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OATH OR AFFIRMATION

I, Clifford N. Gamble , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the {irm of
ePLANNING Securities, Inc, , as

of Inne 30 , 20 06 , are true and correct. [ 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:

President & CEO
Title

ﬁﬁotary Public

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

k! (a) Facing Page.

El (b) Statement of Financial Condition.

El (c) Statement of Income (Loss).

k]l (d) Statement of Changes in¥iHKIANCERAXKEX Cash Flows.

k] () Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

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

El (g) Compuiation of Net Capital.

k] (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

O (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

Kl () 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.

[J (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

&l (i) An Oath or Affirmation.

O (m) A copy of the SIPC Supplemental Report.

kl (n) A report MESEERIGEREK KTt Fal Kl SMEEY Tolhd XXX H B K FoXthd EoHaX 3 £ XX ed XS L MY p Wbk AR Sk X

on Internal Controls.
**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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State of California -

County of _Placer

Subscribed and sworn to (er—affirmed) before me on this _ k[ day of&dgnb* 200, by
Clifford. N. Gamble :

persmaiiy—lmeﬁqkto-me-opproved to me on the basis of satisfactory evidence to be the person{y) who

appeared before me.

Seal t
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MOSS-ADAMSLLP medf,

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITOR’S REPORT

To the Stockholder
ePLANNING Securities, Inc.

We have audited the accompanying statements of financial condition of ePLANNING Securities, Inc., as of
June 30, 2006 and July 31, 2005, and the related statements of operations, changes in stockholder’s equity
and cash flows for the eleven-month period ended June 30, 2006 and the year ended July 31, 2005 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 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 from 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 presentatlon We believe that our audits provide a reasonable basis
for our opinion. | . _ : L . . -

In our opinion, Lthe financial statemerits referred to above present fairly, in all material respects, the ﬁnancial
position of ePLANNING Securities, Inc., as of June 30, 2006 and July 31, 2005, and the results of its
operations and its cash flows for the eleven-month period ended June 30, 2006 and the year ended July 31,
2005, in conformity with accounting principles generally accepted in the United States of America.

As described in Notes 2 and 12 to the financial statements, effective August 1, 2005, the Company adopted
the provisions of SFAS No. 123(R), Share-Based Payments (as amended), to account for stock options. The
Company previously used the intrinsic method to account for options awarded to its employees and members
of its Board of Directors and used the fair value method to account for options awarded to its independent
contractors.

Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken as a
whole. The information contained in Schedules I and II is presented for the purposes of additional analysis
and is not a required part of the basic financial statements, but is supplementary information required by rule
172-5 under the Securities Exchange Act of 1934. Such information has been subjected to the auditing
procedures applied in the examination 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.

% Zosex_ 477

Sacramento, California
September 22, 2006

A memhber of

Moores Rowland International
an association al independent
accounting hirms throughout
the world



ePLANNING Securities, Inc.

Statements of Financial Condition

i

As of June 30, 2006 July 31, 2005

ASSETS
Cash $ 905,647 $ 569,923
Commissions receivable 269,671 155,433

Equipment and leasehold improvements, at cost, less accumulated
depreciation and amortization of $45,736 in 2006

and $27,758 in 2005 64,423 69,899

Deposit with clearing organization ' _ 100,409 101,865

Due from wholly-owned subsidiary of the Parent Company - 600

Deferred income taxes - 361,310

Other assets _ ' 95,170 65,722
Total assets $ 1,796,630 $ 963,442

LIABILITIES AND STOCKHOLDER'S EQUITY

Liabilities _
Accounts payable and accrued liabilities $ 547,142 5 517,812
Dividends payable to Parent company ' 135,000 -
Due to a wholly-owned subsidiary of the Company's Parent 5,343 . -
Total liabilities ' ‘ 687,485 517,812
Stockholder's Equity
Common stock — no par value; authorized 1,000,000 shares;
outstanding 1,000 shares 1,000 1,000
Additional paid-in capital 2,220,805 2,194,653
Accumulated deficit (1,112,66() (1,750,323)
Total stockholder’'s equity 1,109,145 445,630
Total liabilities and stockholder’s equity $ 1,796,630 $ 963,442
See accompanying notes ' 2




ePLANNING Securities, Inc.

