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OATH OR AFFIRMATION

.,

L L[ HENRY“‘D ALBERTO -"' - ".“. ) , swear (or afﬁrm) that, to the best of

my knowledge and behefthe acmmpanymg “finaficial statement and’ supportmg schedules pertalmng to the firm of
AMERICAN FINANCIAL ASSOCIATES INC., o s

of DECEMBER 31\ Lo : R ,20Y 06 - itre true anEd correct, I further swear (or affirm) that

- neither the company nor any partner proprtetor prmcnpal officer or dlrector has any proprletary interest in any account

¥ class:f' ed so[ely as that of a customer‘ except as follows:

NO EXCEPTIONS R S
.o oL *fd L *';_"‘_4:','__,;_ - S L
. . . i . '_ R . .‘, - . s
LUMMONWEALTH OF PENNSYLVAN!A . ¥
e Roseannev Prasse; NotaryPubItc : . ‘ S:gnature
. . ﬁwm Monme County | .
e i mission Expires’ung 50, 2008 -
N T fember, |Pannyvivania Assoo /0 234 Motaries R /;;fﬁflf 4 ﬂ £p r
e i ) . - o Title
o0 Notary Publlc S ;; R T v s NEALTH ?E;;ENNSYLVANIA
L ey e S L e Al S

n o -This’ report ** contams {cheek a\l apphcable boxes)

Lo v “rasse, Notary Public

(a) Facing Page _ ,
(b} Statement of Fmancml Condttton g .
() Statement of-Income (Loss).. G .
(d} Statement of Changes in Financial Condition. :
{e} Statement of Changes in Stockholders Equity or Partners’ or Sole Proprietors’ Capital.
)] Statement iof Changes in’ Llabtllttes Subordmated to Clatms of Credltors
(g) Computat:on of Net Capital: ; :
(h) Computatlon for Determmatton of Reserve, Requlrements Pursuant to Rule 15¢3-3.
(i) lnf‘ormatlo‘n Re[atmg to the Possesston or Control Requtrements Under Rule 15¢3-3.
L) A Reconc111atton mcludmg approprlate explanatton of the Computatton ofNet Capltal Under Rule 15¢3-1 and the
Computat:on for. Determmatmn of the-Resérve Requirements Under: Exhllblt ‘A.of Rule 15¢3-3.
(k) A Reconcnhatmn between the dudited and- unaudlted Statements of Fmanctal Condition with respect to methods of
consoltdatton T ! ' E

il - Zares June 10, 2008
h ’ o annacistinn Of Notaries

N s

_(m) A copy ofthe SIPC Supplemental Report s . ? .
(n} A report descr:bmg any matenal 1nadequac1es found to exist or found to have existed since the date of the pre\rtous audit.
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AE or conditions ioj!’ conf dennal treaiment of cerlam poruons of this f Img, see secuon 240.17a-5(e)(3).
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INDEPENDENT AUDITOR'S REPORT

Board of Directors
American Finagf:ial Associates, Inc.

We have auditgi:l the accompanying statements of financial condition of American Financial Associates,
Inc. as of December 31, 2006 and 2005, and the related income statements and cash flows for the years
then ended thqt'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 missta;ements.[ An audit includes examining

‘on a test basis, evidence supporting the amounts and disclosures.in the financial statements. An audit

also includes éﬁsessing the accounting principles Used and significant estimates made by management,
as well as eva_l‘uating the overall financial statement presentation. We believe that our audit provides a
reasonable basis for our opinion.
i
[ -
In our opinion,! the financial statements referred to above present fairly, in all material respects, the
financial position of American Financial Associates, Inc. at December 31, 2006 and 2005, and the results

_ ofit’s operatiohé and cash flows for the years then ended in conformity with accounting principles

generally accép;ted in the United States of America.

i .
Our audit was}cionducted for the purpose of forming an opinion on the basic financial statements taken
as a whole. The information contained on pages 11 through 14 are presented for purposes of additionai
analysis and afré not a required part of the basic financial statements, but is supplementary information
required by ru]a': 17a-5 under the Securities Exchange Act of 1934. Such ilnformation has been subjected

to the auditing procedures applied in the audit of the basic financial staten?ents and, in our opinion, is
fairly stated in'all material respects in refation to the basic financial statements taken as a whole.

