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OATH OR AFFIRMATION

L, Ismael Manzanares, swear (or affirm) that, to the best of my knowledge and belief the accompanying
financial statement and supporting schedules pertaining to the firm of Foresters Equity Services, Inc., as
of December 31, 2004, 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:

None
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his report ** contains (check all applicable boxes):

W, MARTIN W. MC NEES
& Comm. #1460715
JRASR| NOTARY PUBLIC- CALIFORNIA W
y Ssa Dings Cou -
My Comm. Expires Jaa. 22, 2008 .l.

Notary Public

Facing page.

Statement of Financial Condition.

Statement of Income (Loss).

Statement of Cash Flows.

Statement of Changes in Stockholders' Equity or Partners' or Sole Proprietor's Capital.
Statement of Changes in Liabilities Subordinated to Claims of Creditors.

Computation of Net Capital.

Computation of Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

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.

A Reconciliation between the audited and unaudited Statements of Financial Condition with
respect to methods of consolidation.

An Oath or Affirmation.

A copy of the SIPC Supplemental Report.

A report describing any 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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CERTIFIED PUBLIC ACCOUNTANTS
A Professional Corporation

11770 Bernardo Plaza Court, Suite 210
San Diego, CA 92128-2424
(858) 487-8518 Fax (858) 487-6794

INDEPENDENT AUDITOR'S REPORT

Board of Directors
Foresters Equity Services, Inc. and Subsidiary

We have audited the accompanying consolidated statements of financial condition of Foresters
Equity Services, Inc. and subsidiary (a wholly-owned subsidiary of The Independent Order of
Foresters) as of December 31, 2004 and 2003, and the related consolidated statements of
operations, changes in stockholder's equity, and cash flows for the years then ended. These
consolidated 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 auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audits 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 Foresters Equity Services, Inc. and subsidiary at December 31, 2004 and
2003, and the results of their operations and their cash flows for the years 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 information contained in Schedules I, II, 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 Commission.
Such information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, is fairly stated in all material respects in relation to the
basic financial statements taken as a whole.

Bersa {1/«%7%? APe

January 27, 2005



FORESTERS EQUITY SERVICES, INC. AND SUBSIDIARY

(A Wholly-owned Subsidiary of the Independent Order of Foresters)

Consolidated Statements of Financial Condition

December 31, 2004 and 2003

ASSETS
2004

Cash $2,256,373
Investments 854,618
Certificate of deposit 26,049
Deposits with clearing organizations 20,000
Cash and cash equivalents 3,157,040
Commissions receivable 102,984
Fixed assets, net 57,189
Other assets 46.967
$3.364,180

LIABILITIES AND STOCKHOLDER'S EQUITY

Liabilities
Accounts payable and accrued expenses $ 550,589
Customer deposits 470,252
Due to parent 1,068,403
Total liabilities 2.089.244
Stockholder's equity

Preferred stock, no par value; 1,000 shares
authorized; none issued -
Common stock, no par value; 150 shares

authorized; 80 shares issued and outstanding 800,000
Additional paid-in capital 4,038,575
Accumulated deficit (3.563.639)

Total stockholder's equity 1,274,936

$3.364,180

See notes to consolidated financial statements.

2003

$2,522,652
791,467
26,049
20.000
3,360,168
75,031
96,326
55,176

———

$3,586,701

$ 737,455
404,902
842,492

—_—

1,984,849

800,000
4,038,575

3.236.723
_1,601,852

3,586,701



FORESTERS EQUITY SERVICES, INC. AND SUBSIDIARY

(A Wholly-owned Subsidiary of the Independent Order of Foresters)

Consolidated Statements of Operations

Years Ended December 31, 2004 and 2003

Revenues

Commissions

Investment income

Interest

Other revenues
Total revenues

Expenses

Compensation and employee benefits
Licensing costs
Marketing
Management fee and other Foresters charges
Commissions and clearing costs
Rent
Consulting and professional fees
Depreciation and amortization
Other expenses

Total expenses

Loss before income tax expense
Income tax expense

Net loss

2004

$ 5,567,761
43,021
31,513

23,158

5,665,453

4,743,173
279,383
105,308
244,000
137,620
118,178
47,096
45,114
257,309

—2.977.181

(311,728)
(15,188)
$ (326,916)

See notes to consolidated financial statements.

