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OATH OR AFFIRMATION

1, Michelle M. Schoeffel
best of my knowledge and belief the accompanying financial statement and supporting sche
Pacific American Securities, LLC

; , 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 soley as that of
a customer, except as follows:

, swear (or affirm) that, to the
dules pertaining to the firm of

Ml A )/
7 Signatu/”

President / Chief Executive Officer

/\E\ﬁuﬂh) )Y) {lonm 0/)/0/6‘)\_) e

Notary Public

DAWNA M, HERMANSON
Commission # 1251933 LS
Notary Public - Califomia

This report** contains (check all applicable boxes): San Biego County 1
(a) Facing page. ‘ Jon29. 2004 8
Ed| §b) Statement of Financial Condition. Dt
¢) Statement of Income (Loss).

X (d) Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockholders' Equity or Partners' or Sole Proprietor's Capital.

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

X (g) Computation of Net Capital

X §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.

O

(j) 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 Oath or Affirmation,
(m) A copy of the SIPC Supplemental Report.
(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

B

O0OM

**For conditions of confidential treatment of certain portions of this fling, see section 240.17a-5(e)(3).




PACIFIC AMERICAN SECURITIES, LLC
Audited Financial Statements
December 31, 2001 and 2000
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INDEPENDENT AUDITOR'S REPORT

The Board of Directors
Pacific American Securities, LLC
San Diego, California

We have audited the accompanying statements of financial condition of Pacific American
Securities, LLC as of December 31, 2001 and 2000, and the related statements of operations, changes
in member’s equity, and cash flows for the years 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 audits.

We conducted our audits in accordance with U.S. 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 that our audits provide 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 Pacific American Securities, LLC as of December 31, 2001 and 2000, and the
results of its operations and its cash flows for the years then ended in conformity with U.S. generally
accepted accounting principles.

Our audits were conducted for the purpose of forming an opinion on the basic financial statements
taken as whole. The information contained in Schedules I, IT and III 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 Exchange Act of 1934. Such information has been
subjected to the auditing procedures applied in the audits 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.

MJM«G@W

San Diego, California
February 15, 2002, except for Note L, as to
which the date is February 26, 2002




PACIFIC AMERICAN SECURITIES, LLC

Statements of Financial Condition
December 31, 2001 and 2000

...ASSETS...

Current Assets:
Cash and cash equivalents
Receivable from brokers and dealers
Interest receivable
Marketable securities
Prepaid expenses
Other receivables

Total current assets

Fixed Assets:
Furniture and equipment (net)

Total fixed assets
Other Assets:
Clearing deposit
Goodwill (net)
Other asset

Total other assets

Total assets

...LIABILITIES AND MEMBER’S EQUITY...

Current Liabilities:
Accounts payable and accrued expenses
Payable to broker-dealers and clearing organizations
Income tax payable
Total current liabilities

Member’s equity

Total liabilities and member’s equity

The accompanying notes are an integral part of these financial statements.

-1-

2001 _ 2000
$ 2,042,580 $ 3,006,928
775,789 1,215,767

841 3,286

388,217 311,957
103,085 112,838
85,989 28.056
3,396,501 4,678,832
47.531 90.897
47.531 90.897
100,000 100,000
415,455 452,384
47.390 75.670
562.845 628,054

S 4,006,877 $ 5.397.783
$ 799,452 $ 1,272,552
254,255 466,393
11,790 10,200
1,065,497 1,749,145
2.941.380 3.648.638

$ 4.006,877 $ 5397.783




PACIFIC AMERICAN SECURITIES, LLC

Statements of Operations

Years Ended December 31, 2001 and 2000

Revenue:

Commissions and fees
Other

Total revenue

Expense:

Commissions

Floor brokerage, exchange, and clearing fees
Employee compensation and benefits

Selling expenses

Communications

Occupancy and equipment expenses
Professional services

Other expenses

Total expenses

Income from operations

Other (income) expense:

Interest income

Interest expense

Dividend income

(Gain) loss on investments
Foreign currency translation

Loss on disposal of assets
Depreciation and amortization
Litigation and settlement expenses

Total other (income) expense

Income (loss) before provision for income taxes

Provision for income taxes

Net income (loss)

The accompanying notes are an integral part of these financial statements.