Statements of Operations

Eleven-Month

" Period Ended Year Ended
June 30, 2006 July 31, 2005
REVENUE: ’
Commissions . $ 11,603,910 $ 9,159,832
Fee income ‘ ‘ . l,[_)02,776 638,220
Other 597,458 408,033
Total revenue L | 13,204,144 10,206,085
COST OF REVENUES: : ,
Commissions ’ - 10,494,965 8,279,635 -
Clearance and exchange fees ) 170,334 173,120
Marketing seminar expense ' 67,961 612
Total cost of revenues ' ‘ 10,733,260 8,453,367
Gross profit C 2,470,884 1,752,718
OPERATING EXPENSES:
Employee compensation and benefits ' 1,202,339 1,011,148
- Communications _ 53,953 57,086
Occupancy expenses ) 109,300 113,564
Compliance and regulatory fees 274,164 275,654
Office and administration 147,741 - 139,029
Professional services and other ‘ 107,058 136,529
Total expenses , 1,895,055 ' 1,733,010
Income before Income Taxes ' 575,829 19,708
Income tax benefit (provision) 336,821 (800)
Net Income 3 915,650 $ 18,908
See accompanying notes 3



ePLANNING Securities, Inc. 1

Statements of Changes in Stockholder’s Equity

For the Eleven-month Period Ended June 30, 2006 and the Year Ended July 31, 2005

) Total
Common Additional Paid Accumulated Stockholder’s
Stock in Capital Deficit Equity

Ending Balance, :
July 31, 2004 -3 L,ooo % 2,185,840 3% (1,701,231)  § 485,609
Value of Stock Options :

Issued - 18,998 18,998
Change in Stock-Based g

Deferred Compensation - (9.,885) (9,885)
Dividends _ - ‘ - - (68,000) (68,0001
Net Income ‘ - - 18,908 . 18,908
Ending Balance, . ‘
July 31, 2005 1,000 2,194,953 (1,750,323) 445,630
Stock-Based ‘
. Compensation . . 25,852 25,852
Dividends - - - (271,987) (277987
Net Income - - 915,650 915,650
Ending Balance,
June 30, 2006 $ 1,000 $ 2,220,805 $ (L,112,660) $ 1,109,145
See accompanying notes 4



ePLANNING Securities, Inc.

Statements jof Cash Flows

Eleven-Month

Period Ended Year Ended
June 30, 2006 July 31, 2005
Cash Flows from Operatmg Activities
Net income . _ $ 915,650 $ 18,908
Adjustments to reconcile net income to net cash used in operating
activities: B , _
Depreciation and amortization 17,978 14,735 .
Sl:ock-based compensation expense 25,852 9,113
Deferred tax provision (benefit) (361,310) A -
Loss on disposal of assets - 77
Effect on cash of changes in operating accounts:
Deposit with clearing organlzatlon 1,456 (137
Other assets (29,448) 515
Cominissions receivable (114,238) 165,611
Accounts payable and accrued liabilities 29,330 726
Dividends payable 135,000 -
Due to a wholly-owned subsidiary of the Company's Parent 5,943 (683)
Net cash provided by operating activities 626,213 208,865
Cash Used in Investing Activities
Purchase of equipment and leasehold lmprovements (12,502) (60,528)
" Net cash used in investing activities, {12,502) (60,528)
Cash Provided by Financing Activities
Dividend paid to shareholder (277,987) (68,000)
Net cash used in financing activities (277,987 (68,000)
Net Increase in Cash 335,724 80,337
Cash, Beginning of Period 569,923 489,586
Cash, End of Period $ 905,647 569,923
Supplemental Information
Income taxes paid $ 800 800
See accompanying notes 5
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ePLANNING Securities, Inc.

