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OATH OR AFFIRMATION —

John O’Brien , swear (or affirm) that, to the best of my

knowledge and belief the accompanying financial statements and supporting schedules pertaining to the

firm of

Citizens Securities, Inc, as of December 31, 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 solely as that of a customer, except as follows:

/)
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/ Sgdore Y
Chief Administrative Officer

@4/’ L. %zeé/ VO, 2 or $93ax LORSMALOD A

Notary Public__ TUHSINYH M3IN 20 AUVIS
, 2NANd ASVION
This report contains (check all applicable boxes): TIVH O 33N RENEE O. HALL
S‘TATE%OFTQFR\\'(J%JABII\JAESH!RE

(x) (a) Facing Page. iy ccmmi::f:ném'mcn. 20,2004

(x) (b) Statement of Financial Condition.

(x) (c) Statement of Income (Loss).

(x) (d) Statement of Cash Flows

(x) (¢) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor’s Capital.

() ( Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(x) (g9 Computation of Net Capital

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

() () Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

() G)  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.

() (k) A Reconciliation Between the Audited and Unaudited Statements of Financial Condition
With Respect to Methods of Consolidation.

(x) ()  An Oath or Affirmation.

() (m) A Copy of the SIPC Supplemental Report.

( ) (M) A report describing any material inadequacies found to exist or to have existed since the date of
the previous audit

(x) (0) Independent Accountants’ Report on Internal Control

**For conditions of confidential treatment of certain portions of this filing, see section 240 17a-5(e)(3).
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INDEPENDENT AUDITORS’ REPORT
To the Board of Directors of
Citizens Securities, Inc.:

We have audited the following financial statements of Citizens Securities, Inc. (the “Company™) for the
year ended December 31, 2001, that you are filing pursuant to Rule 17a-5 under the Securities

Exchange Act of 1934.
Page
Statement of Financial Condition 3
Statemnent of Income . 4
Statement of Changes in Stockholder’s Equity 5
Statement of Cash Flows 6

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 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, such financial statements present fairly, in all material respects, the financial position of
Citizens Securities, Inc. at December 31, 2001, and the results of its operations and its cash flows for the
year then eénded 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 following supplemental schedule of the Company as of December 31, 2001 is presented for the
purpose 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:

Page

Computation of Net Capital Under Rule 15¢3-1 of the
Securities and Exchange Commission 10
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This schedule is the responsibility of the Company’s management. Such schedule 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.

Lostrctdle 7 peeedn L LS

February 22, 2002



CITIZENS SECURITIES, INC.

(A Wholly Owned Subsidiary of Citizens Advisers, Inc.)

STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2001

ASSETS

CURRENT ASSETS:
Cash and cash equivalents
Distribution and service fees receivable
Due from affiliates

TOTAL ASSETS

LIABILITIES AND STOCKHOLDER’S EQUITY

LIABILITIES - Payable to brokers and dealers

STOCKHOLDER'’S EQUITY:
Common stock, no par value; authorized, 10,000 shares;
issued and outstanding, 9,000 shares
Additional paid-in capital
Accumulated earnings

Total stockholder’s equity

TOTAL LIABILITIES AND STOCKHOLDER’S EQUITY

See notes to financial statements.

$ 405348
1,238,987
171412

$1,815,747

$ 5699

45,000
1321422
392,329

1,758,751

$1,.815,747



CITIZENS SECURITIES, INC.
(A Wholly Owned Subsidiary of Citizens Advisers, Inc.)

STATEMENT OF INCOME
YEAR ENDED DECEMBER 31, 2001

REVENUES:
Distribution fees
Less — commussions and fees to third parties

Net distribution fees

Shareholder servicing and administrative fees
Other mcome

Total revenues

OPERATING EXPENSES:
Compensation and related expenses
Marketing
Rent
Office supplies
Telephone usage and equipment
Travel and related costs
Professional fees
Other operating expenses

Total operating expenses

OPERATING INCOME BEFORE INCOME TAX

PROVISION FOR INCOME TAX

NET INCOME

See notes to financial statements.

