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OATH OR AFFIRMATION

L Peter G Gleason, FIN/OP , swear (or affirm) that. 1o the best of

my knowledge and belief the accompanying ﬁnanmal statement and supporting schedules penammg 10 the firm of
PSA Equities, Inc . .

. as
of Tiine 22 , 200 5. , are true and correct T funhcr swear (or aﬁ'xrm) that
neither the company nor any partner, propristor, principal officer or dxrector has any propnetary xsxerest in any account
classified solely as that of a customer, except as follows:
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L7l 7 -¢¢Notary Public ~ (ebeeah AV 4“/}\"& b c;

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’ Equiry or Parmers' or Sole Proprietors® Capual

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

(g) Computation of Net Capital.

{h) Computation for Determination of Reserve Requirements Pursuant to Rule 15c3-3

(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
~ 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

consolidation.

() An Qath 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.

ooo 0o oooooooooo

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3). -
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~ Financial Statements
Together with Independent Auditors® Report
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) . Prafit from the Relatioinship

STouT, CAUSEY & HORNING, PA

CERTIFIED PUBLIC ACCOUNTANTS
MANAGEMENT CONSULTANTS

11311 McCarmick Road. Suite 400
Hunt Valley, Maryland 2103)

Independent Auditors’ Report

To the Board of Diréétors of
P S.A. Equities, Iric.:

We have audited the accornpanying balance sheet of P.S.A. Equities, Inc. (2 Maryland corporation)
(the Company) as of April 30, 2006, and the related statements of income, changes in stockholder’s
equity and cash flows for the year then ended. These finaticial statéments are the reésponsibility of the
Company's management. Qur responsibility is to expréss an opinidd on these financial statements
based on our audit,

We condicted our audit in accordance with auditing standards generally acéepted in the United States
of Amenca Those standards requlre that we plan and perform the a drt to obtam reasonable assurance

on a tést bas1s, evidente supportmg the amoumts and dxsclosures in the ﬁnancml statemients. An audit
also includes assessing the aceounting principles used and sxkgmﬁcant estimdtes made by management,
as well as evaluating the overall finaricial statement presentation. We beliéve that our audit provides a
reasonable basis for our opinion.

In our opinion, the financial statemerits referred to above present fairly, in all material respects, the
financial position of P.S.A. Equities, Inc. as of April 30, 2006, and the results of its operations and its
cash flows for the year then ended in conformity with accoufiting principles generally accepted in the
United States of Arherica.

oot Chasef oty 78

May 19, 2006

Office: (410) 403-1500 » Toll Free: (800)832-3008 + Fax: (410)403-1570 « wwiv. SCandH com
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P.S.A. EQUITIES, INC.

Balance Sheet

_ As of April 30, 2006
Assets
Cash and cash equivalents $ 133,247
Restricted investments 100,000
Commissions réceivable 28,344
Prepaid expénsés and other assets 26,663
__Total Assets o 8 288254
Liabilities and Stockholder's Equity
Liabilities
Commissions payable 3 32,928
Due to affiliates 35,552
Total Liabilities 68,480
Commitments and Contingencies (Notes 3 and 9)
Stockholder's Equity
Common Stock - 5,000 no-par value shares authorized,

100 shares issued and outstanding 5,000
Accumulated other comprebensive income 3,126
Retained earmnings 211,648

Total Stockholder's Equity 219,774

Total Liabilities and Stockholder 'S Equlty i : 3 288,254

The accompanyzng notes are an mtegral part of s ﬁnanc:al statement.
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P.S.A. EQUITIES, INC.

Statement of Income

For the Year Ended April 30, 2006

Revenues
Commissions $ 548,127
Iriterest income 6,171
Fee income 42,143
Total Revenies 596,441
Expenses
Clearing expenses 78,934
Cotimissions 227,121
Computér expenses and data processing 50,092
Licensing fees 17,353
Professional feés 30,459
Salaries and payroll taxes 109,733
Other operating expenses 53,395
Management fee 75,000
Total Expenses - 642,087
Loss Before Benefit for Income Taxes {45,646)
Benefit for Income Taxes - Cuirent 17,600
Net Loss (28,046)
Otlier Coruprehensive Income
Unrealized gain on investment . ... .. 6,426

_ Comprehensive Loss

5 (21,620)

The accompanyin

s are an integral part of this financial statement.



P.S.A. EQUITIES, INC.

Statement of Changes in Stockholder's Equity
For the Year Ended April 30, 2006

Accumhulated

Other Total
Common Comprehensive Retained Stockholder's

Stock .~ Income Earnings Equity
Balance at April 30, 20035 b 5000 $ (3,300) $ 230,694 § 241,394
Net Loss - - (28,046) (28,046)
Unrealized gain on investment = b4 - 6,426
Balanceat April30,2006 . 8 5000 § 3126 § 211648 S 219,774

The accompanying notés dare an integral part of this financial statement.




