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OATH OR AFFIRMATION

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

ARMA FINANCIAL SERVICES, INC. , as v
of JUNE 30 ,20_02 , 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:

MARICOPA céwwv

w e O

Swn ture

CHATRMAN

Title

I ) Dibehar

Notary Public

This report ** contains (check all applicable boxes):

[ (a) Facing Page.

[ (b) Statement of Financial Condition.

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

(d (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) Compulation of Net Capital.

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

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

3 (55 A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 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.

{2 () An Oath or Affirmation.

(0 (m) A copy of the SIPC Supplemental Report.

[J (n) Areportdescribingany material inadequacies found to exist or found to have existed since the date of the previous audit.

**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

August 22, 2002

Board of Directors
ArMA Financial Services, Inc.
Scottsdale, Arizona

We have audited the accompanying balance sheet of ArMA Financial Services, Inc. (an Arizona
corporation) as of June 30, 2002, and the related statements of earnings, changes in stockholders’
equity, changes in liabilities subordinated to claims of general creditors and cash flows for the year
then ended. The financial statements are the responsibility of 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 state-
ments. 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 ArMA Financial Services, Inc. as of June 30, 2002, and the results of its
operations and cash flows for the year then ended in conformity with accounting principles generally
accepted in the United States of America.

Our audit was made for the purpose of forming an opinion on the financial statements taken as a
whole. The information contained in the supplemental schedules as listed in the table of contents is
supplementary information required by Rule 17a-5 of the Securities Exchange Act of 1934, is
presented for purposes of additional analysis and is not a required part of the financial statements.
Such information has been subjected to the auditing procedures applied in our audit of the 2002
financial statements and, in our opinion, is fairly stated in all material respects in relation to the 2002
financial statements taken as a whole.
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ArMA FINANCIAL SERVICES, INC.

BALANCE SHEET
JUNE 30, 2002

ASSETS

CURRENT ASSETS:
Cash and cash equivalents

Management fees receivable from clearing organization

Commissions due from clearing organization
Guarantee deposit

Total current assets
GOODWILL
INTANGIBLE ASSETS (Note B):
Royalty
Trademark license
Total intangible assets

OTHER ASSETS

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS’ EQUITY

CURRENT LIABILITIES:
Current portion of notes payable (Note C) -
Income taxes payable (Note F)
Deferred tax liability (Note F)

Total current liabilities
NOTES PAYABLE, net of current portion (Note C)
Total liabilities
STOCKHOLDERS’ EQUITY:
Common stock — no par value,
2,000 shares authorized
2,000 shares issued and outstanding
Additional paid in capital
Retained earnings

Total stockholders’ equity

TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY

See notes to financial statements.

$ 460,903
201,098
19,135
25,000
706,136
149,034
145,270
120,475

265,745

3623

$ 1,124,538

$ 42,391
925

79,500
122,816
344,645

467,461

20,000
91,137
545,940

657,077

$ 1,124,538
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ArMA FINANCIAL SERVICES, INC.

STATEMENT OF EARNINGS
YEAR ENDED JUNE 30, 2002

REVENUE:
Commissions
Management fees
Other

Total revenue

EXPENSES:
Amortization
Clearing costs
Communications
interest
Management fees paid to affiliate (Note E)
Other
Quotations and research

Total expenses
EARNINGS BEFORE PROVISION FOR INCOME TAXES
PROVISION FOR INCOME TAXES (Note F)

NET EARNINGS

See notes to financial statements.

% of
Amount Revenue

$ 1,088,544 56.5
827,478 42.5
18,698 1.0
1,944,720 100.0
29,520 1.5
234,894 12.1
4,000 2
36,503 1.9
1,364,247 70.2
25,5653 1.3
23,958 1.2
1,718,675 88.4
226,045 11.6
90,000 4.6

$§ 136,045 7.0
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ArMA FINANCIAL SERVICES, INC.

STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY
YEAR ENDED JUNE 30, 2002

Balance at June 30, 2001
Purchase of common stock
Net earnings

Balance at June 30, 2002

See notes to financial statements.

Additional

Common Stock Paid In Retained
Shares Amount Capital Earnings Total
1,000 $ 10,000 $ 1,137 $409895 $421,032
1,000 10,000 90,000 - 100,000

- - - 136,045 136,045
2.000 20,000 91,137 545940  $ 657,077
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ArMA FINANCIAL SERVICES, INC.

STATEMENT OF CHANGES IN LIABILITIES SUBORDINATED TO
CLAIMS OF GENERAL CREDITORS
YEAR ENDED JUNE 30, 2002

Balance at June 30, 2001
Activity

Balance at June 30, 2002

See notes to financial statements.
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ArMA FINANCIAL SERVICES, INC.