$2,672.226

788,025

1,884,201

1,586,166
185,643

3,656,010

1,826,169
484,032
121,176
273,178

53,609
185,402
69,697
280984

3204247
361,763
28,941

$ 332,822



CITIZENS SECURITIES, INC.
(A Wholly Owned Subsidiary of Citizens Advisers, Inc.)

STATEMENT OF CHANGES IN STOCKHOLDER'’S EQUITY
YEAR ENDED DECEMBER 31, 2001

Additional
Common Paid-in Accumulated Stockholder’s
Stock Capital Earnings Equity
BALANCE, JANUARY 1, 2001 $45,000 $1,321,422 $ 459,507 $1,825929
Net income - - 332,822 332,822
Dividend to parent - - (400,000) (400,000)
BALANCE, DECEMBER 31, 2001 $45,000 $1321422 $ 392329 $1,758751

See notes to financial statements.
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CITIZENS SECURITIES, INC.
(A Wholly Owned Subsidiary of Citizens Advisers, Inc.)

STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2001

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income
Change in assets and liabilities:
Due from affiliates
Distribution and service fee receivable
Other assets
Accounts payable and accrued expenses
Payable to brokers and dealers

Net cash flows provided by operating activities
CASH FLOWS FROM FINANCING ACTIVITIES - Dividend to parent

NET INCREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS:
Beginning of year

End of year

See notes to fmancial statements.

§ 332822

(242,038)
(313,845)
194,820
(149,729)
(138,530)

(316,500)
(400,000)

(716,500)

1,121,848

$ 405,348
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CITIZENS SECURITIES, INC.
(A Wholly Owned Subsidiary of Citizens Advisers, Inc.)

NOTES TO FINANCIAL STATEMENTS

1. CORPORATE AFFILIATION

Citizens Securities, Inc. (the “Company”) is a New Hampshire corporation and a wholly owned
subsidiary of Citizens Advisers, Inc. (“Advisers”), formed to act as the distributor for a registered
1940 Act Series Investment Company, Citizens Funds (the “Funds™). The Company is registered as a
broker/dealer under the Securities Exchange Act of 1934, as amended.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A summary of the Company’s significant accounting policies applied in the preparation of the
accompanying financial statements is presented below:

Basis of Accounting — The financial statements of the Company are prepared on the accrual basis
whereby revenues are recognized when earned and expenses are recognized when incurred.

Accounting Estimates — The preparation of financial statements in conformity with accounting
principles generally accepted in the United States of America requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities and disclosures 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.

Cash and Cash Equivalents — Cash and cash equivalents consist of cash, corporate checking
accounts and highly liquid investments in money market accounts which are carried at cost. The
Company invests in Citizens Money Market Fund, which is a series of the Funds. The carrying
amount approximates fair value because of the short maturity of these instruments. These
investments are considered cash equivalents for the purpose of reporting cash flows.

Income Taxes — The Company’s method of accounting for income taxes conforms to Statement of
Financial Accounting Standards (““SFAS”) No. 109, “Accounting For Income Taxes.” Under this
method, deferred tax assets and liabilities are recognized for the expected future tax consequences of
events that have been included in the financial statements or tax returns. The amount of deferred tax
asset or liability is based on the difference between the financial statement and the tax basis of assets
and liabilities using enacted tax rates in effect for the year in which the differences are expected to be
reflected in the tax return.

Fair Value of Financial Instruments — Financial instruments, which include cash and cash
equivalents, receivables and payables, approximate their fair value, because of short maturity of these
assets and habilities.

Recent Accounting Pronouncements — In September 2001, FASB issued SFAS No. 140,
“Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities.” It
revises the standards for accounting for securitizations and other transfers of financial assets. The
Company has evaluated and concluded that the adoption of SFAS No. 140 will have no impact on its
financial condition, results of operations or cash flows.



2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Recent Accounting Pronouncements (Continued) — In June 2001, the Financial Accounting
Standards Board (“FASB”) issued SFAS No. 141, “Business Combinations.” The provisions of
SFAS No. 141 apply to all business combinations initiated after June 30, 2001. SFAS No. 141 also
applies to all business combinations accounted for using the purchase method for which the date of
acquisition is July 1, 2001, or later. The Company believes the adoption of SFAS No. 141 will have
no impact on its financial condition, results of operations or cash flows.