-2-

2001 2000
$11,661,584 $ 23,309,983
50.778 42,119
11.712.362 23.352.102
3,560,212 6,942,995
2,423,576 5,567,030
1,809,668 2,700,985
2,828,359 3,630,088
246,045 488,936
72,671 70,349
19,677 17,614
369,671 639.185
11.329.879 20,108,082
382,483 3,244,020
(133,198) (150,814)
12,544 20,518
-0- (19,740)

176,638 81,772

59 3,332

-0- 3,033

82,641 89,594
373.170 -0-
511.854 27.695
(129,371) 3,216,325
6.462 10.200

$ (135.833) 3 3,206,125




Balance at beginning of year
Net income (loss)
Distributions to member
Member’s capital contributions

Balance at end of year

The accompanying notes are an integral part of these financial statements.

PACIFIC AMERICAN SECURITIES, LLC
Statements of Changes in Member’s Equity
Years Ended December 31, 2001 and 2000

93
-3 -

2001

$ 3,648,638
(135,833)
(1,245,000)
673.575

———

$ 2941380

S a3~ o

2000

$ 2.553,055
3,206,125
(4,110,542)
2,000,000

—_——

$ 3,648,638




PACIFIC AMERICAN SECURITIES, LLC

Statements of Cash Flows

Years Ended December 31, 2001 and 2000

Cash flows from operating activities:
Net income (loss)

Adjustments to reconcile net income (loss) to
net cash provided by (used in) operating activities:
Amortization
Depreciation
Loss on disposal of assets
Decrease in receivable from brokers and dealers
(Increase) decrease in marketable securities
Decrease in interest receivable
(Increase) decrease in prepaid expenses
Increase in other receivables
(Increase) decrease in other asset
Increase (decrease) in accounts payable and

accrued expenses

Increase in income tax payable

Total adjustments
Net cash provided by (used in) operating activities
Cash flows from investing activities:
Purchase of equipment

Sale of equipment

Net cash used in investing activities

The accompanying notes are an integral part of these financial statements.
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2001 2000

$  (135.833) $ 3.206.125
36,929 36,929
45,712 52,665

-0- 3,033

439,978 859,393
309,740 (162,595)
2,445 9,033
9,753 (39,339)
(57,933) (28,056)
28,280 (75,670)
(685,238) 14,006
1,590 2,200
131,256 671,599
(4,577) 3.877.724
(2,346) (32,010)

-0- 300

(2.346) (31.710)




PACIFIC AMERICAN SECURITIES, LLC
Statements of Cash Flows
(Continued)

Years Ended December 31, 2001 and 2000

2001 2000
Cash flows from financing activities:
Member’s capital contributions 287.575 2,000,000
Distributions to member (1.245.000) (4.110.542)
Net cash used in financing activities (957.425) (2,110,542)
Net increase (decrease) in cash and cash equivalents (964,348) 1,735,472
Cash and cash equivalents at beginning of year 3,006,928 1,271,456
Cash and cash equivalents at end of year $ 2042580 $ 3.,006928
Supplemental cash flows disclosures:
Income tax payments $ 10,177 § 4,200
Interest payments $ 12,544 $ 20,518
Marketable securities contributed by member $ 386,000 $ -0-

The accompanying notes are an integral part of these financial statements.
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Note A:

Note B:

PACIFIC AMERICAN SECURITIES, LLC
Notes to the Financial Statements
December 31, 2001 and 2000

ORGANIZATION AND NATURE OF ACTIVITIES

The Company was formed as a Limited Liability Company in the State of California on
February 19, 1997 (subsequently changed to a Delaware Limited Liability Corporation on
April 1, 1999), to operate as a registered broker-dealer with the Securities and Exchange
Commission (SEC) and is a member of the National Association of Securities Dealers, Inc.
(NASD). The Company operates seven branches, four branches in California, two branches
in New York and one branch in Ohio. The Company’s primary source of revenue is providing
brokerage services to customers, who are predominately institutional investors. All trades are
executed and settled by clearing brokers. The Company, as of December 31, 2001 and 2000,
is a wholly-owned subsidiary of Pacific American Services Group, LLC (Parent). The broker-
dealer which acts as the clearing broker for substantially all trades owns 4.5% of the Parent.