STATEMENT OF CASH FLOWS
YEAR ENDED JUNE 30, 2002

CASH FLOWS FROM OPERATING ACTIVITIES:

Cash received from customers $ 1,923,339
Cash paid for clearing costs (262,852)
Cash paid for management fees and other expenses (1,487,300)
Interest paid (36,503)
Income taxes paid (2,500)

Net cash provided by operating activities 134,184

CASH FLOWS USED IN INVESTING ACTIVITIES:

Purchase of other assets (274)
CASH FLOWS FROM FINANCING ACTIVITIES:
Principal payments on notes payable (39,763)
Proceeds from sale of common stock 10,000
Increase in additional paid in capital 90,000
Net cash provided by financing activities 60,237
NET INCREASE IN CASH AND CASH EQUIVALENTS 194,147
CASH AND CASH EQUIVALENTS, beginning of year 266,756
CASH AND CASH EQUIVALENTS, end of year $ 460,903

RECONCILIATION OF NET EARNINGS TO NET CASH

PROVIDED BY OPERATING ACTIVITIES:
Net earnings $ 136,045
Adjustments to reconcile net earnings to net cash
provided by operating activities:

Amortization of intangible assets 29,520

Increase in deferred income taxes 79,500
(increase) decrease in:

Management fees receivable from clearing organization (19,447)

Commissions due from clearing organization (1,934)

Income taxes receivable 7,075
Increase (decrease) in:

Due to affiliate (97,500)

Income taxes payable 925

NET CASH PROVIDED BY OPERATING ACTIVITIES $ 134184

Non-cash investing and financing activities:

As part of the purchase of the Company from ArMA, Inc., on July 1, 2001, the Company acquired intangible
assets totaling $444,299 and incurred notes payable totaling $426,799 as a resuit of the purchase (see
Notes A, Band C.)

See notes to financial statements. Page 6



ArMA FINANCIAL SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2002

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization

ArMA Financial Services, Inc. (the Company) was incorporated in April 1986 in the State of Arizona. The
Company acts as a securities broker-dealer providing retirement and financial planning. The Company and its

-Affiliate were wholly owned subsidiaries of the Arizona Medical Association, Inc. (ArMA, Inc.) until June 30,

2001. ArMA Membership Benefits, Inc. (the Affiliate) provides the Company with all personnel, office space,
equipment, financial services and administrative services for a management fee which is a mutually agreed
upon amount, and may not represent the cost of obtaining such services from an unrelated entity.

Effective July 1, 2001, the common stock of both the Company and the Affiliate was sold to two officers and of
the Company and the Affiliate for a total purchase price of $75,000. The purchase agreement specifies that
additional amounts will be paid by the Company and the Affiliate over the next ten years to the Arizona Medical
Association, Inc. for continued use of the Company and the Affiliate names.

Use of Estimates in the Preparation of Financial Statements

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 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.

Cash and Cash Equivalents
The Company considers all investment instruments purchased with a maturity of three months or less to be

cash equivalents.

The Company, in the normal course of business, maintains checking and savings account balances in excess of
the $100,000 Federal Deposit Insurance Corporation's insurance limit.

Management Fees and Commissions Receivable From Clearing Organization

Management believes that all management fees and commissions receivabie from the clearing organization at
June 30, 2002 are collectible.

Guarantee Deposit

Regulatory guidelines require that the Company maintain a guarantee deposit with the Company's clearing
organization.

Goodwill and Intangible Assets

As part of the purchase of ArMA Financial Services, Inc. from ArMA, Inc. at July 1, 2002, the Company acquired
intangible assets of $295,265. Of that amount, $161,410 was assigned to royalties, which is being amortized on
the straight-line method over the estimated useful life of ten years. The remaining balance of acquired intangible
assets has been assigned to trademark license fees, which is being amortized on the straight-line method over
the estimated useful life of ten years. Acquired goodwill of $149,034 is not subject to amortization in accordance
with SFAS 142. (See discussion below regarding recently issued accounting standards.)
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ArMA FINANCIAL SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2002

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Fair Value of Financial Instruments

The Company adopted SFAS No. 107, Disclosure about Fair Value of Financial Instruments which requires the
disclosure of the fair value of off-and-on-balance sheet financial instruments. The following table summarizes
the carrying amounts and estimated fair values of the Company's financial instruments for which it is practicable
to estimate that value as of June 30, 2002.

Carrying Estimated
Amount Fair Value
Cash and cash equivalents $ 481,353 $ 481,353
Management fees receivable from clearing organization 201,098 201,098
Commissions due from clearing organization 19,135 19,135

The carrying amount is assumed to approximate fair value because of the short maturities of those instruments.