¥ | Kirk, Summa & Co., LLP

N
February 13, 2007
Allentown, PA |
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ASSETS ‘ |
CURRENT ASSETS
Cash and cash equivalents
Certificate of deposﬂ
Commissions receviable
TOTAL CURRENT ASSETS

]
FIXED ASSETS

Office Equipment

Furniture & Fixtures

Less: Accumulated depreciation
TOTAL FIXED' ;!\SSETS

OTHER ASSET_S
Deposits with cl:learing organizations and others
it
TOTAL ASSETS[
' {
LIABILITIES AND STOCKHOLDER'S EQUITY
CURRENT LIABILITIES
Accounts payable
Bank overdra‘ftls
Commissions payable
Loan payable ; officer
TOTAL CURRENT LIABILITIES
N
STOCKHOLDERS EQUITY
Common stock $10 par value, 10,000 shares

authorized, 8 165 shares issued and outstanding

‘Retained (deﬁcst)
TOTAL STOCKHOLDER S EQUITY

H

TOTAL LIABILITIES AND STOCKHOLDER'S EQUITY

[0
The accompanying notes are an integral part of these financial statements.
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KiRK, SUMMA & CO., LLP
CERTIFIED PUBLIC ACCQUNTANTS

AMERICAN FINANCIAL ASSOCIATES, INC.
STATEMENTS OF FINANCIAL CONDITION
DECEMBER 31, 2006 AND 2005 [

|

|

|
|
|

2006 2005
$ 15229 $ 4628
34,153 31,164
12,832 23,083
52,214 58,875
53,359 53,359
1,781 1,780
(53,884) (53,148)
1,256 1,091
5,000 5,000
$ 58470 _$ 65866
$ |3,065 $ 2462
2,128 2,007
9,624 15,051
6,000 6,000
20,817 25,520
81,650 81,650
(43,997) (41,304)
37,653 40,346

i
_$ 58470 _$ 65,866




¥ AMERICAN FINANCIAL ASSOCIATES, INC. | '
¥ INCOME STATEMENTS
'l FOR THE YEARS ENDED DECEMBER 31, 2006 AND 2005

i
j ' 2006 2005

REVENUES |
Commissions | { $ 665,551 $700,105
Interest income, 1,375 _ 765
Miscellaneous income 11,157 11,168
TOTAL REVENUES : 678,083 712,039
g A i
., SELLING EXPENSES 546,723 563,862

GENERAL ANr.? ADMINISTRATIVE EXPENSES 134,053 129,065
l

TOTAL SELLING, GENERAL AND ADMINISTRATIVE EXPENSES 680,776 712,927
] .

NETLOSS || (2,693) (888)

RETAINED DEFICIT - BEGINNING OF YEAR (41,304) (40,416)
i T

RETAINED DEFICIT - END OF YEAR $ (43,997) $ (41,304)

f

|
o
v 7
O ‘

f
The accompanying notes are an integral part of these financial statements;
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AMERICAN FINANCIAL ASSOCIATES, INC.
. STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2006 AND 2005

l
)
i
I
. ' I :
CASH FLOWS F:?OM OPERATING ACTIVITIES

2006 2005
Net loss | " ' $ [(2,693) $ (888)
't .
)
ADJUSTMENTS “TO RECONCILE NET INCOME TO
NET CASH PROVIDED BY OPERATING ACTIVITIES
items in net income not affecting cash: ;
Deprecnanon ) 736 807
H i :
= )
(Increase) dec‘nlaase in current assets: i
Commissions receivable 10,251 (8.320)
Certificate of deposit ' (2,990) (750)
Increase (decre‘ase) in current Ilabllltles
Accounts payable 604 (122)
Bank overdrafts 120 {54)
Commissions payable {5.427) 3,979
TOTAL ADJUSTIMENTS ) [ 3,294 (4,460)
L {
NET CASH PROVIDED BY OPERATING ACTIVITIES 601 (5,348)
CASH FLOWS FROM INVESTING ACTIVITIES
Acquisition of fixed assets - (1,250)
NET CASH USEP IN INVESTING ACTIVITIES ) t - {1,250}
NET INCREASE; IN CASH ‘ . 601 (6,598)
" K
CASH AT BEGINNING OF YEAR 4,628 11,226
CASH AT END’(;)F YEAR §& | 5229 $ 4628
i
SUPPLEMENTARY DISCLOSURES:
interest paid ' ! $ - $ -
Income taxes paid 7 - $ | - $ -
1] ——e——
: |
The accompanymg notes are an integral part of these financial statements )
"
i
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AMERICAN FINANCIAL ASSOCIATES, INC.
. NOTES TO FINANCIAL STATEMENTS
; DECEMBER 31, 2006
|

N
NOTE A - SIG;NIFICANT ACCOUNTING POLICIES

Business and Organization
!

