o e

OMB APPROVAL

UNITED STATES OMB Number: 3035-0123
SECURITIES AND EXCHANGE COMMISSION E‘“?"‘-';;f:gﬁ:::; 30, 1898
Washington, D.C. 20549 Estima

hours per response . . . 12.00

m ANNUAL AUDITED REPORT e

PART lil .
02022784 N

A

FACING PAGE R
Information Required of Brokers and Dealers /?; i
2

10’ Section ﬂ@o{ the
Securities Exchange Act of 1934 and Ru1<1<7\-jsmj~hu§r@ugesﬁ N

2)

N

/3{/02

NDING _£5s
g Wﬁ MM/DD/YY

A. REGISTRANT IDENTIFICATION ~

 6/1/0L
REPORT FOR THE PERIOD BEGINNING
MM/DD/YY

NAME OF BROKER-DEALER: Hoefer & Arnett, Incorporated

OFFICIAL USE ONLY

FIRM ID. NO.
ADDRESS OF PRINCIPAL PLACE OF BUSINESS: (Do not use P.O. Box No.)
353 Sacramento Street, Suite L00O

(No. and Street)
San Francisco, Ca 9411l

(Caty) (State) (Zp Code)

NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT
Bob L. Arnett (415) 362-7LLL

(Area Code — Tekephone No.j |

B. ACCOUNTANT IDENTIFICATION
INDEPENDENT PUBLIC ACCOUNTANT whose opiruon 15 contained in this Report®
Shipp, William weldon

tame —

A v Tma.  PIO1E K. U3, muddie agme

L964 Mountaln Blvd., Sulite 199, Cakland,Cag4éll

(Catvy

1Adaress -

{Sute)

CHECK ONE: PROCESSED

Cenu:fied Publiz Accountant

; Publii Aczcountant AUG ! 5 2002

Accountan: not residen: in Unuted States or any of its possessions.

THOMSON P

LADLENS

fd TN At
OB OFFICIAL USE ONLY VIRAINUIAL

Zip Code)

Ik

*Claims for exempuion from the requiremen! tha! the onnual report be covered by the optmion of an independent public accountant
must be supporied by a siatement of facts and arcumsiances reiied on as the basts for the exempuion. See section 240.17a-5(e)(2).

SEC 1410 (3-91) Jlotential presons who are to respond to

¢ collection of information

contained 1o this form are not required 1o Yespood usiess the form displags

» currentiy valid (I T control number.



OATH OR AFFIRMATION

Bob L. Arnett
I, swear (or affirm) that, to the

best of my knowiedge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Hoefer & Arnett, Inc.

as of

May 3L 13002 are true and correct. I further swear (or affirm) that neither the company
nor any partner, proprietor, princpal officer or director has any proprietary interest in any account classified soley as that of
a customer, except as follows:

A e _

Chairman

Title

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

X (a) Facing page.

X (b) Statement of Financial Condition.

X (c) Statement of Income (Loss).

X (d) Statement of Changes in Finanaal Condiuon.

X (e) Statement of Changes 1n Stockholders” Equity or Partners’ or Sole Proprietor’s Capital.
X (f) Statement of Changes in Liabiliues Subordinated to Claims of Creditors.

X (g) Compuiation of Net Capial

— (hy Computauon for Determunauon of Reserve Requirements Pursuant to Rule 15¢3-3.

X (1 Information Relaung to the Possession or control Requirements Under Rule 15c3-3.

X (3) A Reconaliation. including appropnate explanation. of the Computauon of Net Capital Under Rule 15¢3-1 and the

Computauon for Determrunauon of the Reserve Requirements Under Exhubit A of Rule 15¢3-3.

(k) A Reconcibation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
sobdanion

(h An Qath o Affirmation

{m)A copr of the SIPC Supplemenia! Repor

(ni A repont descmbing any matenal inadequaci= found to ewust or found to have existed since the date of the previous audit.

(RG]

**For condinons of confidenual! treaimen: of certair portions of this filing, see section 240.17a-5(e)(3).



WILLIAM WELDON SHIPP
CERTIFIED PUBLIC ACCOUNTANT

DALLAS YOUNG BUILDING
1964 MOUNTAIN BOULEVARD, SUITE 199
OAKLAND. CA 94611

{510) 339-8955

Independent Auditor’s Report

Board of Directors
Hoefer and Arnett, Inc.

I have audited the accompanying statement of financial condition of Hoefer and Amett,
Inc. as of May 31, 2002, and the related statements of income, changes in stockholders’ equity,
changes in liabilities subordinated to claims of general creditors, and cash flows for the year then
ended. These financial statements are the responsibility of the Company’s management. My
responsibility is to express an opinion on these financial statements based on my audit.