Notes to Financial Statements

ORGANIZATION:

ePLANNING Securities, Inc. (the Company) was incorporated under the laws of the State of California
on August 6, 1998. In November 1998, the Company became registered with the Securities and
Exchange Commission as a broker-dealer in securities pursuant to Section 15(B) of the Securities
Exchange Act of 1934, On February 12, 1999, the Company became a member of the National
Association of Securities Dealers, Inc. The Company is a wholly-owned subsidiary of ePLANNING,

Inc. (the Parent).

The Company is engaged in a single line of business as a broker-dealer of investment instruments. The
Company earns commissions for trades of third party mutual funds, variable insurance products, private
placement securities, and publicly traded securities through registered representatives. Trades of publicly
traded securities are executed on behalf of customers and are processed by a clearing organization on a
fully disclosed basis. The Company also earns fees, primarily for services provided in connection with
private placements of securities.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Fiscal-Year End. In 2006, the Company changed it fiscal-year end to June 30 to coincide with the -
reporting pattern required of broker-dealers to the National Association of Security Dealers.
Accordingly, the statements of operations and cash flows are for the eleven-month period ended June
30, 2006.

Cash. For purposes of reporting cash flows, the Company defines “cash” as cash and cash investments -
with maturities of three months or less when purchased. At June 30, 2006, the Company had cash
deposits with financial institutions which exceeded federally insured limits.

Commissions Receivable. Commissions receivable are stated at the amount management expects to
collect from outstanding balances after bad debts, taking into account credit worthiness of customers
and hlstory of collection. Management provides for probable uncollectible amounts through a charge
to earnings and an increase to a valuation allowance based on its assessment of the current status of
individual accounts. Balances that are still outstanding after management has used reasonable
collection efforts are written off through a charge to the valuation allowance and a reduction of trade
accounts receivable. There was no altowance for doubtful accounts at June 30, 2006 or July 31, 2005.

Equipment and Leasehold Improvements. Equipment and leasehold improvements are recorded at
cost and depreciated over their estimated useful lives. Depreciation is provided on a straight-line basis
using an estimated useful life of five years for equipment. Leasehold improvements are amortized
over the lesser of the useful life of the improvements or the term of the lease.

Revenue Recognition. Commission income and related commission expense on insurance and annuity
products are recorded on policy issuance dates, based on information provided by insurance carriers.
Commission income and related commission expense and clearing expense related to transactions of
publicly traded securities are recorded on a trade date basis. Commissions and fees received in
connection with private placement security sales are deferred until minimum funding requirements of

. the transaction have been met and no contingencies remain that could require refund of fees received.

Advertising Expense. The Company records advertising as an expense when incurred. For the eleven-
month period ended June 30, 2006 and year ended July 31, 2005, advertising expense amounted to
$8,497 and $1,350, respectively.




ePLANNING Securities, Inc.

Notes to Financial Statements

2.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued): .

Income Taxes. The Company uses the liability method to account for income taxes. Under this
method, deferred tax assets and liabilities are determined based on differences between the financial
reporting and tax bases of assets and liabilities, and are measured using the enacted tax rates and laws
that will be in effect when the differences are expected to reverse. Deferred taxes are also recognized
for operating losses that are available to offset future taxable income. Assessment is made of the
likelihood of realization of deferred tax assets and, if impairment is more likely than not, an allowance
to reduce deferred tax assets is provided. At July 31, 2005 an allowance was provided for the full |
amount of the net deferred tax assets. At June 30, 2006, the allowance was reduced to a partial
allowance. ' .

Use of Estimates. The preparation of financial statements in conformity with accounting principles

" generally accepted in the United States requires management to make estimates and assumptions 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 could differ from these estimates.

Stock Options. As described in more detail in Note 12, the Company’s” Parent (a privately held
company) has issued stock options to the Company’s officers, émployees, members of its Board of
Directors and the Company’s registered representatives, which are independent contactors. Under
generally accepted accounting principles, the Company accounts in its financial statements for
compensation related to options issued by its Parent to parties that provide services to the Company.