2003

$3,822,714
84,489
12,198

44,784

3,964,185

3,308,024
296,100
251,233
256,000
192,491
110,145

63,644
39,540
234,109
4,751,286

(787,101)
(9.070)
$ (796,171)



FORESTERS EQUITY SERVICES, INC. AND SUBSIDIARY

(A Wholly-owned Subsidiary of the Independent Order of Foresters)

Consolidated Statements of Changes in Stockholder's Equity

Years Ended December 31, 2004 and 2003

Balance, January 1, 2003
Capital contribution

Net loss

Balance, December 31, 2003
Net loss

Balance, December 31, 2004

Additional
Common Paid-in
Stock Capital
$800,000 $3,538,575
- 500,000
800,000 4,038,575

800,000 4,038,575

See notes to consolidated financial statements.

Accumulated
Deficit

$(2,440,552)

(796.171)
(3,236,723)
(326.916)
$(3.563.639)



FORESTERS EQUITY SERVICES, INC. AND SUBSIDIARY

(A Wholly-owned Subsidiary of the Independent Order of Foresters)

Consolidated Statements of Cash Flows

Years Ended December 31, 2004 and 2003

Cash flows from operating activities
Net loss
Adjustments to reconcile net loss
to net cash from operating activities
Depreciation and amortization
Changes in operating assets and liabilities
Commissions receivable
Other assets
Accounts payable and accrued expenses
Customer deposits
Due to parent
Net cash from operating activities

Cash flows from investing activities
Capital expenditures

Cash flows from financing activities
Capital contribution

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

2004

$ (326,916)

45,114

(27,953)
8,209

(186,866)

65,350
225,911

(197.151)

5.977

(203,128)

_3.360.168

$3.157,040

See notes to consolidated financial statements.

2003

S (796,171)

39,540
21,168
5,904
297,329
(372,717)
347.402
(457,545)

28,065

500,000
14,390

3,345.778

3,360,168




FORESTERS EQUITY SERVICES, INC. AND SUBSIDIARY
(4 Wholly-owned Subsidiary of The Independent Order of Foresters)

Notes to Consolidated Financial Statements

THE COMPANY AND ITS SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation. The consolidated financial statements include the accounts
of Foresters Equity Services, Inc. and its wholly owned subsidiary Sylvan Agency, Inc.
(the "Company"). Foresters Equity Services, Inc. is a wholly-owned subsidiary of The
Independent Order of Foresters (“Foresters™). All significant intercompany transactions
have been eliminated.

The Business. Foresters Equity Services, Inc. (“FESCO”) is a registered broker-dealer
licensed by the Securities and Exchange Commission ("SEC") and a member of the
National Association of Securities Dealers. FESCO provides broker-dealer services
involving primarily mutual funds and variable products. Sylvan Agency, Inc. provides
insurance services on an agency basis.

Accounting Estimates. The preparation of financial statements in conformity with
generally accepted accounting principles requires management to make estimates that
affect the reported amounts of assets and liabilities and disclosures 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 may differ from those estimates.

Revenue Recognition. Security transactions and the related commission revenue are
recorded on a trade date basis. Insurance commissions are recognized when the related
insurance policies are accepted by the underwriters and premiums are paid. Bonus
commissions and other revenues that are contingent or not subject to reasonable
estimation are recognized when collected. Other revenues are generally recognized as
services are rendered.

Fixed Assets. Fixed assets are stated at cost less accumulated depreciation. Maintenance
and repairs which do not extend asset lives are expensed as incurred. Depreciation is
provided on the straight-line method over the estimated useful lives of the assets,
generally 5-7 years.

Cash and Cash Equivalents. Cash and cash equivalents consist of cash, investment in
mutual funds, and deposits with clearing organizations which may be withdrawn on
demand without penalty. Investments in mutual funds are valued at market value with the
resulting differences between cost and market included in income.

Customer Deposits. Customer deposits relate to funds received for mutual fund
purchases. Funds are deposited in a bank account maintained for the exclusive benefit of
customers until they are promptly remitted to the appropriate entities.

