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OATH OR AFFIRMATION

I, _John ¥, Keffer , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supportmg schedules pertaining to the firm of
ARK Funds Distributors, LLC

. , as
. &t
of _December 31, ,2002 , are true and correct. 1 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: .
' : G
None L

\//’ﬁ

. ____Pres de R 2
LEWIS G. CURTIS itle :
Notary Public, Maine )

M iy Coni‘mswon Expifeg-January 29, 2004
Notary Public

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

(a) Facing Page.

(B) Statement of Financial Condition,

(c) Statement of Income (Loss).

(d)- Statement of Changes in Financial Condition.

(e) - Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprletors Capxtal

(f) Statement of Changes in Liabilities Subordinated to Claims of Credltors : . | » ' ) v]
(g) Computation of Net Capital.

(h) Computation for Determination of Reserve Reqmrements Pursuant to-Rule 15¢3-3,
(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

(i) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the ‘3
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 Condmon with respect to methods of
consolidation.

() 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.

Oor O OOOROROEEE

**For conditions ofconﬁdentzal treatment of certain portions ofthisﬁling, see sectfon 240.17a-5(e)(3).




ARK Funds Distributors, LLC
(S.E.C. I.D. No. 8-35592)

Independent Auditors’ Report

Financial Statements and Supplemental Schedule
Year Ended December 31, 2002
Independent Auditors' Report on Internal Control

This report is filed as a PUBLIC DOCUMENT in accordance

with Rule 17a-5(e)(3) under the Securities Exchange Act of
1934.



Deloitte & Touche LLP
200 Berkeley Street
Boston, Massachusetts 02116-5022

Tel: (617) 437-2000
Fax:(617) 437-2111
www.us.deloitte.com
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& Touche

INDEPENDENT AUDITORS’ REPORT

To the Member of ARK Funds Distributors, LLC
Portland, Maine

We have audited the accompanying statement of financial condition of ARK Funds Distributors, LLC
(the “Company’’) as of December 31, 2002, and the related statements of operations, changes in
membership interest, 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 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
ARK Funds Distributors, LLC at December 31, 2002, and the results of its operations and its cash
flows for the year then ended, 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 computation of net capital as of December 31, 2002 is presented for purposes of
additiona! analysis and is not a required part of the basic financial statements but is supplemental
information required by Rule 17a-5 of the Securities Exchange Act of 1934. This schedule is the
responsibility of the Company’s management. Such schedule has been subjected to the auditing
procedures applied in our audit of the basic financial statements and, in our opinion, is fairly stated in
all material respects when considered in relation to the basic financial statements taken as a whole.

Netatte “Topete LA

February 21, 2003

Deloitte
Touche
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ARK FUNDS DISTRIBUTORS, LLC

STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2002

ASSETS

Cash and cash equivalents
Accounts receivable

Receivable from affiliates

TOTAL ASSETS

LIABILITIES AND MEMBERSHIP INTEREST
LIABILITIES — Accounts payable and accrued expenses

MEMBERSHIP INTEREST

TOTAL LIABILITIES AND MEMBERSHIP INTEREST

See notes to financial statements.

$ 122,998
879,265
65,232

$ 1,067,495

$ 897,675

169,820

§ 1,067,495



ARK FUNDS DISTRIBUTORS, LLC

STATEMENT OF OPERATIONS
YEAR ENDED DECEMBER 31, 2002

REVENUES:
Distribution fees
Underwriter commissions
Other

Total revenues

EXPENSES:
Commissions
Professional services
Regulatory and compliance
Marketing
Other

Total expenses

NET LOSS

See notes to financial statements.

$10,613,618
113,730
55,510

10,782,858

10,527,584
12,714
11,269

253,206
28,151

10,832,524

S (50,066)
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ARK FUNDS DISTRIBUTORS, LLC

STATEMENT OF CHANGES IN MEMBERSHIP INTEREST

YEAR ENDED DECEMBER 31, 2002

BALANCE, JANUARY 1, 2002
Distributions to member

Net loss

BALANCE, DECEMBER 31, 2002

See notes to financial statements.