_Effective August 1, 2005, the Company adopted the provisions of SFAS No. 123(R) Share-Based
Payments(as amended). SFAS No. 123(R) requires stock options to be accounted for under the fair
value method and requires the use of an option pricing model for estimating fair value. Accordingly,
share-based compensation is measured at grant date, based on the fair value of the award. The
Company previously used the fair value based method of recognizing compensation expense only for
options issued to independent contractors as was required by Statement of Financial Accounting
Standard (SFAS) No. 123, Accounting for Stock-Based Compensation. As allowed by SFAS No. 123,
the Company previously accounted for awards granted to officers, employees and Board of Director
members under the intrinsic value method prescribed by Accounting Principles Board (APB) Opinion
No. 25, Accounting for Stock Issued to Employees, and related interpretations, and provided pro forma
disclosures prescribed by SFAS No. 123. The exercise price of all outstanding optioris is equal to the
fair value of the Company’s Parents stock (as determined by its Board of Directors) on the date of
grant.” Accordingly, no share-based compensation, other than for stock options awarded to independent
contractors, was recognized in the financial statements prior to August 1, 2005. The effect of adopting
SFAS No. 123(R) on net income for the eleven-month period ended June 30, 2006 was approximately
$12,500, net of deferred income taxes. Had SFAS No. 123(R) been adopted for the year ended July
31,.2005, net income would have been decreased by approximately $61,204 to a pro form net loss of
$42,296.

In November 2005, the FASB issued Staff Position (“FSP”) FAS123(R)-3, Transition Election to
Accounting for the Tax Effects of Share-Based Payment Awards. This FSP requires an entity to follow
either the transition guidance for the additional-paid-in-capital pool as prescribed in SFAS No. 123(R),
Share-Based Payment, or the alternative transition method as described in the FSP. An entity that
adopts SFAS No. 123(R) using the modified prospective application may make a one-time election to
adopt the transition method described in this FSP. An entity may take up to one year from the later of
its initial adoption of SFAS No. 123(R) or the effective date of this FSP to evaluate its available
transition alternatives and make its one-time election. This FSP became effective in November 2005.
We continue to evaluate the impact that the adoption of this FSP could have on our financial
statements.




ePLANNING Securities, Inc.

Notes to Financial Statements
X T

3.

DEPOSIT WITH CLEARING ORGANIZATION:

The déposit with the clearing organization was maintained in a proprietary account (PAIB account)
pursuant to a written agreement between the Company as the introducing broker-dealer and the
clearing organization as the clearing broker-dealer. Under the agreement the clearing broker-dealer -
agrees to perform a computation for PAIB assets in accordance with the customer reserve computation
set forth in SEC Rule 15¢3-3 and the modification and exclusions set forth in the SEC PAIB no-action
letter dated November 3, 1998. Therefore, the deposit is treated as an allowable asset in the
computation of net capital under the SEC Rule 15¢3-1.

. { ‘ )
The clearing broker-dealer has a security interest in assets of the PAIB account of the Company.

PROVISION FOR INCOME TAXES:

The p}ovision for income taxes for the eleven-month period ended June 30, 2006 consists of the
following: :
Eleven-Month
Period Ended June -Year Ended

30, 2006 July 31, 2005
Current taxes payable: . :
Federal _ $ 236,486 $ 20,973
State , ) 62,060 1,940
Less tax benefit of net operating loss carryforward '
used to reduce taxes payable . (277,056) (22,113)
‘Current tax provision 21,490 300
Deferred tax provision (benefit):
Federal : 203,190 (21,343)
State : 47,560 (21)
(Reduction of) increase in allowance against deferred .
tax assets (612,061) 21,364
. Deferred tax benefit ' (361,311) _
Income tax provision (benefit} $ (339821 $ 800

¢

For income tax purposes there is a net operating loss carryforward as of June 30, 2006 of
approximately $851,000 for federal tax purposes that expires in 2020 and 2021 and $668,000 for
California tax purposes that expires in 2013 and 2014. The Company also has an Alternative
Minimum Tax credit carryforward of $20,689 that is available, without expiration, to offset future
regular tax liabilities. An allowance against deferred tax assets has been provided at June 30, 2006 in
the amount of $32,135 related to deferred taxes on compensation recognized for stock options that
management believes may not be exercised and, accordingly, the Company may not realize the
deferred tax assets. The allowance, which amounted to $644,196 at July 31, 2005, was reduced by
$612,061 in the eleven-month period ended June 30, 2006, reflecting the portion of the net operating
loss realized through reduction of current taxes payable and changes in circumstances that caused
management to believe the remainder of the net deferred tax assets is likely of being realized.