I conducted my audit in accordance with auditing standards generally accepted in the
United States of America. Those standards require that I plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material missstatement.
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. I believe that my audit provides a reasonable basis for my opinion.

In my opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of Hoefer and Arnett, Inc. as of May 31, 2002, and the results of
their operations and their cash flows for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

My examination was made for the purpose of forming an opinion on the basic financial
statements, taken as a whole. The information contained in Schedule I-IV is presented for 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 audit of the basic financial statements and, in my opinion, 1s fairly
stated in all material respects in relation to the basic financial statements taken as a whole.

wMWM

July 26, 2002




HOEFER & ARNETT, INC.

STATEMENT OF FINANCIAL CONDITION

Assets

Cash

Accounts receivable

Commissions receivable

Receivable from clearing
organization

Inventory of securities,
at market (Note 1)

Prepaid expenses and other

Furniture, equipment & leasehold
Improvements at cost $400,498
Net of accumulated
Depreciation of $293,500

(Note 1)

Total Assets
Liabilities

Accounts payable
401k profit sharing plan payable
(Note 5)
Securities sold, not purchased,
At market (Note 1)
Income taxes payable (Notes1 & 4)
Liability Subordinated to Claims
Of General Creditors (Note 6)
Total Liabilities

Stockholders’ Equity

Common Stock, no par value:
Authorized 100,00 shares,
Issued 1913 shares

Retained Earnings

Total Stockholders’ Equity

Total Liabilities and
Stockholders’ Equity

May 31, 2002

$ 142311
346,903
431,030

1,226,169

1,571,277
168,089

106,998

$3.992.777

$1,619,167
72,426

200,502
10,979

880,000
$2,783,074

§ 519,960
689,743
$1,209,703

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




Revenues

Commission income
Investment & trading income
Financial consulting
Investment banking

Mutual funds

Syndication income & fees
Dividends & Interest

Other

Total Revenues

Exgenses

Employee compensation
Payroll taxes

Employee benefits
Securities clearance

Interest Expense
Regulatory fees & expenses
Communication expenses
Occupancy expenses (Note 2)
Depreciation (Note 1)
Travel & Entertainment
Promotional expenses
Professional services
Miscellaneous

Other expense — legal settlement

Total Expenses

HOEFER & ARNETT, INC.
STATEMENT OF INCOME
For Year Ended May 31, 2002

Income <loss> before income taxes

Income taxes
Net Income <loss>

Earnings per share

$3,965,069
2,309,858
2,683,006
743,480
14,711
889,806
284,111
74,988

$10,965,029

$6,294,267
238,273
355,241
977,362
88,052
196,849
739,336
568,521
68,149
403,583
156,433
350,342
20,922
485,000

522,699
$ 16418
$ 6,281

$ 3.28

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




HOEFER & ARNETT, INC.
STATEMENT OF CASH FLOWS
For Year Ended May 31, 2002

Cash flows from operating activities:
%
Net Income <loss> (see Footnote)

Add (Deduct) to reconcile
net income to net cash inflow:

Depreciation expense

Accounts receivable increase
Commissions receivable increase
Receivables from clearing org. decrease
Inventory of securities increase

Prepaid expenses & other increase
Accounts payable increase

401k profit sharing payable increase
Securities sold, not purchased increase
Income taxes payable increase

Net Cash inflows from
~ Operating activities

Cash flows from investing activities:
Cash outflows: -
Equipment purchased

Net cash outflow from investing
activities
Cash flow from financing activities:
Cash inflows:
Common stock sold

Cash outflows:
Dividends paid

Net cash outflows from financing
activities

Net increase (decrease) in
cash during year

Cash balance Beginning of Year
Cash balance End of Year

*Includes income taxes paid $7,088 and interest paid $88,052.

$ 6281
68,149
<244,002>
<171,424>
288,783
<636,193>
< 66,443>
635,437
72,426
64,786
10,979
$ 28,779
$ < 87,818>
$ < 87,818>
$ 9,568
$ 9,568
$  <19,130>
§ <19,130>
$  <9,562>
$  <68,601>
$ 210912
$ 142311

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




Balance May 31, 2001
Common Stock Sold
Net Income <loss>
Dividends Paid

Balance May 31, 2002

HOEFER & ARNETT, INC.
STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY

Common
Stock

$510,392

9,568

$519.960

May 31, 2002

Retained
Earnings

$702,592

6,281
<19,130>

Stockholders’
Equity

$1,212,984

9,568

6,281
<19,130>

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




HOEFER & ARNETT, INC.
STATEMENT OF CHANGES IN LIABILITIES
SUBORDINATED TO CLAIMS OF GENERAL CREDITORS

May 31, 2002

Balance May 31, 2001 $880,000

Balance May 31, 2002 $880,000

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




HOEFER & ARNETT, INC.
NOTES TO FINANCIAL STATEMENTS
May 31, 2002

Note 1 Summary of Significant Accounting Policies

Hoefer & Amett, Inc., a securities broker-dealer, was incorporated in the State of California June
9, 1982, and became a member of the NASD November 3, 1982. The company is licensed in
forty-two states and the District of Columbia.

