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OATH OR AFFIRMATION

Timothy I.. Carlson swear (or affirm) that, to the

best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

CUNA Brokerage Services, Inc. as of

December 31 N®_2001 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 soley as that of
a customer, except as follows:
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z * | wy commission expires Assistant Treasurer
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i Notary Public 3

This report** contains (check all applicable boxes):
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(a) Facing page.
(b) Statement of Financial Condition.
(c) Statement of dneeme=(Eoss)s Operations.

_(d) Statement of -Clramges o Firmria-Comdition. Cash Flows.

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Propnetor s Capltal

(f) Statement of Changes in Liabilities Subordmated to Claims of Creditors.

(g) Computation of Net Capital

(h) Computation for Determination of Reserve Reqmrements Pursuant to Rule 15¢3-3.

(i) Information Relating to the Possession or control Requirements Under Rule 15c3-3.

() A Reconciliation, 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.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation.

() An OQath or Af firmation.
(m) A copy of the SIPC Supplemental Report.
{n) A report describing any material inadequacies found to e)ast or found to have existed since the date of the previous audit.

**Lor conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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PRICEAVATERHOUSE(QOPERS

PricewaterhouseCoopers LLP
100 East Wisconsin Avenue
Suite 1500

Milwaukee WI 53202
Telephone (414) 212 1600

Report of Independent Accountants

To the Board of Directors
CUNA Brokerage Services, Inc.

In our opinion, the accompanying statement of financial condition and the related statements of
operations, of changes in stockholder’s equity and of cash flows present fairly, in all material respects,
the financial position of CUNA. Brokerage Services, Inc.at December 31, 2001, and the results of its
operations and its cash flows for year then ended,in conformity with accounting principles generally
accepted in the United States of America. 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 of these statements in accordance with auditing standards
generally accepted in the United States of America, which 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, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken
as a whole. The information contained in Schedules 1 and 2 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 of the Securities and Exchange Commission. 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. )

Pt fevne b LLP

February 9, 2002
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CUNA Brokerage Services, Inc.
Statement of Financial Condition
December 31, 2001 -

Assets
Cash and cash equivalents (Note 2) $ 3,021,150
Marketable securities, at fair value (Note 3) 1,244,981
Receivable for commissions 220,369
Receivable from affiliates 622,997
Total assets ' $ 5,109,497

Liabilities and Stockholder's Equity

Liabilities:

Commissions payable (Note 6) $ 1,686,709
Accounts payable to affiliates (Note 6) 117,245
Income taxes payable (Note 5) 162,429
Other liabilities 70

Total liabilities 1,966,453

Stockholder's Equity (Note 4):

Common stock, no par value with a $300 stated value, ‘
authorized 2,000 shares; issued 765 shares 229,500

Retained earnings 2,913,544
Total stockholder's equity 3,143,044
Total liabilities and stockholder's equity $ 5,109,497

The accompanying notes are an integral part of these financial statements.
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CUNA Brokerage Services, Inc.
Statement of Operations
Year ended December 31, 2001

Revenues:
Commissions
Trading reimbursements
Interest
Net realized and unrealized (losses)
Other

Total revenues
Expenses (Note 6):
Commissions
Clearing
Contracted services from affiliates
Other
Total expenses
Income before income tax expense

Income tax expense (Note 5)

Net income

$61,104,163
861,693
170,359
(72,233)

234,902

62,298,884

51,806,813
4,730,778
3,805,551

181,833

60,524,975

1,773,909

653,458

$ 1,120,451

The accompanying notes are an integral part of these financial statements.
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CUNA Brokerage Services, Inc.
Statement of Changes in Stockholder's Equity
Year ended December 31, 2001

Common stock:
Balance at beginning and end of year § 229,500

Retained earnings:

Balance at beginning of year 2,993,093
Net income 1,120,451
Dividend paid to parent (1,200,000)
Balance at end of year 2,913,544
Total stockholder's equity k $ 3,143,044

The accompanying notes are an integral part of these financial statements.
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CUNA Brokerage Services, Inc.
Statement of Cash Flows
Year ended December 31, 2001

