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'/—/—;\ —  Cottrill, Arbutina & Associates, P.C.

- e ‘ Certified Public Accountants

Independent Auditor’s Report

To the Board of Directors
Fortune Financial Services, Inc.
New Brighton, PA 15066

We have audited the accompanying statement of financial condition of Fortune Financial Services,
Inc. as of December 31, 2001 and the related statements of income, 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 generally accepted auditing standards. 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 Fortune Financial Services, Inc. at December 31, 2001 and the results of their
operations and cash flows for the year then ended in conformity with generally accepted accounting
principles. )

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 the basic financial statements taken as a

whole.

COTTRILL, ARBUTINA & ASSOCIATES, P.C.
Certified Public Accountants

New Brighton, PA 15066
February 19, 2002

1475 Third Avenue * New Brighton, Pennsylvania 15066 « Phone: 724-843-0165 * Fax: 724-843-6577




FORTUNE FINANCIAL SERVICES, INC.
STATEMENT OF FINANCIAL CONDITION

DECEMBER 31, 2001

ASSETS

Current Assets
Cash
Cash in Centralized Registration Depository Account
Investment - Stock (at cost)
Commissions Receivable
Commissions Receivable-30 Days Past Due

Total Current Assets

Equipment
Equipment, at cost (less accumulated depreciation of $12,508)
Total Equipment

Total Assets

LIABILITIES AND STOCKHOLDER'S EQUITY

Current Liabilities
Accrued Expenses
Commissions Payable

Total Current Liabilities

Stockholders Equity
Common Stock ($1 Par Value, 100 Shares Issued and Qutstanding)
Paid-in Capital
Retained Earnings
Distributions to Shareholders

Total Stockholders' Equity

Total Liabilities and Stockholders' Equity

See Notes to Financial Statements

2

$ 21,781
683

4,600

1,150

19,406

$ 47,620
$ 14,798
s 14798
3 62,418
$ 1,336
2,263

$ 3,599
3 100
46,747
267,357
(255,385)

$ 58,819
562418




FORTUNE FINANCIAL SERVICES, INC.

STATEMENT OF INCOME

FOR THE YEAR ENDEDR DECEMBER 31, 2001

Revenues:
Commissions
Interest
Other Income

Expenses:
Commissions and Fees
Licenses
Salaries and Related Taxes
Occupancy
Communications
Depreciation
Other Expenses

Net Income

See Notes to Financial Statements

3

$ 499,909
150

34,252
$ 534,311

$ 254,806
12,606
105,201
28,460
5,734
4,655
103,957

$ 515,419

$ 18,892
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FORTUNE FINANCIAL SERVICES, INC.

STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED DECEMBER 31, 2001

INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS

Cash Flows from Operating Activities:

Net Income (Loss)
Adjustments to Reconcile Net Income to Net Cash Provided
by Operating Activities:
Depreciation
Changes in Assets/Liabilities:
(Increase) Decrease in Commissions Receivable
Increase (Decrease) in Accrued Expenses
Increase (Decrease) in Taxes Payable
Increase (Decrease) in Commissions Payable

Total Adjustments

Net Cash Provided by Operating Activities
Cash Flows from Investing Activities:

Purchase of Investments
Purchase of Equipment

Net Cash Used in Investing Activities

Cash Flows from Financing Activities:
Issuance of Common Stock
Distributions to Shareholders

Net Cash Provided by Financing Activities
Net Increase (Decrease) ‘in Cash

Cash at Beginning of Year

Cash at End of Year

See Notes to Financial Statements

5

$ 4,655
5,282

318
(4,769)
@
$ 0
(7,070)

$ 0
(20,000

18,892

5,485

24377

(7,070

(20,000)

(2,693)

25,157

22,464




FORTUNE FINANCIAL SERVICES, INC.
NOTES TC FINANCIAL STATEMENTS

YEAR ENDED DECEMBER 31, 2001

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Organization and Nature of Business

Fortune Financial Services, Inc. (the Company) is a non-introducing broker registered with the
Securities and Exchange Commission (SEC) and is a member of the National Association of
Securities Dealers (NASD). The Company is engaged in the sale of mutual funds and variable
annuities.

Income Taxes

The Company is organized and operated under Subchapter S of the Internal Revenue Code. Asan S
Corporation, the Company is not subject to corporate income tax for federal and state filing

purposes.
Depreciation

Depreciation is provided on a straight-line basis using estimated useful lives.