Amerrcan Financial Associates, Inc. {(the Company) was organized|on July 25, 1991 for the
purpose 'of selling mutual funds and life insurance. In 1994 the Company also began acting as a
drscount broker. The Company has brokers in the states of Pennsytvanla New Jersey and
Oregon Approximately sixty percent of the Company’s business is conducted in Pennsylvania,
and the major source of revenue comes from selling mutual funds. l

‘ Cash Eguivalents

|
Cash equlvalents are highly liquid debt instruments purchased with maturities of three months or
less. There were no cash equivalents at December 31, 2006 or 2005.

B ©  Bad Debts
: | I
) The Company uses the direct write-off method of accounting for Iosses arising from uncollectible
| - ' accounts receivable. Under this method, accounts receivable are wrltten off to bad debt
expense in the period they are deemed uncollectible. There were no bad debt expenses for the
years ended December 31, 2006 or 2005. \
N
Use of Estimates

Generally accepted accounting principles requires management to make estimates and
assumptions in preparing financial statements. Those estimates and assumptions affect the
reported amounts of assets and liabilities, the disclosure of contlngent assets and liabilities, and
the reported revenues and expenses. |

Deprecnatlo

1

Equment and furniture are stated at cost and are depreciated under accelerated cost recovery
systems permitted for federal income tax purposes over estrmated useful lives of five to seven
years. Depreciation was $736 and $807 respectively for 2006 and 2005.
|

Maintenance and Repairs

"l
Property and equrpment are carried at cost less accumulated depreCIatlon Depreciation is
deducted on a straight-line basis and is provided over the useful Iwes of the related assets.
Marntenance and repairs are charged to operations when mcurred Renewals and betterments
of a nature considered to materially extend the useful lives of the assets are capitalized. When
assets are retired or otherwise disposed of, the assets and related allowances for depreciation
and amortlzat:on are eliminated from the accounts and any resultrng gain or loss is reflected in

' 7

KIRK, SUMMA & CO., LLP E
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AMERICAN FINANCLAL ASSOCIATES, INC.
, NOTES TO FINANCIAL STATEMENTS
- DECEMBER 31, 2006
iy
!
NOTE A — SIGNIFICANT ACCOUNTING POLICIES-continued
il
Rent Expense
]

The Company has a month-to-month rental with no signed lease. Rentis $900 per month for the
last two years and is expensed when paid. Rent expense was $10, 800 for 2006 and 2005.

Commnssnons Receivable

t .
Commls!slons receivable consists of fees earned primarily on the selling of mutual funds. The
Company receives payment within a short time of the transactions. ) No allowance for doubtful
accounts has been provided for as the continuing relationships over many years has assured
collectlon

o
i

NOTE B - OTH[ER ASSETS
t

Other eis?sets‘consisted of the following at:
o

" 2006 2005
Fidelity Destiny Reserve Account $ 5,000 $ 5,000
‘ }
' ,,1Iotal ' $ 5,000 $ 5,000
] : | .
NOTE C - COI\:If’UTATION OF NET CAPITAL
3 - 2006 2005
| Gross capital $ 37,654| $ 40,346
N
‘ Add: Liabilities subordinated to claims of
| N general creditors allowable in
- i computation of net capital 6,000 -
‘ 'Deduct Non-allowable Assets - Property,
: and Equipment, and |
: ! Prepaid Expenses {11,102) (6,992)
Net capital ~ _ § 32,552 $ 33,354
5 |
Excess net capital $ 27,552 $ 28,354
Allowable aggregate mdebtedness i
: :(12 times net capital) . $390,624 $ 400,248
O
JActual aggregate indebtedness $ 16,321 $ 19,775
. |
| }
:- i
! . 1
|
3 o ]
f
w'. 8 '
‘ | KIRK, SUMMA & CO,, LLP

CERTIFIED PUBLIC ACCOUNTANTS




: N
. NOTEF - EXEMPTIVE PROVISIONS

“The following i |s the clearing fi fi rm:

t AMEﬁICAN FINANCIAL ASSOCIATES, INC.
| . NOTES TO FINANCIAL STATEMENTS
‘ | DECEMBER 31, 2006

N

NOTED - CERTIFICATE OF DEPOSIT

A certificate of{deposat was purchased from Soverign Bank on November 19, 2003 in the amount of

$30,000. The term is nine'months and bears interest at 4.40 percent annually The certificate of deposit
has been contmually renewed every six months. The value of the certificate of deposit was $34,153 and
$31,164 at December 31, 2006 and 2005, respectively.

[
NOTEE - ADVI%RTISING COST

Advertising costfs of $575 and $2.559 were incurred for the years ended December 31, 2006 and 2003,
respectively. AIIr advertising costs are expensed as incurred.