Commissions

Securities transactions and related commissions income and expenses are recorded on a settlement date basis.
Payment of commissions to the Company is subject to commission income received. Commissions expenses
are included in management fees paid to the Affiliate.

Management Fees

The Company provides an option whereby customers can pay a fixed fee ranging from three quarters of one
percent to two percent of their assets under management per annum paid quarterly in arrears with no
commission depending on the type and size of the portfolio.

Income Taxes

Income taxes are provided for the tax effects of transactions reported in the financial statements and consist of
taxes currently due plus deferred taxes related primarily to differences between the recognition of commissions
income for tax purposes and the basis of intangible assets and goodwill for financial and income tax reporting.
The deferred tax assets and liabilities represent the future tax return consequences of those differences, which
will either be taxable or deductible when the assets and liabilities are recovered or settled. Deferred taxes also
are recognized for operating losses that are available to offset future taxable income and tax credits that are
available to offset future federal income taxes.

Comprehensive Income

During 1998, the Financial Accounting Standards Board issued SFAS No. 130, Reporting Comprehensive
Income which requires the reporting of comprehensive income in addition to net income from operations.
Comprehensive income is a more inciusive financial reporting methodology that includes disclosure of certain
financial information that historically has not been recognized in the calculation of net income. At June 30, 2002,
the Company had no comprehensive income.

Recently Issued Accounting Standards

In July 2001, the Financial Accounting Standards Board issued Statement of Financial Accounting Standards
No. 142, Goodwill and Other Intangible Assets (SFAS 142). In October 2001, it also issued Statement of
Financial Accounting Standards No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets
(SFAS 144).

Page 8
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ArMA FINANCIAL SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2002

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Recently Issued Accounting Standards (Continued)

SFAS 142 addresses the financial accounting and reporting for acquired goodwill and other intangible assets.
Under the new rules, the Company is no longer allowed to amortize goodwill and other intangible assets with
indefinite lives, but will be subject to periodic testing for impairment. SFAS 142 supercedes APB Opinion No. 17,
Intangible Assets.

The Company has adopted the provisions of SFAS 142 as permitted for companies with a fiscal year beginning
after March 15, 2001. Management believes that there has been no impairment in the valuation of the
Company's goodwill or intangible assets. Management also believes that the current estimate of the useful lives
of the other intangible assets is reasonable and valid.

SFAS 144 establishes a single accounting model for the impairment or disposal of long-lived assets. SFAS 144
supersedes Statement of Financial Accounting Standards No. 121, Accounting for the Impairment of Long-Lived
Assets and for Long-Lived Assets to be Disposed of (SFAS 121), and APB Opinion No. 30, Reporting the
Results of Operations — Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary,
Unusual and Infrequently Occurring Events and Transactions. The provisions of SFAS 144 are effective in fiscal
years beginning after December 15, 2001, with early adoption permitted and in general are to be applied
prospectively. The Company plans to adopt SFAS 144 effective July 1, 2002, and is evaluating the effect such
adoption will have on its resuits of operations and financial position.

NOTE B - INTANGIBLE ASSETS
Following is a summary of intangible assets at the year ended June 30, 2002:

Intangible assets subject to amortization:

Royaity ~ $ 161,410
Trademark license 133,855
295,265

Less: accumulated amortization (29,520)
Net intangible assets $ 265,745

Amortization expense was $29,520 for the year ended June 30, 2002, and is included in expenses in the
accompanying financial statements.

NOTE C ~ NOTES PAYABLE
Notes payable consist of the following:

Note payable to ArMA, Inc.; original amount of $131,534; payable in quarterly
installments of $7,500 to $8,800, including imputed interest at 9.0%, through
September 2006; unsecured. $ 107,705

Note payable to ArMA, Inc.; original amount of $161,410; payable in quarterly
installments of $2,500 to $6,250, including imputed interest at 9.0%, through
June 2011; unsecured. 164,739

Page 9



ArMA FINANCIAL SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2002

NOTE C - NOTES PAYABLE (CONTINUED)

Note payable to ArMA, Inc.; original amount of $133,855; payabie in quarterly
installments of $2,500 to $6,250, including imputed interest at 8.0%, through
June 2011; unsecured. 124,592

387,036
Less: current portion (42,391)

Total notes payable $ 344,645

The aggregate principal payments due on notes payable are as follows:

Year Ending
June 30
2003 $ 42,391
2004 45,266
2005 48,409
2006 51,847
2007 33,003
Thereafter 166,120

$ 387,03
NOTE D - NET CAPITAL REQUIREMENTS

The Company is subject to the Securities Exchange Act of 1934 (the Act) uniform net capital rule, which
requires the maintenance of minimum net capital (as defined) and requires that the ratio of aggregate
indebtedness to net capital not exceed 15 to 1. At June 30, 2002, the Company had a net capital of $108,339,
which was $82,475 in excess of its required net capital. At June 30, 2002, the Company's aggregate
indebtedness to net capital was 3.58 to 1.