SIGNIFICANT ACCOUNTING POLICIES

Revenue Recognition

The Company recognizes income and expense on the accrual basis for financial and income
tax reporting purposes.

Commissions and related clearing expenses are recorded on a settlement date basis.

Securities Transactions

Profit and loss arising from all securities transactions entered into for the account and risk of
the Company are recorded on a trade date basis. Customers’ securities transactions are
reported on a settlement date basis with related commission income and expenses reported on
a settlement date basis.

Marketable securities are considered trading securities and are valued at market value.
Estimates

Management uses estimates and assumptions in preparing financial statements in accordance
with the accrual basis of accounting. Those estimates and assumptions affect the reported

amounts of assets and liabilities and the reported revenues and expenses. Actual results could
vary from those estimates.




Note B:

PACIFIC AMERICAN SECURITIES, LLC
Notes to the Financial Statements
December 31, 2001 and 2000
(Continued)

SIGNIFICANT ACCOUNTING POLICIES (continued)

Receivables from Broker-Dealers

All accounts receivable are unsecured, current and have been determined to be fully collectible
by management. No adjustment or allowance has been included in the financial statements for
uncollectible accounts receivable.

Property and Equipment

Property and equipment are carried at cost. Depreciation is computed using the straight line
method over the estimated useful lives of three to ten years.

Goodwill
Goodwill 1s amortized over a 15-year estimated life.

Customer Transactions

The Company does not hold inventory for customers. Securities transactions, other than
mutual fund transactions, are cleared through another broker-dealer on a fully disclosed basis.

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.

Marketable Securities

Marketable securities include the Company investment in various debt and equity securities
at fair market value. Classification is current based on the Company’s intent to hold or sell the
securities within one year.

Facility Cost

The Company is provided its offices, at no cost, by Pacific American Services Group, LLC
(Parent).




Note B:

Note C:

Note D:

Note E:

PACIFIC AMERICAN SECURITIES, LLC
Notes to the Financial Statements
December 31, 2001 and 2000
(Continued)

SIGNIFICANT ACCOUNTING POLICIES (continued)

Soft Dollar Arrangements

The Company provides research to certain customers pursuant to soft-dollar arrangements.
The value of the research to be provided is based on a percentage of commission income
received from the customer. The research is typically purchased by the Company from third
parties. A liability is recorded for research due to customers based on commission income
received.

Reclassifications

Certain balances for 2000 have been reclassified to enhance comparability.

CASH

The Company maintains its cash balances at banks and financial institutions. The balances are
insured by the Federal Deposit Insurance Corporation and the Securities Investors Protection
Corporation up to $100,000 and $500,000, respectively. In addition, the Company’s account
with a financial institution is fully insured by the institution up to the net equity of the account.
As of December 31, 2001 and 2000 cash balances in excess of insured balances totaled
$1,686,124 and $1,905,474, respectively.

MARKETABLE SECURITIES

At December 31, 2001 and 2000, the Company included in its marketable securities the net
amount of long and short positions in fully disclosed trading accounts. This net amount totals
$(43,998) and $50,184, respectively.

In 2001, the Company included in net income a realized loss of $78,500 and an unrealized loss
of $98,138. In 2000, the Company included in net income a realized gain of $93,745 and an
unrealized loss of $175,517.

NET CAPITAL

Pursuant to the net capital provisions of the Securities Exchange Act of 1934, the Company
is required to maintain a minimum net capital as defined under such provisions (SEC Rule
15¢3-1). Net capital and the related net capital ratio may fluctuate on a daily basis. At
December 31, 2001, the Company had net capital requirements of $100,000 and net capital
of $2,022,110. At December 31, 2000, the Company had net capital requirements of
$116,610 and net capital of $2,677,948.