An exemptlon IS claimed from SEC Rule 15¢-3-3 under c{k) (2) (ii) — All customer transactions cleared

through another broker-dealer on a fully disclosed basis.
1 |

SEC#- 801-1?059
I
Name - Dain Rauscher

P
l
3
i

1

}
i
]
[
I
i
!
|

v b . 9 |

A © KIRK, SUMMA & CO.,, LLP
CERTIFIED PUBLIC ACCOUNTANTS




| |
' KIRK, SUMMA & CO., LLP|
CERTIFIED PUBLIC ACCOUNTANTS

! 1405 NORTH CEDAR CREST BOULEVAHB
! SUITE 102 [

| ALLENTOWN, PENNSYLVANIA 18104

I 610-770-9869

i FaX # 810-770-0177 OTHER OFFICES
|

; BRODHEADSVILLE, PA
, [ 570-992-5876

DALE E. KIRK, C.P.A. ' EAST STROUDSBURG, PA
A : 570-421-6753
KEVIN . SUMMA, C.P.A. ! .
| :
1 I
o .
INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL REQUIRED BY SEC RULE 17a-5
FOR A BROKER-DEALER CLAIMING AN EXEMPTION FROM SEC RULE 15¢3-3

o
Board of Directors
American Financial Associates, Inc.

In planning and performmg our audit of the accompanying financial statemr—l,'nts and supplementary
schedule of American Financial Associates, Inc. (the Company), for the years ended December 31, 2006
and 2005, we con5|dered its internal control, including control activities for safeguardlng securities, in
order to determlne our-auditing procedures for the purpose of expressing our opinion on the financial
statements andl not to provide assurance on internal control.

|
Also, as requ&red by rule 17a-5{g)(1) of the Securities and Exchange Commlssmn (SEC), we have made
a study of the prachces and procedures followed by the Company lncludlng tests of 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 (or aggregate debits) and net capital under rule 17a-3(a)(11}
and for determlnjng compliance with the 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 practices and procedures followed by the Company in any of the
following: i
!

1. Makllng quarterly securities examinations, counts, verifications,!and comparisons. i
2. Recordation of differences required by rule 17a-13.

|
| !
| 1
|

3. Complylng with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System.

|
MEMBER OF THE AMERICAN INGTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
PENNSYLVANIA INSTTTUTE OF CERTFIED PUBLIC ACCOUNTANTE

]




Page Two (ol !

o .
The managem?@t of the Company is responsible for establishing and maintaining internal control and the
practices and pfrocedures.referred to in the preceding paragraph. In fulfilling this responsibility, estimates
and judgements fby management are required to assess the expected benefits and related costs of
controls and of the practices and procedures referred to in the preceding péragraph and to assess
whether those practices and procedures can be expected to achieve the SEC’s above-mentioned
objectives. wa?of the objectives of internal contro! and the practices and pfrocedures are to provide
management vifigh reasonable but not absolute assurance that assets for which the Company has
‘responsibility are safeguarded against loss from unauthorized use or dispo#ition and that transactions
are executed ir{ accordance with management's authorization and recorded properly to permit the
preparation of financia! 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.

i

‘Because of inherent limitations in internal control or the practices and procedures referred to above, error
and fraud may b'ccur and not be detected. Also, projection of any evaluatio:n 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 ltheir design and operation may deteriorate.

Cur consideratio{n of internal control would not necessarily disclose all matters in internal control that
might be material weaknesses under standards established by the Ame'rica:n Institute of Certified Pubtic
Accountants. !?('Imaterial weakness is a condition in which the design or opleration 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 mateﬁgl in refation 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 internal control, including control activities 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 SEC to be adequate for its ﬁurposes in accordance with
the Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do
not accomplish _éuch objectives in all material respects indicate a material i:nadequacy for such purposes.
Based on this understanding and on our study, we believe that the Company’s practices and procedures
were adequate ?t December 31, 2006 and 2005, to meet the SEC’s objectives. )

This report is intended solely for the information and use of the Board of Directors, management, the
SEC, and other }egulatow 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 thlan these specified parties.