Securities transactions are reflected in these financial statements as of the trade date for principal
transactions and agency transactions. Commission income and expense is recorded in these
financial statements as of the trade date also.

Trading and investment securities are valued at market value. Securities not readily marketable
are valued at fair valué determined by the board of directors. The resulting difference between
fair value and market value, is included in income.

Depreciation of office furniture and equipment is provided on a straight line basis using an
estimated useful life of three and five years. Amortization of leasehold improvements is
provided on a straight line basis over the lease life of five years.

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 Operating Lease

The Company leases home office space under a lease dated May 8, 2002. The lease expires on
May 31, 2012. The monthly minimum rental cost is $28,207 for lease years 1-5 and $29,922 for
lease years 6-10. The Company also leases branch office space at $3,990 per month. The leases
expire yearly.

Note 3 Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule
15C3-1, which requires the maintenance of minimum net capital and requires that the ratio of
aggregate indebtedness to new capital, both as defined, shall not exceed 1500% of net capital.
At May 31, 2002, the Company had net capital of $1,192,814, which was $942,814 in excess of
the required net capital of $250,000. The Company’s net capital ratio was 143.




HOEFER & ARNETT, INC.
NOTES TO FINANCIAL STATEMENTS (Cont’d.)

May 31, 2002
Note 4 Income Taxes
Income taxes consist of the following:
Current Prior Prepaid Payable

State § 5,800 $6,185 $11,985
Federal 10,000 <10,018> $7,088 <7,106>
City 6,100 6,100

Totals $15,800 $2,267 $7,088 $10,979

Note 5 401k Profit Sharing Plan

The Company established a profit sharing plan effective with the fiscal year ending May 31,
1989. The Company amended the plan effective June 1, 2001 to provide for salary reduction
provisions in accordance with Section 401k of the Internal Revenue Code. All employees are
eligible if working more than 1000 hours yearly and having two years of employment. Each
individual account contains immediate vesting. Annual contributions to the plan are determined
by the plan and the Board of Directors. The accrued contribution for the year ended May 31,
2002 1s §72,426.

Note 6 Related Party Transactions

a1

The Company is liable to three Stockholders in the amount of $293,333 each for Subordinated
Loan Agreements, with interest at 12%. The notes mature July 31, 2008. The NASD has
accepted these Subordination Agreements effective April 30, 1998. In addition, the Company
has entered into a $3,000,000 Junior Subordinated Revolving Credit Agreement with their
clearing broker, due December 31, 2002 to be used when needed. It is not presently in use.

Note 7 Contingent Liabilities

The Company is presently contingently liable as a defendant in a lawsuit in which the probability
of an unfavorable outcome is remote.
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HOEFER & ARNETT, INC.
COMPUTATION OF NET CAPITAL

May 31, 2002
Schedule I
Total Ownership Equity (o/e) $1,209,703
Deduct o/e not allowable for net capital
Total o/e qualified for net capital $1,209,703
Add:
a. Allowable subordinated liabilities $ 880,000
b. Other deductions or credits
Description Amount
Total cap and allowable subloans $2,089,703

Deductions &/or charges

a. Total non-allowable assets $ 611,877
b. Secured demand note deficiency

c. Cap chrgs for spot & commodity futures

d.. Other deductions &/or charges

Other additions &/or allowable credits

Description Amount
<611,877>
$1,477,826

Net capital before haircuts
Haircuts on securities:
a. Contractual commitments
b. Subordinated debt
c. Trading and investment sec:

1. Exempted securities

2. Debt securities

3. Options

4. Other securities $236,677
d. Undue concentration 48,335
e. Other

Description Amount

Money Market Funds
<285,012>

Net Capital $1,192.814




HOEFER & ARNETT, INC.
COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

May 31, 2002
Schedule II

11 Minimum net capital required

(based on aggregate indebtedness)

6 2/3% x Line 19 $ 113,504
12 Minimum dollar requirement 250,000
13 Net Cap requirement