Cash flows from operating activities:
Net income

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

Net realized and unrealized gains/(losses)
Purchase of marketable securities
Depreciation expense
Change in:
Receivable for commissions
Receivable from affiliates
Income taxes receivable
Commissions payable
Accounts payable to affiliates
Income taxes payable
Other liabilities

Total adjustments
Net cash provided by operating activities

Cash flows from financing activities:
Dividend paid to parent

Net cash used in financing activities
Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

Supplemental disclosure of cash flow information -
Cash paid during the year for income taxes

§ 1,120,451

72,233
(30,871)
3,093

20,605
303,601
260,092
(65,499)
(83,883)

93,935
(410)
572,896

1,693,347

(1,200,000)

(1,200,000)
493,347

2,527,803

$ 3,021,150

§ 299,431

The accompanying notes are an integral part of these financial statements.
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CUNA Brokerage Services, Inc.
Notes to Financial Statements
December 31, 2001

1. Summary of Significant Accounting Policies

Company Information

CUNA Brokerage Services, Inc. (the Company) is a wholly-owned subsidiary of CUNA Mutual
Investment Corporation (CMIC), which is wholly-owned by CUNA Mutual Insurance Society
(CMIS). CMIS is a life insurer domiciled in Wisconsin. Effective July 1, 1990, CMIS entered
into a permanent affiliation with CUNA Mutual Life Insurance Company (CMLIC), an Iowa life
insurer. The Company is registered with the Securities and Exchange Commission (SEC) as a
registered broker-dealer and is a member of the National Association of Securities Dealers, Inc.
(NASD) and subject to regulations under the Securities Exchange Act of 1934. The Company is
utilized as a marketing vehicle for mutual funds, unit investment trusts, variable annuities, flexible
premium variable life insurance, public limited partnerships, financial planning and discount
brokerage services. Brokerage services are provided primarily to credit union members. The
Company has entered into an agreement with an unrelated broker-dealer to process and clear all of
the Company’s securities transactions. The Company consistently monitors the creditworthiness
of this clearing broker to mitigate the Company’s exposure to credit risk.

Basis of Presentation

The accompanying financial statements have been prepared on the basis of accounting principles
generally accepted in the United States of America, which require 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.

Revenue Recognition

Securities transactions and the related commission revenues and expenses are recorded on a trade-
date basis. Trading reimbursements represent fees from the clearing broker based on volume of
trades and balances in money market accounts are recorded on a monthly basis as earned.

Marketable Securities
The Company’s investments in marketable securities are classified as trading securities and are
reported at fair value, with unrealized gains and losses included in earnings.

Income Taxes

The Company records deferred income taxes for the future tax consequences attributable to
differences between the financial statement carrying amount of existing assets and liabilities and
their respective tax bases. The expected tax effects are computed using currently enacted tax laws
and rates.




CUNA Brokerage Services, Inc.
Notes to Financial Statements, continued
December 31, 2001

2.

Cash Equivalents

Investments in debt securities with remaining maturities of 90 days or less at the time of purchase
and money market funds are considered to be cash equivalents.

Marketable Securities

Marketable securities consist of an investment in the MEMBERS Balanced Fund, a registered
investment company managed by an affiliate of the Company.

Net Capital Requirements

The Company, as a registered broker-dealer in securities, is subject to the Securities and
Exchange Commission Uniform Net Capital Rule (Rule 15¢3-1), which requires maintenance of
minimum net capital and requires that the ratio of "aggregate indebtedness" to "net capital" shall
not exceed 15 to 1, as those terms are defined in Rule 15¢3-1. At December 31, 2001, the
Company had net capital of $2,234,220, which was $2,103,124 in excess of its required net
capital of $131,096, and the Company's net capital ratio was 0.88 to 1.

Income Tax Expense

The Company is included in a consolidated federal income tax return with CMIS and its domestic

subsidiaries. The Company’s provision for income taxes is determined on a separate return

method. Pursuant to a tax sharing agreement between CMIS and its subsidiaries, the total federal

income tax as calculated on the consolidated federal income tax return is allocated between CMIS -
and its subsidiaries in proportion to each company’s federal income tax, as if it were filing a

separate return. Income tax credits are allocated to companies within the consolidated tax group

based on the tax benefit which the consolidated tax group receives from each company.