P.S.A. EQUITIES, INC.

Statément of Cash Flows

~ For the Year Ended April 30, 2006

Cash Flows From Operating Activities
Net loss

$ (28,046)

Charige in accumulated other comprehensive income 6,426
Adjustriient to réconcile net 10ss to net cash
and cash equivalents used in opérating activities
Changes in assets and liabilities:
Decrease in comrhissions recgivable 37,088
Increase in prepaid experises and other asséts {10,501)
Decredse in due to affiliates, net (30,292)
Incréase in commissions payable 3,629
Net Cash Used in Operating Activities ~ (21,696)
Net Decrease in Cash and Cash Equivalents (21,696)
Cash and Cash Equivalents, beginning of year 154,943
Cash and Cash Equivalents, end of year $ 133,247

The dccomparnying notes are dn integral part of this financial statement.



P.S.A. EQUITIES, INC.

Notes To Financial Statements
For the Year Ended April 30, 2006

1.

DESCRIPTION OF BUSD‘JE'SS AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

P.S.A. Equities, Inc. (the Company) was incorporated in the State of Maryland and is a broker/dealer
of securities. The Company is a wholly owned subsidiary of P.S.A. Financial, Inc. (the Parent).

The Company is subject to the provisions 6f Rule 15c3-3 of the Seciirities and Fxchanige
Cormmiission. Howevér, the Company ‘opérates puirsiant to the exemptive provisions of paragraphs
(K)(2)(3) and (k)(2)() of Rule 15¢3-3. This prohibits the Company from carrying client margin
aceoutits, or otherwise holding clisht funds or seclrities, or performing custodial duties with
respect to cliénts' secufities. It also requires the Company to promptly deliver all client funds and
securities related to mutual fund transactions and to transact all client securities transactions
through a special reserve bank account for the exelissive benefit of its clienits. The requirements of
paragraph (K)(2)(ii) provide that the Company clear transactions on behalf of clients on a fully
disclosed basis with a clearing broker/dealer. The clearing broker/dealer carries the accounts of the
clients and maintains and presérves all related books and records as are customarily kept by a
clearing brokei/dealer.

Revenue Recognition
Commission income and related commission and clearing expenses from security transactions are
recorded on a trade date basis. Fee incomie is recorded when earned.

Cash Equivalents

The Company considers comumercial paper with original maturities of thre¢ months or less to be
cash equivalents. The Company’s cash equivalents consist of funds held in a money market
account.

Restricted Investments

The Company is required to maintain a deposit of $100,000 with their clearing broker/dealer.
These funds are held by the clearing btoker/dealer and may not be withdrawn by the Company,
unless the Company charges clearing brokers/dealers. As of April 30, 2006, these funds were
invested in US Goverament Treasury Bills.

Inicome Taxes

Income taxes are provided for the tax éffects of transactions reportéd in the financial statements
(see Note 6).




P.S.A. EQUITIES, INC.
Notes to Financial Statements
Enpded April 3 2006

1. DESCRIPTION OF BUSINESS AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICEES - contd.

Comprehensive Income

The Couipany has adopted the provisions of Statement 6f Financial Accounting Standards No.
130, Reporting Comprehensive Income (SFAS 130). SFAS 130 requires the reporting of
comprehensive incomé ifi addition to et income from operations. Comnprehetisive income is a
more inclusive financial réporting methodology that incliides disclosure of certain financial
information that historically has not been recogrized in the calcilation of net income. SFAS
130 governs the financial statement presentation of changes in stockholder’s equity resulting
from non-owner sources. Accumuldted other compiehénsive Income as reported in the
accompanying balance sheet consists of an unrealized gain from an investment in warrants.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and asswmiptions
that affect the réported amounts of asséts and liabilities and disclosure of contingent assets and
liabilities 4t the date of the financial statémerits and the reported amouinits of revenues and experises
during the reporting period. Actual resilts could differ from those estimates.

2. COMMISSIONS RECEIVABLE

Commissions réceivable represent amounts due to the Company from its clearing broker/dealer and from
mutual fund compariies relating to client sechrity ransactions introdaced by the Comipany.

3. OFF-BALANCE-SHEET RISK

A clearing broker/dealer carries all of the accounts of the clients of the Company and is
responsible for execution, collection and payment of funds, and receipt and delivery of securities
related to client transactions. Off-balance-sheet risk exists with respect to these transactions due to
the possibility that clients may be unable to fulfill their cortractual commitments wherein the
clearing broker/dealer may charge any losses it inctrs t0 the Company. The Company seeks to
minimize this risk through procedures designed to monitor the credit worthiness of its clients and
verify that client transactions are executed properly by the ¢learing broker/dealer.

4., NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule
(Rule 15¢3-1), which requires the maintenance of minimiim net capital and requires that the ratio
of aggregate indebtedness to nét capital, both as defined, shall not exceed 15 to 1. The rule also
provides that equity capital may not be withdrawn or cash dividends paid if the resulting net capital
ratio excéeds 10to 1. At April 30, 2006 the Conipary is ifi cotnpliance with this rule.



P.S.A. EQUITIES, INC.

Notes to Financial Statements

5. CONCENTRATIONS

The Company maintains an uninsured money market mitual find balance in the amount of
§132,562.

In accordance with Paragraph (k)(2)(il) of Rule 15¢3-3 of the Sécurities and Exchange
Cotmmission, tHe Company has 40 agfeethant with 4 clearmg broker/déaler through which certain
transactions of its clients are cleared. This agreement may be cancelled by either party, without
cause, upon ninety days prior written notice.

6. INCOME TAXES

The Company files a consolidated federal tax return with ifs Parent. The Company has elected to
allocate its portion of the cuurent and deferred taxes by treating its operations as if it were a stand
alone taxpayer. The provision for income taxes differs from the provision that would result from
applying federal statutory rates to income before provision for income taxes due primarily to the
effect of state taxes.

7. RELATED PARTY TRANSACTIONS

The Company shares office space and personnel with affiliated companies. At the discretion of
management, certain personnel expenses are charged to the Company. During the year ended April
30, 2006, personnel costs totaling approximately $78,000 were charged to, and paid by, the Company.

The Parent is obligated to pay all indirect expenses of the Company. The Company has no obligation
to reimburse or otherwise compensate the Parent for settling the liability related to all or portions of
such costs. Such agreement affects the Company’s financial position and operating results in a
manner that differs from those that might have been achieved if the Conipany was autonomous.

The Company does not maintain an operating cash account. All direct expenses of the Company are
paid by an affiliate and reimbursed by the Company thirough a due to affiliatés account.

8. INVESTMENTS

The Company purchased 300 warrants on June 28, 2000 at a price of $11 per warrant. The warrants
could be exercised in four periods with an increasing exeércise price. As of April 30, 2005, the
exercise price of the warrants exceeded the fair market value of the related common stock, and
therefore, the warrants had been valued at zero. As of April 30, 2006, the fair market value of the
related common stock exceeded the warrant exercise price. Accordingly, the warrants have been
valued at $6,426 and are included in prepaid experises and other assets on the accompanying balance
sheet as of April 30, 2006.




P.S.A. EQUITIES, INC.

Notes to Financial Statements
the Year Ended April 30, 2006

9. LITIGATION

As of April 30, 2006, the Company is invelved in litigation arising from the actions of one of its
former employees. The Company believes that the ultitnate resglution of this matter will not have a
material adverse effect on its financial position.



Profit from the Relationship

SToUT, CAUSEY & HoRNING, PA.

CERTIFIED PUBLIC ACCOUNTANTS
MANAGEMENT CONSUL TANTS

11311 McCarnitck Road, Suite 400
Hunt Valley. Maryland 21031

INDEPENDENT AUDITORS' REPORT ON THE
SUPPLEMENTARY INFORMATION REQUIRED BY RULE 17a-5
OF THE SECURITIES AND EXCHANGE COMMISSION

To the Board of Directors of
P.S.A. Equities, Inc.:

Our audit was made for the purpese of forming an opinion on the basic financial statements taken as a
whole. The information contained in Schedile 1 is presented for purposes of additional analysis and is
not a required part of the basic finantia) statements, but is supplementary informiétion requifed by rule 17a-5 of
the Securities and Exchange Commission. Such information hias been subjected to the auditing procedures
applied in the audit of the basic financial statéments and, in our opinion, is faitly stated in ail material
respects in relation to the basic fifiancial statémerits taker as 2 whole.

It @g«&( i, PR

May 19, 2006

Office: (410) 403-1500 « Toll Froe: (800) 832-3008 « Fak: (410) 403-1570 + www.SCandH com
Hunt Valley. Marylaid + Philadélphia, Perinsylvania « McLean: Vifginia « Atlaia, Georpia
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P.S.A. EQUITIES, INC.