In June 2001, the FASB issued SFAS No. 142, “Goodwill and Other Intangible Assets,” effective for
fiscal years beginning after December 15, 2001. The Company believes that the adoption of
SFAS No. 142 will have no impact on its financial condition, results of operations or cash flows.

In June 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations,”
effective for fiscal years beginning after June 15, 2002. The Company believes that the adoption of
SFAS No. 143 will have no impact on its financial condition, results of operations or cash flows.

In August 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment or Disposal of
Long-Lived Assets,” effective for fiscal years beginning after December 15, 2001. The Company
believes that the adoption of SFAS No. 144 will have no impact on its financial condition, results of
operations or cash flows.

3. REGULATORY REQUIREMENTS

As a broker/dealer, the Company is subject to the Securities and Exchange Commission’s regulations
and operating guidelines, which require the Company to maintain a minimum net capital, as defined,
equal to the greater of $5,000 or 6 2/3% of aggregate indebtedness. Net capital and the related ratio
of aggregate indebtedness to net capital may fluctuate on a daily basis. The Company’s net capital, as
computed under Rule 15¢3-1, was $340,432, which exceeded the required net capital of $5,000 by
$335,432. The ratio of aggregated indebtedness to net capital at December 31, 2001 was 0.17 to 1.

The Company is exempt from the reserve requirements of Rule 15¢3-3 as its broker/dealer
transactions are limited to the purchase, sale and redemption of redeemable securities of registered
investment companies. All customer funds are promptly transmitted, and all securities received in
connection with its activities as a broker/dealer are promptly delivered. The Company does not
otherwise hold funds or securities for, or owe money or securities to, customers.

4. TRANSACTIONS WITH RELATED PARTIES

The Funds’ portfolios have approved a distribution plan that, among other provisions, provides for the
reimbursement of actual fees and expenses incurred by the Company for distribution-related
activities, at a rate of 0% - 0.25% of average net assets on different classes of the Funds’ portfolios.

The Company also provides a number of administrative services to the Funds relating primarily to
shareholder services and communications and is generally reimbursed at a rate approximating the
“market price” of such services but may charge up to 0.25% based on average daily net assets for one
particular series.

Certain officers and directors of the Company are also shareholders, officers and directors of Advisers
and officers and trustees of the Funds.



TRANSACTIONS WITH RELATED PARTIES (CONTINUED)

In the ordinary course of business, the Company participates in a variety of financial and
administrative transactions with Advisers. Certain costs paid by Advisers are allocated to the
Company based on a formula which approximates the Company’s contribution to the consolidated
group. The accompanying financial statements have been prepared from the separate records
maintained by the Company, but may not necessarily be indicative of the conditions that would have
existed or the results of operations if the Company had been operated as an unaffiliated entity.

INCOME TAXES

The components of the income tax provision (benefit) are as follows:

Current provision — state $(3,642)
Deferred provision — state 32,583
Total state tax provision $28.941

The Company is a wholly owned subsidiary of Advisers. Advisers elected to be treated as a
“Subchapter S Corporation” for federal income tax purposes effective January 1, 2000. In connection
with the election made by Advisers, the Company has elected to become a qualified “Subchapter S
Subsidiary” for federal income tax purposes. Consequently, from January 1, 2000, Advisers and the
Company will pay no federal income tax on its earnings as it will flow through directly to its
shareholder for federal income tax purposes. The Company will continue to pay New Hampshire
corporate income tax on its earnings.

The Company and Advisers have entered into a state tax allocation arrangement under which the
Company is included in the tax return filed by Advisers. The arrangement provides that the Company
would pay to or receive from Advisers amounts comparable to the taxes it would have provided on a
separate company basis.

The current taxes payable and deferred tax liability is reflected in the amount due to the parent.
DEFERRED CONTRIBUTION PLAN

During 1991, Advisers adopted a defined contribution plan covering all qualified employees of the
Company. Employees may contribute a portion of their compensation, which the Company may match
at a discretionary percentage, not to exceed the maximum allowed under the Internal Revenue Code of
1986. In addition, the Company may contribute a discretionary amount to employees regardless of
employee contributions during the year. During the year ended December 31, 2001, the Company
contributed $105,760 to the plan.



