccovieriiiiniiici et 1
Audited Financial Statements

Statement of FINANCIal CONAItION ..ot e e s e s e e s e e e e e arnanens 2
Statement Of OPETAtIONS.......cvvvireiiiiiireeerieeecienirerreseereee et aesresseessree e st raessssaeesssessassassnenes 3
Statement of Changes in Stockholder’s EQUItY ......c.ccccecvveiiiriininiienieneecie e, 4
StAtEIMNENT OF CaASN FLOWS 11uveveiiieeiieeeett ettt ettt et eeree e e aaasb s sesseaamanseseeeseaestseenneees 5
INOLES t0 FINANCIAl STALEIMENES . ..eeveiiiiieiiieieet e ieeeeeet e ee e e ee et et eeesseraenaaasseesseeeranaeers 6

Supplementary Information

Schedule I — Computation of Net Capital Under Rule 15¢3-1

of the Securities and Exchange CommISSION.......cceovveeiiieriieniieneeieiiiennireeneee e eeeenaenne 11
Supplementary Report
Supplementary Report of Independent Auditors on Internal Control Structure................ 12




Ell ERNST& YOUNG LLP v Suite 1100 e Phone: 817335 1900
201 Main Street Fax Numbers—
Fort Worth, Texas 76102-3161 Audit: 817 348 6003

0202-0274258

Tax: 817 348 6024

Report of Independent Auditors

Board of Directors
SAMCO Financial Services, Inc.

We have audited the accompanying statement of financial condition of SAMCO
Financial Services, Inc. (formerly Yee, Desmond, Schroeder & Allen, Inc.) (the
Company), a wholly owned subsidiary of SAMCO Holdings, Inc., as of December 31,
2001, and the related statements of operations, 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 conducted our audit in accordance with auditing standards generally accepted in the
United States. 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 position of SAMCO Financial Services, Inc. at December 31,
2001, 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.

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 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 basic financial statements taken as a whole.

Sanct ¥ MLLP

February 19, 2002

Ernst & Young LLP is a member of Ernst & Young International, Ltd. 1
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SAMCO Financial Services, Inc.

Statement of Financial Condition

December 31, 2001

Assets

Cash and cash equivalents

Investments

Due from clearing broker

Deposit with clearing broker

Fixed assets, net of accumulated depreciation of $260,844
Other assets

Total assets

Liabilities and Stockholders’ Equity
Liabilities:

Commissions payable

Due to affiliates

Accounts payable

Stockholder’s equity:
Common stock, no par value, 10,000 shares authorized,
100 issued and outstanding
Additional paid-in capital
Accumulated deficit
Total stockholder’s equity
Total liabilities and stockholder’s equity

See accompanying notes.

§ 194,729
30,030
46,678
72,433

7,113
91,507

$ 442,490

$ 99,261
39,396
125,281

263,938

136,000
492,223
(449,671)

178,552

$ 442,490
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SAMCO Financial Services, Inc.

Statement of Operations

Year ended December 31, 2001

Revenues:
Commissions
Net investment gains
Interest

Expenses:
Clearing fees and commissions
Regulatory fees
Salaries
Occupancy and depreciation
Communications
General and administrative

Net loss

See accompanying notes.

$

1,988,108
339,679
69,158

2,396,945

2,100,934
72,098
286,999
142,623
51,804
185,754

2,840,212

$

(443,267)
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SAMCO Financial Services, Inc.

Statement of Changes in Stockholder’s Equity

Year ended December 31, 2001

Additional
Common Paid-in Accumulated
Stock Capital Deficit Total
Balance at December 31,2000 $ 136,000 $ 392,223 § (6,404) $ 521,819
Contributions - 100,000 - 100,000
Net loss - - (443,267) (443.,267)
Balance at December 31, 2001  § 136,000 $ 492,223 $ (449,671) $ 178,552
See accompanying notes.
0202-0274258 4
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SAMCO Financial Services, Inc.