Statement of Cash Flows

For purposes of the Statement of Cash Flows, the Company has defined cash equivalents as highly
liquid investments, with original maturities of less than ninety days, that are not held for sale in
the ordinary course of business.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect certain reported amounts
and disclosures. Accordingly, actual results could differ from those estimates.

NOTE 2-COMMISSIONS RECEIVABLE

As of December 31, 2001, commissions receivable consisted of revenues due from investment
companies for commissions earned by Company representatives during the month of December
2001. Commissions Receivable - 30 Days Past Due consisted of revenues due from investment
companies for commissions earned by Company representatives for transactions prior to
December 31, 2001.




FORTUNE FINANCIAL SERVICES, INC.
NOTES TO FINANCIAL STATEMENTS

YEAR ENDED DECEMBER 31, 2001

NOTE 3 - NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule
(SEC rule 15¢3-1) which requires the maintenance of minimum net capital, and requires that the
ratio of aggregate indebtedness to net capital shall not exceed certain limits. As of
December 31, 2001, the Company had net capital of $19,116 in excess of its required net capital
of $5,000. The Company’s ratio of aggregate indebtedness to net capital was .19 to 1.

NOTE 4 - STATEMENT OF CHANGES IN SUBORDINATED BORROWINGS

The Company had no subordinated borrowings at any time during the year ended
December 31, 2001, therefore, a Statement of Changes in Liabilities Subordinated to Claims of
Creditors has not been included in these financial statements.

NOTE 5 - SUPPLEMENTARY SCHEDULES REQUIRED UNDER RULE 15¢3-3

The Company claims exemption from rule 15¢3-3 of the Securities and Exchange Commission as a
limited business, engaged in the sale of mutual funds and variable annuities. The Company does
not carry securities accounts for customers or perform custodial functions relating to customer
securities, therefore the following schedules required under rule 15c3-3 of the Securities and
Exchange Commission have not been included in these financial statements: Schedule II -
Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3, Schedule IIT
- Information Relating to Possession or Control Requirements Under Rule 15¢3-3, and Schedule
IV - Schedule of Segregation Requirements and Funds in Segregation for Customers’ Regulated
Commodity Futures and Options Accounts.
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SCHEDULE I
FORTUNE FINANCIAL SERVICES, INC.

COMPUTATION OF NET CAPITAL UNDER RULE 15C3-1
OF THE SECURITIES AND EXCHANGE COMMISSION

AS OF DECEMBER 31, 2001

Net Capital
Total Stockholders' Equity $ 58,819
Deductions and/or Charges:
Non-allowable Assets:

Cash on hand 216
CRD Account 683
NASDAQ Stock 4,600
30 Days Past Due Receivables 19,406
Equipment, Net $ 14,798 §$ 39,703
Net Capital $ 19,116
Aggregate Indebtedness
Accrued Expenses 1,336
Commissions Payable 2,263
Total Aggregate Indebtedness $ 3,599

Computation of Basic Net Capital Requirement
Minimum Net Capital Required:

Company 5,000
Excess Net Capital § 14,116
Excess Net Capitai at 1000% $ 18,756
Ratio: Aggregate Indebtedness to Net Capital ‘ J9to 1

No material difference from the Company's computation exists, therefore a reconciliation
has not been included.

See Notes to Financial Statements
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I Cottrill, Arbutina & Associates, P.C.
l P Certified Public Accountants

Auditor’s Report on Internal Control Structure

Board of Directors
Fortune Financial Services, Inc.
New Brighton, PA 15066

In planning and performing our audit of the financial statements and supplemental schedules of
Fortune Financial Services, Inc. for the year ended December 31, 2001, 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 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 objectives stated in rule 17a-5(g) in making the
periodic computations of aggregate indebtedness (or aggregate debits) and net capital under rule
17a-3(a)(11) and for 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 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 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 SEC’s above-mentioned 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 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 generally accepted accounting
principles. Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the
preceding paragraph.

10
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Because of inherent limitations in any internal control structure or 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 or 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 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 respect 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 use of the Board of Directors, management, the SEC, 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 should not be used for any other purpose.

COTTRILL, ARBUTINA & ASSOCIATES, P.C.
Certified Public Accountants

S A o # o, A

New Brighton PA 15066
February 19, 2002
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