CITIZENS SECURITIES, INC.

(A Wholly Owned Subsidiary of Citizens Advisers, Inc.)

SUPPLEMENTAL SCHEDULE — COMPUTATION OF NET CAPITAL

UNDER RULE 15¢3-1 OF THE SECURITIES EXCHANGE ACT OF 1934

DECEMBER 31, 2001

COMPUTATION OF NET CAPITAL
Total stockholder’s equity frombalance sheet
Deductions and/or charges — nonallowable assets (see schedule below)

Net capital before haircuts on security positions
Haircuts on securities

Net capital

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT
Minimum net capital required (6-2/3% of aggregate indebtedness $56,956)

Minimum dollar requirement of reporting broker

Net capital requirement (greater of minimumnet
capital required or minimum dollar requirement)

Excess net capital

COMPUTATION OF AGGREGATED INDEBTEDNESS

Total aggregate ndebtedness
Ratio of aggregate indebtedness to net capital

SCHEDULE OF NONALLOWABLE ASSETS

Distribution and service fees receivable
Other assets

Total

RECONCILIATION OF AUDITED COMPUTATION OF NET
CAPITAL TO UNAUDITED FOCUS REPORT

Net capital per unaudited FOCUS report

Adjustments — increase in non-allowable asset*

Net capital per audited financial statements

$ 1,758,751
(1,410,399)

348,352
,920)

$ 340,432

$ 380

$ 500

$ 5,000

$ 335432

$  569%

0.17to 1
$ 1,238,987
171,412

$ 1410399

$ 397,886
(57,454)

$ 340432

*The decrease in net capital from the unaudited FOCUS report to the audited financials can be attributed
to an adjustment that was necessary to reflect the tax provision for 2001 and a reclassification entry

as aresult of audit.

-10-
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL ACCOUNTING CONTROL REQUIRED
BY SEC RULE 17a-5

To the Board of Directors of Citizens Securities, Inc.:

In planning and performing our audit of the financial statements of Citizens Securities, Inc. (the “Company”)
for the year ended December 31, 2001 (on which we issued our report dated February 22, 2002), we
considered its internal control, including control activities for safeguarding securities, in order to determine
our auditing procedures for the purpose of expressing an opinion on the financial statements and not to
provide assurance on the Company’s internal control.

Also, as required by Rule 17a-5(g)(1) under the Securities Exchange Act of 1934, we have made a study of
the practices and procedures (including tests of compliance with such practices and procedures) followed by
the Company that we considered relevant to the objectives stated in Rule 17a-5(g) in making the periodic
computations of aggregate indebtedness and net capital under Rule 17a-3(a)(11) and for determining
compliance with the exemptive provisions of Rule 15¢3-3. We did not review the practices and procedures
followed by the Company in making the quarterly securities examinations, counts, verifications, and
comparisons, and the recordation of differences required by Rule 17a-13 or 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, because the Company does not carry securities accounts for customers or
perform custodial functions relating to customer securities.

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
Jjudgments by management are required to assess the expected benefits and related costs of internal control
and of the practices and procedures, and to assess whether those practices and procedures can be expected to
achieve the Securities and Exchange Commission’s (the “Commission”) 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 acquisition, 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 accounting principles generally accepted in the United States of America. Rule
17a-5(g) lists additional objectives of the practices and procedures listed in the preceding paragraph.

Because of inherent limitations in any internal control or the practices and procedures referred to above,
misstatements due to error or fraud may occur and not be detected. Also, projections of any evaluation of the
internal control or of such practices and procedures to future periods are subject to the risk that they may
become inadequate because of changes in conditions or that the degree of compliance with the practices or
procedures may deteriorate.

Deloitte
Touche -11 -
Tohmatsu



Our consideration of the Company’s internal control would not necessarily disclose all matters in the
Company’s 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 internal control components does not reduce to a relatively low level the risk that
misstatements caused by error or fraud in amounts that would be material in relation to the consolidated
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
Company’s internal control and its operation (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 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 December 31, 2001 to meet the Commission’s objectives.

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

Lothzzte ¥7aueds L1

February 22, 2002
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