(greater of Line 11 or 12) 250,000
14 Excess net capital

(Line 10 — Line 13) 942,814
15 Excnet cap @ 1000%

(net cap — 10% of Al) 1,022,557
Computation of Aggregate Indebtedness
16  Total Al liab from Balance Sheet 1,702,572
17 Add:

©a. Drafts for immediate credit
b. Mkt val of sec borrowed where no
Equiv value is paid or credited
c. Other unrecorded amounts
Description Amount

17 Total Aggregate Indebtedness $£1,702,572
20  Ratio of AI/NC 143

21 Percentage of debt to debt equity -0-




HOEFER & ARNETT, INC.
EXEMPTIONS UNDER SEC RULE 15¢3-3
As of May 31, 1998 Restated
May 31, 2002
Schedule III

EXEMPTIVE PROVISIONS:

25 If an exemption from Rule 15¢3-3 is claimed, mark the appropriate rule
section with an “X™:

A (k) (1) -- Limited business (mutual funds and/or variable annuities only)
B (k) (2) (1) “Special Account for Exclusive Benefit of Customers” maintained.

C (k) (2) (i1) All customer transactions cleared through another broker-dealer on a fully

disclosed basis. X
Clearing Firm SEC #s Product Code
8-16267 All Paine Webber

D (k) (3) Exempted by order of the commission




HOEFER & ARNETT, INC.
RECONCILIATION OF NET CAPITAL COMPUTATIONS

May 31, 2002
Schedule 1V
May 31, 2002

Net Capital per Broker Dealer
Part IT Focus Report $1,171,172

Add:
Net financial audit adjustments

Accounts Receivable 21,642

Net Capital per
Audit computation : $1,192.814




WILLIAM WELDON SHIPP
CERTIFIED PUBLIC ACCOUNTANT

DALILAS YOUNG BUILDING
1964 MOUNTAIN BOULEVARD, SUITE 199
OAKLAND, CA 94611

(510} 339-8955

Independent Auditor’s Report on Internal
Accounting Control Required by SEC Rule 17a- 5

Board of Directors
Hoefer and Arnett, Inc.

[ have examined the financial statements of Hoefer and Arnett, Inc. for the year ended May
31, 2002 and have issued my report thereon dated July 26, 2002. As part of my examination, I
made a study and evaluation of the Company’s system of internal accounting control (which
includes the procedures for safeguarding securities) to the extent I considered necessary to
evaluate the system as required by auditing standards generally accepted in the United States of
America. The purpose of my study and evaluation, which included obtaining an understanding ‘
of the accounting system, was to determine the nature, timing, and extent of the auditing
procedures necessary for expressing an opinion on the financial statements. \

Also, as required by rule 17a-5(g) (1) of the Securities and Exchange Commfssion, I have
made a study of the practices and procedures (including tests of compliance with such practices
and procedures) followed by Hoefer and Arnett, Inc. that I considered relevant to the objectives
stated in rule 17a-5 (g) (1) in making the periodic computations of aggregate indebtedness and
net capital under rule 17a-3(a) (11). I did not review the practices and procedures followed by
the Comparny (I) in making the quarterly securities examinations, counts, verifications and
comparisons, and the recordation of differences required by Rule 17a-13 or (ii) in complying
with the requirements for prompt payment for securities of Section 8 of Regulations T of the
Board of Governors of the Federal Reserve System because the Company does not carry
security accounts for customers or perform custodial functions relating to customer securities.

The management of the Company is responsible for establishing and maintaining a system
of internal accounting control and the practices and procedures referred to in the preceding
paragraph. In fulfilling this responsibility, estimates and judgments by management are required
to assess the expected benefits and related costs of control 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 Commission’s above-mentioned objectives. The
objectives of a system 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)

@) lists additional objectives of the practices and procedures listed in the preceding paragraph.



Because of inherent limitations in any internal accounting control procedures or the
practices and procedures referred to above, errors or irregularities may nevertheless 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 degree of
compliance with them may deteriorate.

My study and evaluation made for the limited purpose described in the first paragraph
would not necessarily disclose all material weaknesses in the system. Accordingly, I do not
express an opinion on the system of internal accounting control of Hoefer and Amett, Inc. taken
as a whole. However,-my study and avaluation disclosed no condition that I believed to be a
material weakness.

[ understand that the 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 the 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 my study,
[ believe that the Company’s practices and procedures were adequate at May 31, 2002 to meet
the Commission’s objectives.

This report is intended solely for the use of management and the Securities and Exchange
Commission and should not be used for any other purpose.

Hepp
[ ples et

July 26, 2002