Statement of Cash Flows

Year ended December 31, 2001

Operating Activities
Net loss $ (443,267)
Depreciation 40,216

Adjustment to reconcile net income to net cash provided by
operating activities:

Decrease in investments 5,120
Decrease in due from clearing broker 3,317
Decrease in deposit with clearing broker 231,272
Decrease in other assets 15,300
Increase in commissions payable 77,220
Decrease in due to affiliates (93,547)
Increase in accounts payable 120,939
Net cash used in operating activities (43,430)

Investing Activities

Sale of equipment 105,797
Purchase of equipment (1,796)
Net cash provided by investing activities 104,001
Financing Activity

Contributions 100,000
Cash provided by financing activity 100,000
Net change in cash 160,571
Cash at beginning of year 34,158
Cash at the end of the year $ 194,729
Taxes paid during the year $ 6,093

See accompanying notes.

0202-0274258
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SAMCO Financial Services, Inc.

Notes to Financial Statements
Year ended December 31, 2001
1. Nature of Operations

SAMCO Financial Services, Inc. (formerly Yee, Desmond, Schroeder & Allen, Inc.) (the
Company), is a broker-dealer registered with the Securities and Exchange Commission
(SEC) and is a member of the National Association of Securities Dealers (NASD). The
Company is an Arizona corporation that is a wholly owned subsidiary of SAMCO
Holdings, Inc. (Parent).

During the year, the Company was engaged in multiple lines of business including
proprietary equity trading, market making and as a securities broker-dealer, which
comprises several classes of services, including principal and agency transactions and
advisory services. During August of 2001 the Company discontinued its proprietary
equity trading and market making.

The Company clears all of its transactions through Penson Financial Services (Penson),
which is affiliated to the Company by way of common ownership.

2. Summary of Significant Accounting Policies
Securities Transactions

Proprietary security transactions are recorded on a trade-date basis. Profit and loss arising
from all securities transactions entered into for the account and risk of the Company are
recorded on a settlement-date basis, which approximates trade date.

Securities traded on a national exchange (including NASDAQ) are valued at the last sales
price. Securities for which over-the-counter market quotations are available are valued at
the average of the last bid/asked price. Securities not readily marketable are valued at fair
value as determined by the Board of Directors.

Cash Equivalents
The Company considers cash equivalents highly liquid investments with original

maturities of less than 90 days that are not held for sale in the ordinary course of
business.
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SAMCO Financial Services, Inc.

Notes to Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)
Due from Clearing Broker

Due from clearing broker relates to commissions earned from securities transactions that
have not yet been paid by the clearing broker. All amounts are due from the Company’s
clearing broker.

Commissions

Commissions and related clearing fees are recorded on a trade date basis as securities
transactions occur.

Income Tax

The Company has elected to be treated as a C corporation under the applicable provisions
of the federal and state tax laws. Deferred income tax assets and liabilities are recognized
for the differences between the financial statement carrying amounts of existing assets
and liabilities and their respective tax bases. Deferred income tax assets and liabilities are
measured using enacted tax rates expected to apply to taxable income in the years in
which those temporary differences are expected to be recovered or settled. The effect on
deferred income tax assets and liabilities of a change in tax rate is recognized in income
in the period that includes the enactment date.

Deferred income taxes reflect the net tax affects of temporary differences between the
carrying amounts of assets and liabilities for financial reporting purposes and the amounts
used for income tax purposes.

Fixed Assets
Fixed assets consist of furniture and equipment that is stated at cost less accumulated

depreciation. Depreciation is provided using the straight-line method over the estimated
useful lives of the assets, generally three to five years.
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SAMCO Financial Services, Inc.

Notes to Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)
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
amounts reported in the financial statements and accompanying notes. Actual results
could differ from those estimates.

3. Investments

Securities owned consists of an equity investment made in the NASDAQ. The NASDAQ
shares were purchased pursuant to NASD requirements applicable to all NASD registered
broker-dealers. The Company carries the investment at cost, which approximates fair
value.

4. Financial Instruments with Off-Balance-Sheet Risk

In the normal course of business, the Company purchases and sells securities as both
principal and agent. If another party to the transaction fails to fulfill its contractual
obligation, the Company may incur a loss if the market value of the security is different
from the contract amount of the transaction.

The Company’s policy is to continually monitor its market exposure and counterparty
risk. The Company does not anticipate nonperformance by counterparties and maintains a
policy of reviewing the credit standing of all parties, including customers, with whom it
conducts business.

5. Transactions with Related Parties

During the year ended December 31, 2001, clearing fees paid to Penson totaled $263,701.
This amount is included in clearing fees and commissions on the statement of operations.