The effective tax rate is less than the applicable statutory federal tax rate because of a reduction in the
allowance against deferred tax assets resulting from utilization of net operating losses carried forward
from prior years and reversal of a portion of the previously provided allowance against deferred tax
assets.




ePLANNING Securities, Inc.

Notes to Finanbial Statements

5.  RELATED PARTY TRANSACTIONS:

The Company provided administrative services to the Parent without charge. The Company also
provided personnel, communication, and administrative services to ePLANNING Advisors, Inc. (a
wholly-owned subsidiary of the Parent), for which the Company charged a management fee of
$103,000 and $62,500 for the eleven-month period ended June 30, 2006 and the year ended July 31,
2005, respectively.

The Company received commission income of approximately $4,455,609 and $4,624,741 during the
eleven-month period ended June 30,2006 and the year ended July 31, 2005, respectwely, from entities
controlled by a shareholder of the Company s Parent.

6.  NET CAPITAL REQUIREMENTS:

The Company is subject to the Securities and Exchange Uniform Net Capital Rule (15¢3-1), which
requires the maintenance of minimum net capital and a maximum ratio of aggregate indebtedness to
net capital, both as defined. ,
At June 30, 2006, the Company’s net capital under the Securities and Exchange Uniform Net Capital .
Rule (15¢3-1) was $547,512, which was $497,512 in excess of the required minimum net capital. The
Company’s ratio of aggregate indebtedness to net capital may not exceed 15 to 1. At June 30, 2006,
the Company’s aggregate indebtedness to net capital ratio was 1.22 to 1.

EXEMPTION FROM SEC RULE 15¢3-3:

Management believes that the Company has complied with provisions for exemption from certain
provisions of SEC Rule 15¢3-3 during the eleven-month period ended June 30, 2006. The Company
clears all of its securitics transactions through a clearing broker-dealer (Bear Stearns Securities
Corporation) on a fully disclosed basis, and holds no customer funds or securities. Accordingly, it is
exempt under regulation 15¢3-3 section (k)(2)(ii) from reserve requirements and certain other reporting
requirements under SEC Rule 15¢3-3. -

8. CONCENTRATION:

One group of registered representatives accounted for approximately 35% of commission income
during the eleven-month period ended June 30, 2006 and two registered representatives and one group
of registered representatives accounted for approximately 58% of commission income during the year
ended July 31, 2005.

E N EEEEREEREEEENEEEEENEEEEAENENEEEEAEENEEEEEETDN
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ePLANNING Securities, Inc.

Notes to Financial Statements

9. LEASE COMMITMENT:

The Company has an operating lease on its office facility expiring on August 31, 2009. The Company
holds options to extend the lease for an additional five-year term. For the eleven-month period ended
June 30, 2006 and the year ended July 31, 2005 payments under such office space lease amounted to
approximately $103,106 and $78,000, respectively while recorded rent expense related to the office :
space was approximately $105,793 and $101,000 reflected on a straight-line basis over the term of the
lease. ;. Total rent expense was $106,833 and $111,402 for the eleven-month period ended June 30,

- 2006 and the year ended July 31, 2005, respectively. Future annual minimum rental payments requ1red
under the lease as of June 30 2006 are as follows:

2007 ' $ 118,908

2008 118,907
2009 . 122,361
2010 125,919
2011 /47,726
Thereafter -
$ 533,821

10. CONTINGENCIES:

The Company has certain threatened claims arising in the normal course of business. In the opinion of
management, the outcome of such claims will not materially affect the Company’s financial position.