Income tax expense for the year ended December 31, 2001 consists of:

Federal tax expense $ 571,150

State tax expense 82,308
Total income tax expense - $ 653,458
-7




CUNA Brokerage Services, Inc.

Notes to Financial Statements, continued
December 31, 2001

S. Income Tax Expense (continued)

Income tax expense differs from the amount computed by applying the U.S. federal statutory
income tax rate of 35% to income before income tax expense due to the items listed in the
following reconciliation: '

Tax expense computed at federal

statutory tax rate $ 620,868
Tax exempt interest " (19,171)
State tax expense, net of federal benefit 53,500
Other (1,739) -
Total income tax expense $ 653,458

At December 31, 2001, there were no significant temporary differences between the financial
statement carrying amounts of existing assets and liabilities and their respective tax bases.

6. Transactions with Affiliates

Under a cost sharing agreement, CMLIC allocates to the Company certain costs and expenses for
various services, office space, equipment and other items incurred on behalf of the Company.
Total costs allocated to the Company amounted to $3,805,551 during 2001.

The Company pays commission expense directly to certain representatives and to CMLIC for
commissions paid on behalf of the Company. Commission expenses incurred by the Company
for reimbursement to CMLIC totaled $42,487,552 during 2001. Commissions payable at
December 31, 2001 includes $1,484,010 due to CMLIC.

Intercompany balances from the above transactions are generally settled monthly.




Net capital

Net Capital Requirement:
Minimum net capital (greater of $50,000 or

6.67% of aggregate indebtedness)
Net capital in excess of minimum requirement

Total net capital as above

Ratio of aggregate indebtedness to net capital

There were no differences between the above calculation and the Company's
calculation of net capital as reflected on Form X 17A-5, Part I1A.

. Schedule 1
CUNA Brokerage Services, Inc.
- Computation of Net Capital Under Rule 15¢3-1
December 31, 2001
Aggregate Indebtedness:
Commissions payable $ 1,686,709
Accounts payable to affiliate 117,245
Income taxes payable 162,429
Other liabilities 70
Total aggregate indebtedness $ 1,966,453
Net Capital:
Total stockholder's equity $ 3,143,044
Deduct:
Nonallowable assets:
Receivable from affiliates $ 622,997
Other receivables 83,945 706,942
Haircuts on securities 201,882
908,824

$ 2,234,220

$ 131,096
2,103,124

$ 2,234,220

0.88to 1




Schedule 2
CUNA Brokerage Services, Inc.

Determination of Reserve Requirements Under Rule 15¢3-3
December 31, 2001

The Company has elected the exemption under Rule 15¢3-3(k)(2)(ii) of the Securities and Exchange
Commission, which requires the deposit of all customer funds in a special reserve bank account for the
exclusive benefit of customers. At December 31, 2001, the Company held no customer funds and had no
required deposit to such account.

-10 -




PRICEAVATERHOUSE(QOPERS

PricewaterhouseCoopers LLP
100 East Wisconsin Avenue
Suite 1500

Report of Independent Accountants ';Ae'l'e"‘")i‘;l;ze (Z\;L)Sﬁga 600
On Internal Control

To the Board of Directors of
CUNA Brokerage Services, Inc.

In planning and performing our audit of the financial statements and supplemental schedules of CUNA
Brokerage Services, Inc. (the “Company”) 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 (the “SEC”), we -
have made a study of the practices and procedures followed by the Company, including tests of
compliance with such practices and procedures, that we considered relevant to the objectives stated in
Rule 17a-5(g) in the following:

1. Making the periodic computations of aggregate indebtedness and net capital under Rule 17a-
3(a)(11); and

2. Determining compliance with the exemptive provisions 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 the quarterly securities examinations, counts, verifications, and comparisons, and the
recordation of differences required by Rule 17a13;

2. 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; and

3. 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 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 control 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 accordance with accounting principles generally accepted in the
United States of America. Rule 17a5(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 or fraud may occur and not be detected. Also, projection of any evaluation of internal control to
future periods is subject to the risk that controls 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 error 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, 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 were adequate at December 31, 2001 to meet the SEC’s objectives.

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

February 9, 2002
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CUNA Brokerage Services, Inc.

Financial Statements and Schedules

December 31, 2001
(With Report of Independent Accountants)