Due to affiliates represents approximately $27,000 due to Penson Financial Services for
the purchase of fixed assets in 2000 and approximately $12,000 due to Service Asset
Management Company for expenses paid on behalf of the Company. The Company sold
equipment to Service Asset Management Company (SAMCO) during 2001, at net book
value of $105,797.
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SAMCO Financial Services, Inc.

Notes to Financial Statements (continued)

6. Income Taxes
The Company has taken a full valuation allowance against any deferred tax asset.

7. Profit Sharing Plan

The Company sponsors a defined contribution 401(k) profit sharing plan (the Plan) that
covers substantially all employees. Under the Plan, the Company may make a
discretionary contribution determined by the Board of Directors. All employees are
eligible to participate in the Plan, based on meeting certain age and term of employment
requirements. During 2001, the Company contributed approximately $12,000 to the Plan.

8. Commitments and Contingencies

Leases

The Company conducts operations from leased office facilities. Management expects
that, in the normal course of business, leases that expire will be renewed or replaced by
other leases; thus it is anticipated that future minimum lease commitments will not be less

than the amount shown for the year ended December 31, 2001.

At December 31, 2001, approximate minimum rental commitments under all non-
cancelable leases having terms in excess of one year are as follows:

2002 § 127,193
2003 109,528
$ 236,721

Rental expenses for the year ended December 31, 2001, were $102,407.
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SAMCO Financial Services, Inc.

Notes to Financial Statements (continued)

9. 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, 2001, the Company had net capital of $50,752, which
was $752 in excess of its required net capital of $50,000. The Company handled no
customer securities or accounts during the year ended December 31, 2001, and
accordingly is not subject to the requirements under SEC rule 15¢3-3.

Subject to SEC restrictions on distribution to shareholders, distributions to shareholders

can be made under a capital distribution policy approved by the Company’s Board of
Directors; no distributions were made during the year ended December 31, 2001.

10
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SAMCO Financial Services, Inc.

Schedule I — Computation of Net Capital Under Rule 15¢3-1

of the Securities and Exchange Commission

December 31, 2001

Net Capital
Total stockholder’s equity

Deductions and/or charges:
Furniture and equipment
Other assets
Net capital before haircuts (tentative net capital)

Haircuts on securities
Equities
Net capital

Computation of Basic Net Capital Requirement

Minimum net dollar net capital required (6-2/3% of total aggregate
indebtedness)

Minimum dollar net capital requirement of reporting broker-dealer

Net capital requirement (greater of above two minimum requirement
amounts)

Net capital in excess of required minimum

Excess net capital at 1000% (Net capital minus 10% of total aggregate
indebtedness)

Ratio: Aggregate indebtedness to net capital

Reconciliation with Company’s Computation

Net capital, as reported in Company’s Part II (Unaudited) Focus Report
Net audit adjustments

Net capital per above

178,552

7,113
90,507

80,932

30,180

50,752

17,394

50,000

50,000

752

24,661

5.1:1

71,827
(21,102)

50,752

11
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Supplementary Report of Independent Auditors
on Internal Control

Board of Directors
SAMCO Financial Services, Inc.

In planning and performing our audit of the financial statements and supplemental
schedules of SAMCO Financial Services, Inc. (formerly Yee, Desmond, Schroeder &
Allen, Inc.) (the Company), a wholly owned subsidiary of SAMCO Holdings Inc., for the
year ended December 31, 2001, 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 provide
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 criteria
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 provisions of rule 15c¢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.

2. Recordation of differences required by rule 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.

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 internal control 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-mentioned criteria. 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 accounting principles generally accepted in the United

0202-0274258 Ernst & Young LLP is a member of Ernst & Young International, Ltd. 12
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States. Rule 17a-5(g) lists additional criteria of the practices and procedures listed 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 operation may deteriorate.

Our consideration of 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 one or more 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 internal control, including
procedures for safeguarding securities, and its operations, that we consider to be material
weaknesses as defined above.

We understand that practices and procedures that accomplish the criteria 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 criteria in all
material respects indicate a material inadequacy for such purposes. Based on this
understanding and our study, we believe that the Company’s practices and procedures
were adequate at December 31, 2001, to meet the Commission’s criteria.

This report is intended solely for the use of the Board of Directors, management, the
Commission, the National Association of Securities Dealers Inc., 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.
émt v MLLP

Dallas, Texas
February 19, 2002
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