NOTE E — RELATED PARTY TRANSACTIONS
Management fees paid to ArMA Membership Benefits, inc. were $1,364,247 for the year ended June 30, 2002.
NOTE F - INCOME TAXES

Deferred taxes in the accompanying balance sheet includes the following amounts of deferred tax asset and
liability:

Federal State Total
Deferred short-term tax asset $ -9 - $ -
Deferred short-term tax liability 64,700 14,800 79,500
Net short-term deferred tax liability 64,700 14,800 79,500
Deferred long-term tax asset - - -
Deferred long-term tax liability - - -
Net long-term deferred tax liability - - -
Net deferred tax liability $ 64,700 §$ 14,800 $ 79,500
Page 10



ArMA FINANCIAL SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2002

NOTE F - INCOME TAXES (CONTINUED)

The deferred tax liability results primarily from the amortization of goodwill for tax purposes, the use of
accelerated methods of amortization of intangibles for financial statement purposes and the use of the cash
basis for tax purposes.

The components of income tax expense related to continuing aperations are as follows:

Federal:
Current $ 8,400
Deferred 64,700
73,100
State:
Current 2,100
Deferred 14,800
16,900
Total $ 90,000

The effective combined federal and state tax rate of 40% for the year ended June 30, 2002, differs from the
combined statutory rate of 43% principally because of the deductibility of state taxes.

NOTE G - CONTINGENCIES

The Company is exempt from the provisions of Rule 15¢3-3 of the Act under Section (K)(2)(B) as it clears all
transactions with and for customers on a fully disclosed basis with a clearing broker, and promptly transmits all
customer funds and securities to the ciearing broker which maintains all of the accounts of such customers and
preserves all required and customary records. The Company remains contingently liable for losses which might
be incurred on these accounts.
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ArMA FINANCIAL SERVICES, INC.

COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1
JUNE 30, 2002

(1) 2)
Total assets $ 1,124,538  $ 930,514
Less: total liabilities (net of deferred tax liability) 387,961 387,035
Net worth 736,577 543,479
Add: subordinated loans - -
Adjusted net worth 736,577 543,479
Less: nonallowable assets 619,177 425,154
Current capital 117,400 118,325
Less: haircuts 9,061 9,061
Net capital 108,339 109,264
Less: required capital 25,864 25,802
Excess capital § 82475 § 83,462
Aggregate indebtedness $ 387,961 $ 387,035
Aggregate indebtedness to net capital 3.58 to 1 3.54 to 1

(1) Computation per the accompanying audited financial statements.

(2) Computation as filed in the unaudited June 30, 2002, Form X-17A-5, Part lIA.

Material differences between the computations in Columns (1) and (2) relate to additional assets and liabilities
and other matters in the accompanying audited financial statements at June 30, 2002, which have not been

reflected in the unaudited June 30, 2002, Form X-17A-5, Part lIA.
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ArMA FINANCIAL SERVICES, INC.

INFORMATION RELATING TO THE POSSESSION OR
CONTROL REQUIREMENTS UNDER RULE 15¢3-3
JUNE 30, 2002

The Company operates pursuant to the (K)(2)(B) exemption of the Act Rule 15¢3-3 and does not hold
customer funds or securities. Therefore, it is exempt from the reserve formula calculations and
possession and control computations.
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REPORT OF INDEPENDENT AUDITORS' ON
INTERNAL ACCOUNTING CONTROL

August 22, 2002

Board of Directors
ArMA Financial Services, Inc.
Scottsdale, Arizona

In planning and performing our audit of the financial statements and supplemental schedules of ArMA
Financial Services, Inc. (the Company) for the year ended June 30, 2002, 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 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 (including tests of compliance with such practices and
procedures) followed by the Company that we considered relevant to the objective 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. Because the
Comipany does not carry security accounts for customers or perform custodial functions relating to
customer securities, we did not review the practices and procedures followed by the Company (1) in
making the quarterly securities examinations, counts, verifications and comparisons, (2) the
recordation of differences required by Rule 17a-13 or (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 controls 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 by the United States of America. Rule 17a-5(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 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 the
specific internal control elements 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 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 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 June 30, 2002, to meet the SEC’s objectives.

This report is intended for the use of management, the Board of Directors, 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 is not intended to be and should not be used by
anyone other than these specified parties.
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