11, RETIREMENT PLAN:

In October 2004, The Company adopted a 401(k) profit sharing plan that covers substantially all
employees. Under the plan, the employer provides 401(k) matching contributions to the plan.
Employer matching contributions were $23,821 and $17,876 i in the eleven-month period ended June
30, 2006 and the year ended July 31, 2005. :

12. STOCK OPTIONS:

In October 2000, ePlanning, Inc.’s (the Parent’s) stockholders approved the adoption of its 2000 Stock
Incentive Plan (Plan) for the Parent. The Plan provides for the granting of stock options to officers,
directors or employees of the Parent or the Company. Also the Plan provides for the granting of stock
options to independent contractors who provide services to the Parent or the Company. Under the
Plan, the exercise price of stock options must be no less than the fair market value of the Parent’s
common stock on the option grant date. A total of 3,500,000 shares of the Parent’s common stock are
reserved for issuance under the plan. The options generally vest with respect to the first 25% of the
shares when the optionee completes 12 months of continuous service after the vesting commencement
date. The remaining 75% of options granted generally vest on a monthly basis over a three-year period
when the opticnees complete each month of continuous service after the grant date. Additionally, the
term of current stock options granted is generally 10 years.

10



ePLANNING Securities, Inc.

~

Notes to Financial Statements

12

STOCK OPT TONS (continued):

The Parent has also issued stock options to the Company’s chief executive officer (Executive Options).
The exercise price of the Executive Options is equal to the fair market value of the Parent’s common
stock on the option grant dates. Certain Executive Options were fully vested when granted while
others vest over a three-year period from the grant date. The Executive Options are exercisable for a
period of 10 years from the date of grant. The terms of the Executive Options provide that the
Executive may exercise the options with a note payable to the Parent secured by the stock acquired in
the option exercise. '

As explained in Note 1, effective August 1, 2005, the Company adopted the provisions of SFAS
No. 123(R), Share-Based Payments (as amended), to account for stock options. The

- Company previously used the intrinsic method to account for options awarded to its

employees and members of its Board of Directors and used the fair value method to account
for options awarded to its independent contractors. The Company elected to use the modified
prospective method of adoption for SFAS No. 123(R), under which the compensation cost recognized
by the Company beginning in August 1, 2005 includes (a) compensation cost for all equity incentive -
awards granted prior to, but not yet vested as of August I, 2005, based on the grant-date fair value
estimated in accordance with the original provisions of SFAS No. 123, and (b) compensation cost for
all equity incentive awards granted subsequent to August 1, 2005, based on the grant-date fair value -
estimated in accordance with the provisions of SFAS No. 123(R). The Company uses the straight-line
attribution method to recognize share-based compensation costs over-the service period of the award.
Upon' exercise, cancellation, or expiration of stock options, deferred tax assets for options with
multiple vesting dates are eliminated for each vesting period on a first-in, first-out basis as if each
vesting period was a separate award. To calculate the excess tax benefits available for use in offsetting
future tax shortfalls as of the date of implementation, the Company followed the alternative transition

" method discussed in FASB Staff Position No. 123(R)-3.

Share-based compensation recognized in the period ended June 30, 2006 as well as pro forma
disclosures according to the original provisions of SFAS No. 123 for periods prior to the adoption of
SFAS No. 123(R) were determined using the Black-Scholes option pricing model for estimating fair
value of options granted. Option valuation models were developed for use in estimating the deemed
fair value of traded options that have no vesting restrictions and are fully transferable. In addition,
option valuation models require the input of highly subjective assumptions, including the expected life
of the option. Because the Parent’s stock options have characteristics significantly different from those
of traded options and because changes in subjective input assumptions can materially affect the
deemed fair value estimate, it is management’s opinion that the existing models do not necessarily
provide a reliable single measure of the fair value of its Parent’s stock option. The estimates of fair
value made using the pricing model could vary significantly from amounts of actual transactions in the
Parent’s common stock.

11
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ePLANNING Securities, Inc.

Notes to Financial Statements

12,

STOCK OPTIONS (continued):

The following table summarizes the compensation included in the financial statements related to share-
based options. '

2006 __ 2005
Cost of revenues - Commissions $ 11,081 $ 9,113
Emplg;:)iee corhpensatibn and benefits 14,771 -
Sh.areitl)ased compensation effect on income before taxes . 25,852 9,113
Provi.;;ion for income taxes ' - -
Shar-e‘ based compensation effect on net income ) 25,85%__: ) . 9.113

In accordance with SFAS No. 123(R), the Company adjusts share-based compensation annually for
changes to the estimate of expected equity award forfeitures based on actual forfeiture experience. The
effect of adjusting the forfeiture rate for all expense amortization after August 1, 2005 is recognized in

- the period the forfeiture estimate is changed. The effect of forfeiture adjustments at June 30, 2006 was

insignificant.