Note F:

Note G:

Note H:

Note I

PACIFIC AMERICAN SECURITIES, LLC
Notes to the Financial Statements
December 31, 2001 and 2000
(Continued)

K(2)(ii) EXEMPTION

The Company relied on Section K(2)(ii) of the Securities and Exchange Commission Rule
15¢3-3 to exempt them from the provisions of the rule.

FURNITURE AND EQUIPMENT

2001 2000
Equipment $ 119,163 $ 116,817
Furniture 50,424 50,424
Total fixed assets 169,587 167,241
Less accumulated depreciation (122.056) (76.344)
Net fixed assets $ 47531 $ 90897

INCOME TAX PROVISION

The Company files its own federal, state and local tax returns. Due to the nature of a limited
liability Company, the member is taxed directly on the profits and losses of the Company. The
Company is liable for the minimum state tax and a Limited Liability Company franchise fee.

At December 31, 2001 and 2000, the Company made an appropriate State Income Tax
provision for minimum state tax and Limited Liability Company Franchise fees:

2001 2000
Income tax provision $ 12,600 $ 10,200
Over accrual in prior year tax provision (6.138) -0-
Income tax expense $ 6462 $ 10,200

CONCENTRATIONS OF CREDIT RISK

The Company is engaged in various trading and brokerage activities in which counterparties
primarily include broker-dealers, banks, and other financial institutions. In the event
counterparties do not fulfill their obligations, the Company may be exposed to risk. The risk
of default depends on the creditworthiness of the counterparty or issuer of the instrument. It
is the Company’s policy to review, as necessary, the credit standing of each counterparty.




Note J:

Note K:

PACIFIC AMERICAN SECURITIES, LLC
Notes to the Financial Statements
December 31, 2001 and 2000
(Continued)

RETIREMENT PLAN

The Company maintains a 401(k) Plan for substantially all employees who have completed
three months of services. The Company did not make contributions for the years ended
December 31, 2001 and 2000.

PURCHASE OF ASSETS

During June 1999 Pacific American Services Group, LLC (PASG) acquired the assets and
assumed the liabilities of another Broker-Dealer. PASG contributed the operating assets
totaling $1,900,686 and liabilities totaling $1,591,344 of the acquired Broker-Dealer to the
Company.

Related to the acquisition, Pacific American Securities, LLC entered into an employment
agreement with the previous owner of the assets acquired. PASG assumed the termination
liability provision of the employment contract. At December 31, 1999, PASG had recorded
a termination liability of $778,512 and a corresponding increase to purchased goodwill.

At December 31, 2000, PASG had recorded termination liability of $874,887. The $96,375
increase in the termination liability from 1999 was recorded as a corresponding increase to
purchased goodwill.

PASG had agreed to pay the previous owner $3,000,000 in quarterly installments of $150,000
without interest. The payments were limited to a specified percentage of the adjusted earnings
of the Company as defined in the agreement. If quarterly adjusted earnings are not adequate
under the agreement, the $150,000 installment would have been reduced accordingly and any
difference would not rollover to the next quarter. Furthermore, the obligation of PASG to
make such payments ceased when the previous owner was terminated with cause. PASG
accounted for the payments as additional contingent consideration for the acquisition. At
December 31, 1999, PASG had paid $150,000 of the additional contingent consideration and
recorded a corresponding increase to purchased goodwill.

During the year ended December 31, 2000, PASG paid $348,500 of additional contingent
consideration and recorded a corresponding increase to purchased goodwill.

PASG relied on cash distributions from the Company to fulfill its obligations to the previous

owner under the termination liability provision of the employment contract and the $3,000,000
contingent consideration agreement.

-10 -




Note K

Note L:

PACIFIC AMERICAN SECURITIES, LLC
Notes to the Financial Statements
December 31, 2001 and 2000
(Continued)

PURCHASE OF ASSETS (continued)

The Company did not record a liability for these obligations of PASG. Any cash distributions
to PASG were recorded as a reduction of member’s equity when they were paid.