Membership
Interest

$249,886
(30,000)
(50,066)

$169,820



ARK FUNDS DISTRIBUTORS, LLC

STATEMENT OF CASH FLOWS

" YEAR ENDED DECEMBER 31, 2002

CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss

Adjustments to reconcile net loss to net cash provided by operating activities:

Increase in accounts receivable
Decrease in receivable from affiliates
Increase in accounts payable and accrued expenses
Net cash provided by operating activities
CASH FLOWS USED IN FINANCING ACTIVITIES - Distributions
NET INCREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS, END OF YEAR

See notes to financial statements.

$ (50,066)

(879,265)
103,003

892,675

66,347

(30,000)

36,347

86,651

$ 122,998



ARK FUNDS DISTRIBUTORS, LLC

NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUN TING POLICIES

- Organization — ARK Funds Distributors, LLC (the “Company™) is a registered broker-dealer under the

Securities Exchange Act of 1934 and a member of the National Association of Securities Dealers, Inc.
(the “NASD?”), the Company’s primary regulator. The Company is wholly owned by Forum Financial
Group, LLC. The Company is a member of the Forum Financial Group (the “Group™), which consists
of various financial services companies under common management and ownership.

Revenue and Expense Recognition — The Company is engaged in the business of administering and
distributing mutual funds. The Company receives administration and distribution fees for the
performance of such services, which are recorded in accordance with the terms of contractual
agreements and are generally computed based on a percentage of the mutual funds’ assets.

Use of Estimates — The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America may require 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.

Income Taxes — The Company is a single-member, limited liability company and is considered a
disregarded entity for federal income tax purposes. Any income or loss generated is passed to Forum
Financial Group, LLC.

Cash and Cash Equivalents — The Company considers all liquid investments of less than three months
to maturity to be cash equivalents.

Fair Value of Financial Instruments — Financial instruments, which include cash and cash equivalents,
receivables, and payables, approximate their fair values because of the short maturities of these assets
and liabilities.

Recent Accounting Pronouncements — In April 2002, the Financial Accounting Standards Board
(“FASB”) issued Statement of Financial Accounting Standards (“SFAS”) No. 145, “Rescission of FASB
Statements No. 4, 44, and 64, Amendment of FASB Statement No. 13, and Technical Corrections,”
effective for fiscal years beginning after May 15, 2002. The Company believes the adoption of SFAS
No. 145 will have no impact on the Company’s financial condition, results of operations or cash flows.

In June 2002, the FASB issued SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal
Activities.” The provisions of SFAS No. 146 are effective for exit or disposal activities that are initiated
after December 31, 2002. The Company believes the adoption of SFAS No. 146 will have no impact on
the Company’s financial condition, results of operations or cash flows.

In October 2002, the FASB issued SFAS No. 147, “Acquisitions of Certain Financial Institutions,”
effective for fiscal years beginning after October 1, 2002. The Company believes that the adoption of
SFAS No. 147 will have no impact on the Company’s financial condition, results of operations or cash
flows.



SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Recent Accounting Pronouncements (Continued) — In December 2002, the FASB issued SFAS No.
148, “Accounting For Stock-Based Compensation — Transition and Disclosure, an Amendment of FASB
Statement 123,” effective for fiscal years beginning after December 15, 2002. The Company believes
the adoption of SFAS No. 148 will have no impact on the Company’s financial condition, results of
operations or cash flows.

RELATED-PARTY TRANSACTIONS

In the ordinary course of business, the Company participates in a variety of financial and administrative
transactions with affiliates. 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. :

The Company is party to an intragroup services agreement whereby certain of the Group’s companies
provide services that benefit other of the Group’s companies. For the year ended December 31, 2002,
the Company paid $27,000 for such services rendered by affiliates under the agreement.