Concentration of Credit Risk. The Company maintains cash in bank accounts which
exceed federally insured limits and invests excess cash in mutual fund accounts. No
credit losses have been experienced on these accounts. Management believes that any
potential credit losses would be minimal and, accordingly, no reserve for such losses has
been established.

Financial Instruments. The carrying values reflected in the statement of financial
condition at December 31, 2004 and 2003 reasonably approximate the fair values for




FORESTERS EQUITY SERVICES, INC. AND SUBSIDIARY
(4 Wholly-owned Subsidiary of The Independent Order of Foresters)

Notes to Consolidated Financial Statements

financial instruments. In making such assessment, the Company has utilized discounted
cash flow analyses, estimates, and quoted market prices as appropriate. No allowance for
potential credit losses was considered necessary at December 31, 2004 and 2003.

RELATED PARTY TRANSACTIONS

Due to Foresters. The Company reimburses Foresters for compensation and other costs
that Foresters pays on behalf of the Company. These costs amounted to approximately
$3,239,000 in 2004 and $2,278,000 in 2003.

FIXED ASSETS
2004 2003
Computer equipment and software $407,868 $404,194
Other equipment 33,201 32,336
Leasehold improvements 14,785 14,785
Furniture and fixtures 56,875 55,467
512,729 506,782
Less accumulated depreciation (455,540) (410.456)
$ 57,189 $ 96,326
INCOME TAXES

The Company does not file consolidated income tax returns. The Company uses the
liability method of accounting for income taxes whereby deferred tax asset and liability
account balances are calculated at the balance sheet date using the current tax laws and
rates in effect. Because temporary differences are insignificant and the future utilization
of operating loss carryforwards is uncertain, the Company has not recognized in the
financial statements any deferred tax assets or liabilities.

At December 31, 2004, the Company has net operating loss carryforwards for financial
statement purposes of approximately $2,100,000 which expire in various years through
2019.

The effective income tax rate varies from the statutory federal income tax rate of 34% for
the following reasons:

2004 2003
"Expected" federal income tax (expense) benefit § 105,988 $ 267,614
State income tax (15,188) (9,070)
Change in valuation allowance (105.988) (267.614)
Income tax expense $ (15,188) $ (9,070)



FORESTERS EQUITY SERVICES, INC. AND SUBSIDIARY
(A Wholly-owned Subsidiary of The Independent Order of Foresters)

Notes to Consolidated Financial Statements

LIABILITIES SUBORDINATED TO CLAIMS OF GENERAL CREDITORS

The Company had no borrowings under subordination agreements at December 31, 2004
and 2003.

NET CAPITAL REQUIREMENTS

Under Rule 15¢3-1 of the Securities Exchange Act of 1934, the Company is required to
maintain a minimum net capital (as defined) and a ratio of aggregate indebtedness to net
capital (as defined) not exceeding 15 to 1.

The Company's ratio at December 31, 2004 was 3.1 to 1. The basic concept of the Rule is
liquidity, its object being to require a broker-dealer in securities to have at all times
sufficient liquid assets to cover its current indebtedness. At December 31, 2004, the
Company had net capital of $579,543 which was $460,107 in excess of the amount
required by the SEC.

RESERVE REQUIREMENT FOR BROKERS AND DEALERS IN SECURITIES

The Company is exempt from provisions of Rule 15¢3-3 (per paragraph K(2)(A) of such
Rule) under the Securities Exchange Act of 1934 as an introducing broker or dealer
transacting security transactions on a fully disclosed basis. The Company does not
maintain physical custody of securities. Because of such exemption the Company is not
required to prepare a determination of reserve requirement for brokers and dealers in
securities.

skok ok okok



FORESTERS EQUITY SERVICES, INC. AND SUBSIDIARY
(4 Wholly-owned Subsidiary of the Independent Order of Foresters)

Schedule 1
Computation of Net Capital
Pursuant to Rule 15¢3-1

December 31, 2004
Audited FocUs
Financial X-174-5
Statements Part II14
Total stockholder's equity $1,274,936  $1,236,589
Less non-allowable assets
Cash 750 750
Receivable from subsidiary 70,656 70,656
Net assets of subsidiary 351,221 351,221
Fixed assets 57,189 66,873
Other assets 46,967 45.854
Net capital before haircuts on security positions 748,153 701,235
Less haircuts on security positions
Investments 91,837 91,837
Undue concentration 76,773 77,664
Net capital $ 579,543 § 531.734
Total aggregate indebtedness (excluding
subsidiary indebtedness) 1,791,546 1,808,891
Ratio of aggregate indebtedness to net capital 3.1 34
Minimum net capital required $ 119436 § 120472

Differences

$38,347

9,684
(1,113)

46,918

891

$47.809

$(17,345)

Note: The differences result primarily from audit adjustments to commissions receivable, commissions payable,
accrued liabilities, prepaid expenses, and accumulated depreciation.