February 13, 2007
Allentown, PA
1
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Y Kirk, Summa < Co., LLP
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- } . .
INDEPENDENT AUDITQRS’ REPORT ON SUPPLEMENTA_RY INFORMATION

REQUIRED BY RULE 17a-5 OF THE SECURITIES AND EXCHANGE COMMISSION

Board of Directors
American FinanFial Associates, Inc.

g
We have audlt‘ed the accompanying financial statements of Amerlcan Financial Associates, Inc. as of
and for the year 'ended December 31, 2006 and 2005, and have issued our report thereon dated
February 13, 2007 Our audit was conducted for the purposes of forming an opinion on the basic
financial statements taken as a whole. The information contained in the followmg statements are
presented for purposes of additional analysis and are not a required part of the basic financial
statements, butlls supplementary information required by rule 17a-5 under the Securities Exchange Act
of 1934. Such mformatlon has been subjected to the auditing procedures applied in the audit of the
basic financial statements and, in our opinion, is fairly stated in atl matenal'respects in relation to the
basic financial statements taken as a whole.

3

i
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i
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February 13, 2007
Allentown, PA
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AMERICAN FINANCIAL ASSOCIATES, INC.
STATEMENTS OF SELLING, GENERAL
AND ADMINISTRATIVE EXPENSES
FOR THE YEARS ENDED DECEMBER 31, 2006‘ AND 2005

| +

2006 2005
SELLING EXPENSES . \
Advertising ! $ | 575 $ 2,559
Auto lease ang‘expense 4.414 5,180
Commissions | 534,743 564,389
Entertainment | | 395 1,253
Meetings : ;I,322 217
Public relations’ ' yoo- 422
Regulatory feé§ 4,658 8,910
Training programs l - 39
Travel o 616 893
TOTAL SELL!N_(? EXPENSES 546,723 583,862
. . |
GENERAL AND'ADMINISTRATIVE EXPENSES I
Bank and other, charges 2,240 698
Bookkeeping |, | - 652
Computer expenses 6,289 5,885
Contributions ; ! 170 120
Depreciation . | 736 807 .
Dues and subspriptions 687 615
Employee berieﬁts 10,544 11,282
Insurance | 4,357 2,145
Licenses and permits 440 876
Miscellaneous | 201 42
Office suppplig? ‘ 2,434 4,716
Qutside services - 450
Payroll taxes || 5,762 6,051
Postage 'l 2,188 2,719
Professional fees 10,583 5,470
Rent I» ' 10,800 10,800
Repairs and maintenance l 623 398
Salaries || 64,856 66,135
Sales expenses ! - 502
Taxes - other i.: 1,737 1,040
Telephone - 7,672 5,710
Utiities | 1,734 1,952
TOTAL GENER{\L AND ADMINISTRATIVE EXPENSES 134,053 129,065
{ | '
TOTAL SELLIN(IS, GENERAL AND ADMINISTRATIVE EXPENSE $68|0.776 $712,927

i
)
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; ' AMERICAN FINANCIAL ASSOCIATES, INC
) STATEMENTS OF NET CAPITAL. RECONCILIATION
"l AUDITED REPORT VS. UNAUDITED FOCUS REPORT
T : DECEMBER 31, 2006 AND 2005
v
i I '
3
! Per Focus Per Audited
. Report Financial
. Form X-17A-5 Adjustments Report
" 2006 2005 2006 2005 2006 2005
i 5
Gross Cap:taI: $ 37,493 § 36,878 $ 1161 $ 3,468 $ 37654 $ 40,346
- Add: i |
Liabilities subord:nated to claims of general
creditors allowab!e in computation of net capital - - 6,000 - 6,000 -
b
Deduct: |
Total nonallowabla assets from
Statement of l?qanctal Condition (11,102} (6,992) - - (11,102) (6,992)
o1
Net capital ! $ 26,291 § 25,886 $ 6,161 § 3,468 $ 32,552 § 33,354
]
¥
J% 2006 2005
Reconcmatlon .of Adjustments:
' |
Adjustments to Gross Capital:
Adjustment to receivables $ (4845 % | -
Adjustment to ﬂayablas 3,633 2,261
Adjustment for voided checks - 458
Adjustment tof Certificate of Deposit ' 1,373 749
. 4 I
2005 addition 1ofl liabilities subordinated to |
claims of general creditors allowable
in computation cIJf net capital 6,000 -
Total Adjustments $ 6161 § 3,




AMERICAN FINANCIAL ASSOCIATES, INC.
STATEMENTS OF CHANGES IN LIABILITIES SUBORDINATED
' TO GENERAL CREDITORS
FOR THE YEARS ENDED DECEMBER 31, 2006 AND 2005

i !
P
]
! |
SRR | 2006 2005 i
) y ,
. Beginning Liabili'ty - January 1 ' $ - $ 6,000
|. g ' :
}‘ o Additions: | | ' 6,000 -
' X . |
| . |
: Subtractions: ' ‘ - 6,000
“ . Ending Balance - December 31 $ 6,000 3 -
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o FINANCIAL STATEMENT DISTRIBUTION LIST
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