Under the provisions of SFAS No. 123(R), $25,852 has been recorded as a credit to additional paid in
capital in connection with stock option compensation, net of deferred taxes, during the period ended
June 30, 2006. No tax benefit was realized during the period ended June 30, 2006 for tax deduction
from option exercises as management has provided an allowance that offset the deferred tax assets
related to stock options. As of June 30, 2006, there was $27,025 of total unrecognized compensation
costs related to stock options granted by the Company. The unrecognized compensation cost is
expected to be recognized over a weighted average period of 1.34 years.

12



ePLANNING Securities, Inc.

Notes to Financial Statements

12, STOQK OPTIONS (continued):

The weighted average estimated values of stock option grants outstanding at June 30, 2006, as well as
the weighted average assumptions that were used in calculating such, were based on estimates at the
date of grant as follows. No stock options were issued in the eleven-month period ended June 30,
2006, accordingly, the assumptions for that time period are not applicable to the determination of

compensation.
2006 2005 2004 2003
Dividend Yield N/A 0.0% 0.0% 0.0%
* ‘Risk-free interest rates N/A 3.5% 3.7% 4.4%
Volatility N/A 26.0% 26.0% 26.0%
Expected option term (years) N/A 10 10 10
Weighted-Average Fair Value of Options
Granted During the Year
2002 $0.127
2003 $0.117
2004 $0.112
2005 $0.110
2006 N/A

Expected volatility is based on management’s estimate using comparable industry information.

Options outstanding that have vested and are expected to vest as of as of June 30, 2006 are as follows:

Options Outstanding

Weighted

Average
Weighted Remaining
Number of Average Contractual

Shares Exercise Price Term

Vested 3,191,671 §$ 0.26 6.05
Expected to vest 236,591 §$ 0.25 7.51
Total 3,428,262 § 0.26 6.15

Options outstanding that are expected to vest are net of estimated future option forfeitures in -
accordance with the provisions of SFAS No. 123(R), which were initially estimated upon adoption of
SFAS No. 123(R) on August 1, 2005. On options that may be issued in the future, forfeitures will be
estimated when compensation costs are recognized. Options with a fair value at the time of award of
$11,314 and $24,439 completed vesting during the eleven-month period ended June 30, 2006 and the

year ended July 31, 2005, respectively.

13
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ePLANNING Securities, Inc.

Notes to Financial Statements

12. STOCK OPTIONS (continued):

Additional information with respect to stock option activity is as follows:

' ‘ Stock Options
Shares . Weighted Average

Exercise Price

 Outstanding , as of July 31,2004 S 3,341,898 $ | 0.26

Granted 243,968 0.25

Forfeited ~ (101,755) 0.25

Exercised X -

Outstanding , as 'of July 31, 2005 . 3,484,111 0.26

Granted - : 0.25

Forfeited (39,587 0.25

Exercised . -

Outstémding , as of June 30, 2006 | 3,444 524 $ 0.26
Options exercisable as of June 30, 2006 3,161,671 . $ 0.26
Options exercisable as of July 31, 2005 2,624,233 $ ‘ 0.26

The exercise price of substantially all options granted from Plan inception and those outstanding at
July 31, 2005 and 2004 is $0.25 per share. The options expire between 2010 and 2015. The weighted-
average remaining contractual life of the options outstanding at June 30, 2006 is 5.9 years.

4




SUPPLEMENTAL SCHEDULES

e - e




ePLANNING Securities, Inc.