COMMITMENTS

On December 19, 2001, the Group executed a term loan for $3,500,000 expiring on December 19, 2006.
The term loan accrues interest at a fixed rate of 8.01%. At December 31, 2002, $3,500,000 was
outstanding under the term loan, none of which is included in the accompanying financial statements of
the Company.

Under the terms of the term loan and contemporanéous security agreements, the outstanding member
interests of the Company, other members of the Group, and future eligible companies (or membership
interest if a limited liability company) are assigned to the bank as collateral. Under these security
agreements, the bank would also have a security interest in certain assets of the Company, other
members of the Group, and future eligible companies if the applicable Group company received
proceeds of the term loan. As of December 31, 2002, the Company had not received any proceeds of the
term loan and its assets were not encumbered by the security agreement with the bank. The agreement
also requires that the Group meet certain minimum financial requirements and ratios and maintain
minimum compensating balances at the bank. At December 31, 2002, the Group was in compliance
with, or had obtained a waiver of, all such requirements.

On December 19, 2001, the Group executed a $3,000,000 revolving line-of-credit agreement. On July 9,
2002, the revolving line-of-credit was increased to $3,500,000. The current line-of-credit agreement
expires on March 31, 2003. At December 31, 2002, $2,542,500 was outstanding under the agreement,
none of which is included in the accompanying financial statements of the Company.

NET CAPITAL REQUIREMENT

The Company is subject to the Uniform Net Capital Rule (Rule 15¢3-1) under the Securities Exchange
Act of 1934, which requires the maintenance of minimum net capital and that the ratio of aggregate
indebtedness to net capital, both as defined, shall not exceed 15 to 1. The rules of the NASD also
provide that equity capital may not be withdrawn, or cash dividends paid, if the resulting ratio of
aggregate indebtedness to net capital would exceed 10 to 1. At December 31, 2002, the Company’s net
capital was $99,651, which was $39,806 in excess of its required net capital of $59,845. The
Company’s ratio of aggregate indebtedness to net capital was 9.01 to 1.



EXEMPTION FROM RULE 15¢3-3

As of December 31, 2002, the Company was exempt from Rule 15¢3-3 of the Securities and Exchange
Commission under the provisions of subparagraph (k)(1) thereof.

SIGNIFICANT CUSTOMERS

In fiscal year 2002, revenue from one customer accounted for approximately 100% of the Company’s
revenue.

*k 0k ok ok ok ok



ARK FUNDS DISTRIBUTORS, LLC

COMPUTATION OF NET CAPITAL FOR BROKERS AND DEALERS

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

DECEMBER 31, 2002

NET CAPITAL — Membership interest

DEDUCTIONS - Nonallowable assets
NET CAPITAL
AGGREGATE INDEBTEDNESS

COMPUTATION OF NET CAPITAL REQUIREMENT -
Minimum net capital required (the greater of $25,000 or
6-2/3% of aggregate indebtedness)
EXCESS NET CAPITAL

RATIO OF AGGREGATE INDEBTEDNESS TO NET CAPITAL:

$ 169,820

(70.169)

§ 99,651

$ 897,675

$ 59,845
$ 39,806

S0l

Note: There are no material differences between the Company’s December 31, 2002 unaudited

FOCUS Report as filed and the audited FOCUS Report.
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL
REQUIRED BY SEC RULE 17a-5

To the Member of ARK Funds Distributors, LLC
Portland, Maine

In planning and performing our audit of the financial statements of ARK Funds Distributors, (the
“Company”) for the year ended December 31, 2002 (on which we issued our report dated February 21,
2003), we considered its internal control, including control activities for safeguarding securities, in order to
determine our auditing procedures for the purpose of expressing an opmlon 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 security 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 judgments 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
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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 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 controls 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 our study, we believe that the
Company’s practices and procedures were adequate at December 31, 2002 to meet the Commission’s
objectives.

This report is intended solely for the information and use of the Member, 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.

W < { parte L2

February 21, 2003
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