Schedule 1 - Computation of Net Capital and
Required Net Capital Under Rule 15¢3-1
__For the Year Ended April 30, 2006

Net Capital
Total Capital Funds : by 219,774
Deductions

Prepaid expenses . , . . . 18,121

Net Capital before Haifc‘uts on Securities and Other Adjustments 201,633
Excess Deductible Fidelity Bond {19,000)
Haircuts on Secutities , _ (172)
o NetCepitel 8 182,481

Computation of Aggregate Indebtedness

Commissions payable b3 32,928
Due to affiliates . . , . . 35,552
Total Aggrecate Indebteddess 8 68,480

11



P.S.A. EQUITIES, INC,

Schedule 1 - Computation of Net Capital and
Required Net Capital Under Rule 15¢3-1 (cont'd.)
For the Year Ended April 30, 2006

Computation of Basic Net Capital Requirément

6 2/3% of aggregate indebtedness o ‘ ‘ 8 4365
Minimum net capital requirement . oo oo oo oo 8 50,000
Net capital 3 182,481
Net capital requiremment (greater of 6 213% of
ageregate iridebtedness or $50,000) v , $ 50,000
Excess Net Capital (net capital less net capital requiremient) o § 132481
Excess net capital at 1000% (net capital less 10% of aggregate indebtedness) , , ) 175,633
Ratio of aggregate indebtedness to net ¢apital , L L 38wl




P.S.A. EQUITIES, INC.

Schedule 1 - Computation of Net Capital and
Required Net Capital Under Rule 15¢3-1 (cont'd.)
__For the Year Ended April 30, 2006

Reé'onci.lgt»ion w1th Compaﬁy's mmuﬁﬁo’n
(included in Part IIA of Forth X-17A-5 as of April 30, 2005)

Net Capital, as reported in Company's Part A
(unaudited) FOCUS report $ 138,456

Audit Adjustments
Miscellaneous adjustments to Balance Sheet

Other assets 6,425
Benefit for income taxes v B o o 17,600
Total Miscellaneous Adjustments to Balance Sheet , _ 24,025
Net Capital perabove 5 182481

i3



Profiz froin the Relationship

StouT, CAUSEY & HORNING, PA.

CERTIFIED PUBLIC ACCOUNTANTS
MANAGEMENT CONSUL TANTS

11311 McCormick Road, Suite 400

INDEPENDENT AUDITORS' REPORT ON THE H Velley. Maryfand 21031
INTERNAL CONTROL STRUCTURE REQUIRED BY RULE 17a-5
OF THE SECURITIES AND EXCHANGE COMMISSION

To the Board of Directors of
P.3.A. Equities, Inc:

In plénning and performing our audit of the financial statements and supplemental schedule of P.S.A.
Equities, Inc. (the Company) as of and for the year ended April 30, 2006, we considered its internal
control, including control activities for safeguarding sécurities, in order to detérmine 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 Exchangé Commission (SEC), we have made
a study of the practices and procedires followed by the Conipany including tests of such practices and
procedures that we considered relevant to the objectives stated in Rule 172-5(g) in making the periodic
computations of aggregate indebtedness and net capital urider Rule 17a-3(2)(11) and for determining
compliance with the exemptive provisions of Rule 135¢3-3. Because the Company does not carry
securities accounts for customers or perform custodial fiinctions 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 examinaticns, counts, verifications and comparisons; (2) recordation of differences
required by Rule 17a-13; (3) complying with the requiréments for prompt payment for sécirities under
Section & 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
reasongble but not absolute assurance that assets for which the Company has responsibility are
safeguarded against loss from unauthorized use or disposition and that tramsactions 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 thie practices and procedures listed in the preceding
paragraph.

Office: (410) 403-1500 + Toli Frée: (800) 832-3008 « Fux: (410) 403-1570 » www SCandH com
Hunt Valley, Maryland » Philadelphia, Pennsytvinin + McLean, Virginia « Atlanta, Georgia




Because of inherent limitations in interfial contro] or the practicés and procedures referred to above, error
or fraiid may occur and not bé detected. Also, projection of dny evaluation of them to future periods is
subject to the risk that they may become inadequate becavise of changes in conditions or that the
effectiveness of their design and operation may deteriorate.

Our consideration of internal control would not necessatily disclose all matters in internal control that
might be material weaknesses under standards establishied by the American Institute of Certified Public
Acconritants. A material weakness is a condition in which the design or operation of specific internal
control componernts does not reduce to a relatively low level the risk that efror or fraud in amourits that
would be matérial in relation to the finaneial statements beifig andited miay occur and not be detected
within a timely period by employees in the normal course of pérforniing their assigned funetions.
However, we noted no matters involving intérinal control, including contiol activities for safeguarding
securities, that we consider to be mdterial weaknesses ag defired 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 ddequaté 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 indicaté a material inadeguacy for such purposes.
Based on this understanding and on our study, we bélieve that the Company's practices and procedures
were adequate at April 30, 2006, to meet the SEC’s objectives,

This report is intended solely for the information and use 6f the Board of Directors, managermerit, the
SEC, and othér 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 1o be and should not be used by
anyone other than these specified parties.

\Sié@.()wﬁ{w'%'

May 19, 2006