FORESTERS EQUITY SERVICES, INC. AND SUBSIDIARY
(A Wholly-owned Subsidiary of the Independent Order of Foresters)

Schedule II
Computation for Determination of Reserve Requirements
Pursuant to Rule 15¢3-3

December 31, 2004

Because the Company does not hold funds or securities for the account of any customers, as
defined by Securities and Exchange Commission Rule 15¢3-3, no reserve is required and this
schedule is not applicable. Consequently, a reserve requirement was not calculated in Part I of
Form X-17A-5 of this Company's FOCUS report as of December 31, 2004; and a reconciliation
to that calculation is not included herein.

10



FORESTERS EQUITY SERVICES, INC. AND SUBSIDIARY
(A Wholly-owned Subsidiary of the Independent Order of Foresiers)

Schedule II1
Information Relating to the Possession or Control Requirements
Pursuant to Rule 15¢3-3

December 31, 2004

The Company is exempt from Rule 15¢3-3 under the exemptive provisions of section (k)(2)(A)
and, accordingly, has no possession or control requirements.

11



INDEPENDENT AUDITOR'S SUPPLEMENTARY
REPORT ON INTERNAL CONTROL STRUCTURE

Board of Directors
Foresters Equity Services, Inc. and Subsidiary:

In planning and performing our audit of the financial statements of Foresters Equity Services,
Inc. and Subsidiary (the "Company") for the year ended December 31, 2004, we considered its
internal control structure, including procedures for safeguarding secuntles in order to determine
our auditing procedures for the purpose of expressing our opinion on the financial statements and
not to provide assurance on the internal control structure.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission, 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 in complying with the conditions of exemption from 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
of 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 an internal
control structure and the practices and procedures referred to in the preceding paragraph. In
fulfilling this responsibility, estimates and judgments by management are required to assess the
expected benefits and related costs of internal control structure policies and procedures and of the
practices and procedures referred to in the preceding paragraph and to assess whether those
practices and procedures can be expected to achieve the Commission's above-mentioned
objectives. Two of the objectives of an internal control structure and the practices and
procedures are to provide management with reasonable, but not absolute, assurance that assets
for which the Company has responsibility are safeguarded against loss from unauthorized use or
disposition and that transactions are executed in accordance with management's authorization
and recorded properly to permit the preparation of financial statements in conformity with
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 any internal control structure or the practices and procedures
referred to above, errors or irregularities may occur and not be detected. Also, projection of any
evaluation of them to future periods is subject to the risk that they may become inadequate
because of changes in conditions or that the effectiveness of their design and operation may
deteriorate.

12



Our consideration of the internal control structure would not necessarily disclose all matters in
the internal control structure that might be material weaknesses under standards established by
the American Institute of Certified Public Accountants. A material weakness is a condition in
which the design or operation of the specific internal control structure elements does not reduce
to a relatively low level the risk that errors or irregularities in amounts that would be material in
relation to the financial statements being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. However, we
noted no matters involving the internal control structure, including procedures for safeguarding
securities, that we consider to be a material weakness as defined above.

We 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
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, 2004, to
meet the Commission's objectives. In addition, the Company was in compliance with the
exemptive provisions of Rule 15¢3-3 at December 31, 2004 and, further, no facts came to our
attention indicating that the Company was not in compliance with such conditions during the
year ended December 31, 2004.

This report is intended solely for the use of management and the Securities and Exchange
Commission and other regulatory agencies which rely on Rule 17a-5(g) under the Securities
Exchange Act of 1934 and should not be used for any other purpose.

ﬁmqfﬂw% Arc

January 27, 2005
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