Schedule I  Computation of Net Capital Under Rule 15c¢3-1 of the Securities and Exchange
Commission

-__—_
NET CAPITAL:
Total stockholder’s equity 3 1,109,145

Deductions and/or charges:

Non-allowable assets $ 547,633

Other deductions and/or charges © 14,000 561,633
Net capital | - , $ 547,512

Reconciliation to FOCUS Report

Net capital in this schedule is different from that shown in the Financial and Operational Combined Uniform
Single (Focus) Report as of June 30, 2006 as the result of the following adjustments made during the audit of the
financial statements. Adjustments that affected net income are shown as changes to capital in the table below to
reflect the effect after net income was closed to retained earnings:

Capital Deductions  Net Capital

Amounts reported on the June 30, 2006 FOCUS report $ 769,326 % (200,323) § 569,003
Adjustments: ' )
Income tax benefit (provision), mcludmg reversal of
> allowance on deferred tax assets:
Current tax expense (21,490) (21,490)
Deferred tax benefit ' 361,309 (361,309)
Stock option compensation in connection with adoption of
SFAS No. 123R:
Additional paid-in capital for portion of value at grant of
options vesting during the fiscal period 8,445 8,445
: Stock option expense included in net income (8,445) (8,445)
Adjusted Net Capital, June 30, 2006 $ 1,109,145 $§ (561,632) § 547,513
16



ePLANNING Securities, Inc.

Schedule Il Computation for Determination of Reserve Requirements and Information Relating

to Possession or Control Requirements Under Rule 15¢3-3 of the Securities and
Exchange Commission

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT: ‘

‘Minimum net capital required $ 44,453
. Minimum dollar requirement : $ 50,000
Net capit'al required ‘ $ 50,000
'Excess net capital | $ 497,512
Excess n;at capital at 1000% of aggregate indebtedness $ 480,633
COMPUTATION OF AGGREGATE INDEBTEDNESS:
Aggregate Indebtedness ) L
Total allowable liabilities from statement of financial condition B} 7 3 687,485
Total agéregate indebtedness $ 687,485
Perceﬁta;ge of aggrégate indebtedness to net capital _ 125.6%

Reconciliation to FOCUS Report

Total allowable liabilities in this schedule are different from that shown in the Financial and Operational Combined
Uniform Single (Focus) Report as of June 30, 2006 as the result of the following adjustments made during the audit
of the financial statements:

Total allowable liabilities reported on the June 30, 2006 FOCUS report 3 665,995

Adjustments: _
Taxes payable : 21,490
Adjusted total allowable liabilities, June 30, 2006 $ 687,485

An exemption from Rule 15¢3-3 is claimed based upon section (k}(2)(ii). All customer transactions are
cleared through another broker-dealer on a fully disclosed basis. The Company clears its securities
transactions through Bear Stearns Securities Corporation (SEC # 8-43724).

Information for possession or control requirements under Rule 15¢3-3 is not applicable.
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MOSS-ADAMS LLP @

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL

To the Stockholder
ePLANNING Securities, Inc.

In planning and performing our audit of the financial statements of ePLANNING Securities, Inc. (the
Company), for the l1-month period ended June 30, 2006, 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 the internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we have made a
study of the practices and procedures followed by the Company, including tests of compliance with 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 and net capital under Rule 17a-3(a)(11) and for determining
compliance with exemptive provisions 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

practlces and procedures followed by the Company in any of the following:

1. Méking the quarterly securities examinations, counts, verifications and comparisons,
recordation of the differences required by Rule 17a-13,

2. 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.

3. Obtaining and maintaining physical possession or control of all fully paid and excess
margin securities of customer as required by Rule 15¢3-3. '

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 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. Rule 17a-5(g) lists additional objectives of the
practices and procedures listed in the preceding paragraph.

Because of the inherent limitations in internal control or the practices and procedures referred to above,
errors 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.

A member of

Moores Rowland International
an association of independent
accounting firms thraughoul
ihe worlg



]

MOSS-ADAMS LLP .@

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL

(continued)

Our consideration of the internal control would not necessarily disclose all matters in 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 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 pertod by employees in the normal course of performing their assigned functions. However, we
noted no matters involving internal control; including control actlvmes for safeguarding securities that we
consider to be a material weakness 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 June 30, 2006 to meet the SEC’s objectives.

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

2, v (mieraip
Sacramento, California | )
September 22, 2006