Effective December 12, 2000, the previous owner was terminated for cause by the Company.
On January 8, 2001 PASG, collectively, filed a Statement of Claim against Sencan (previous
owner) for various causes. On April 25, 2001, Sencan filed a Statement of Counterclaims and
Third Party Claims against PASG. On October 12, 2001, both parties signed a Stipulation of
Dismissal of Arbitration with Prejudice regarding both claims. PASG under this Stipulation
returned $350,000 in net capital to Sencan. Sencan under the agreement paid to PASG
$673,575 in cash and common stocks. Sencan returned to the Company his and another
member’s common equity membership units in PASG which represented 3% of the
outstanding equity units and had a book value of approximately $140,000. Sencan also
released all claims to unpaid commissions, salary, and payments under the employment
contract and the original purchase agreement.

LITIGATION

In February 2001 the Company filed a suit against two former brokers, and other defendants,
who were terminated for cause in January 2001. The action states, among other things, unfair
business practices, misappropriation, fraud and other torts. The Company settled this matter
in February 2002.

In April 2001, a customer filed a Statement of Claim against the Company with the NASD.
The action states, among other items, negligence and breach of fiduciary duties and seeks
compensatory and punitive damages. The Company has asserted numerous affirmative
defenses and intends to vigorously defend this matter.

In January 2002, a customer filed a Statement of claim against the Company with the NASD.

The action states, among other items, negligence and breach of fiduciary duties and seeks
compensatory and punitive damages. The Company intends to vigorously defend this matter.
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SUPPLEMENTAL SCHEDULES



PACIFIC AMERICAN SECURITIES, LLC
Computation of Net Capital and Aggregate Indebtedness
December 31, 2001 and 2000

Schedule
2001
Equity at December 31 $ 2941380
Less non-allowable assets:
Petty cash 1,100
Other 3,300
Furniture and equipment (net of depreciation) 47,531
Prepaid expenses and deposits 350,939
Goodwill (net of amortization) 415455
Total non-allowable assets 818.325
Net capital before hair cuts 2,123,055
Hair cuts 100,945
Net capital 2,022,110
Total liabilities 1,065,497
Aggregate indebtedness 1,065.497
Net capital required 100,000
Minimum net capital required
(6 %%, of aggregated indebtedness) 71,033
Minimum dollar requirement 100,000
Net capital requirement (greater of the two) 100,000
Excess net capital @ 1000% (net capital, less 10%
of aggregate indebtedness) $ 1,915,560

2000

$ 3,648,638

A A AELE_L R~

1,100
3,300
90,897
316,564
452,384

——

864,245

B . SRy

2,784,393
106.445

———— e

2,677.948

—_— e =

1,749,145

— D

1,749,145

— e e e

100,000

116,610

100,000

—— e

116,610

$ 2,503,033

—— A




PACIFIC AMERICAN SECURITIES, LLC
Reconciliation of Net Capital Computation with Focus II

December 31, 2001 and 2000

Net capital per December 31, Focus II Report

Schedule I1

Increase (decrease) in income due to audit adjustments

Increase (decrease) in income due to reporting error

(Increase) decrease in hair cuts undue concentration

Net capital December 31

.13 -

2001
$ 2,037,917
(15,574)
-0-
(233)

$ 2022110

2000
$ 2,786,578
(108,630)
-0-
-0-

$ 2,677,948




)

PACIFIC AMERICAN SECURITIES, LLC
Computation for Determination of Reserve Requirements
and Information Relating to the Possession and Control
Requirements under Rule 15C3-3
December 31, 2001 and 2000

Schedule III

Pacific American Securities, LLC relies on Section K(2)(ii) of the Securities and Exchange Rule 15¢3-3
to exempt them from the provisions of these rules.
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Board of Directors
Pacific American Securities, LLC
San Diego, California

In planning and performing our audit of the financial statements of Pacific American
Securities, LLC (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 internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities Exchange Act of 1934, 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 provision 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 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
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disposition and that transactions are executed in accordance with management's authorization and
recorded properly to permit preparation of financial statements in accordance with U.S. generally
accepted accounting principles. Rule 17a-5(g) lists additional objectives of the practices and
procedures listed in the preceding paragraph.

Because of inherent limitations in internal control 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 the 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 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 the 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 December 31, 2001, to meet the SEC’s
objectives.

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

it Jodhn « Cironie

San Diego, California
February 15, 2002
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