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OATH OR AFFIRMATION

I, Frank Smith, 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, 2009, 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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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, 2009 and 2008, 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, 2009 and
2008, 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.

Boea ¢/(M7é\ Arc

San Diego, California
January 20, 2010



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

Consolidated Statements of Financial Condition

December 31, 2009 and 2008

ASSETS
2009 2008

Cash . $ 465,211 $ 677,589
Investments 961,477 887,978
Deposits with clearing organizations 50,086 50,039
Cash and cash equivalents 1,476,774 1,615,606
Commissions receivable 132,401 89,919
Fixed assets, net 7,543 13,543
Other assets 74,526 61,956
$1,691,244 $1,781,024

LIABILITIES AND STOCKHOLDER'S EQUITY

Liabilities ’
Accounts payable and accrued expenses $ 227,292 $ 161,688
Due to parent 1,131,622 1,146.074
Total liabilities 1,358,914 1,307,762
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 800,000 800,000
Additional paid-in capital 4,938,575 4,538,575
Accumulated deficit (5.406,245) (4,865,313)

Total stockholder's equity 332,330 473,262

$1.691,244 $1,781,024

See notes to consolidated financial statements.



FORESTERS EQUITY SERVICES, INC. AND SUBSIDIARY

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

Consolidated Statements of Operations

Years Ended December 31, 2009 and 2008

Revenues
Commissions
Investment income (loss)
Interest
Other revenues
Total revenues

Expenses
Commissions and clearing costs
Compensation and employee benefits
Marketing
Licensing costs
Rent
Consulting and professional fees
Depreciation and amortization
Other expenses
Total expenses

Loss before income tax expense
Income tax expense

Net loss

2009

$2,938,944
56,394
17,158
50,288
3,062,784

1,701,412
1,258,488
129,996
91,033
131,456
40,990
6,000
229.186
-3.588.561

(525,777)
(15,155)
$ (540,932)

See notes to consolidated financial statements.

2008

$3,625,995
(184,980)
24,765
270
_3,466.,050

2,169,582
1,242,146
155,511
122,229
124,333
58,605
4,368
338,942
_4.215.716

(749,666)
(17,066)
$ (766,732)



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, 2009 and 2008

Balance, January 1, 2008
Capital contribution

Net loss

Balance, December 31, 2008
Capital contribution

Net loss

Balance, December 31, 2009

Additional
Common Paid-in
Stock Capital
$800,000 $4,038,575
- 500,000.
800,000 4,538,575
- 400,000

800,000 4,938,575

See notes to consolidated financial statements.

Accumulated
Deficit

$(4,098,581)

(766.,732)

(4,865,313)

(540,932)
5,406,245



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, 2009 and 2008

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
Due from/to parent
Net cash from operating activities

Cash flows from investing activities
Capital expenditures

Cash flows from financing activities
Capital contribution

Net decrease in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalerits, end of year

2009

$ (540,932)

6,000
(42,482)
(12,570)

65,604

(14.452)
(538.832)

400,000
(138,832)
_1.615,606

$1.476,774

See notes to consolidated financial statements.

2008

$ (766,732)

4,368
55,539
1,429

(74,660)
110,266

(669,790)

(7,138)

__500,000
(176,928)
1,792.534

$1.615,606



FORESTERS EQUITY SERVICES, INC. AND SUBSIDIARY
(A 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
and a registered investment advisor licensed by the Securities and Exchange Commission
("SEC") and a member of the Financial Industry Regulatory Authority. 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. 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, five
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.

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, 2009 and 2008 reasonably approximate the fair values for
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, 2009 and 2008.



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

Notes to Consolidated Financial Statements

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
$1,234,000 in 2009 and $1,305,000 in 2008. As of December 31, 2009 and 2008, the
balance owed to Foresters was $1,131,622 and $1,146,074, respectively.

FIXED ASSETS
2009 2008
Computer equipment and software $425,459 $425,459
Other equipment ) . - 35,636 35,636
Leasehold improvements 14,785 14,785
Furniture and fixtures 59,220 59,220
535,100 535,100
Less accumulated depreciation (527,557) (521.557)
$ 7543 $ 13,543
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, 2009, the Company has net operating loss carryforwards for financial
statement purposes of approximately $3,925,000 which expire in various years through
2024,

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

2009 2008
"Expected" federal income tax benefit (expense) $ 183,917 $ 254,886
State income tax (15,155) (17,066)
Change in valuation allowance (183.917) (254,886)
Income tax expense $ (15,155) $ (17,066)



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, 2009
and 2008.

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, 2009 was 9.34 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, 2009, the
Company had net capital of $145,478 which was $54,884 in excess of the amount
required by the SEC.

COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS
AND INFORMATION RELATING TO THE POSSESSION AND CONTROL
REQUIREMENTS UNDER RULE 15¢3-3

The Company relies on Section K(2)(ii) of the Securities Exchange Rule 15¢3-3 to
exempt them from the provisions of these rules.

sk ook %k ok



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

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

December 31, 2009

Total stockholder's equity $ 332,330
Less non-allowable assets

Cash 750

Due from affiliates 25,170

Net assets of subsidiary 11,464

Fixed assets ' 7,543

Other assets 74,526
Net capital before haircuts on security positions 212,877
Less haircuts on security positions 67,399
Net capital $ 145478
Total aggregate indebtedness (excluding

subsidiary indebtedness) 1,358,914
Ratio of aggregate indebtedness to net capital 9.34
Minimum net capital i’equired 90,594
Note: There are no differences between the net capital reported above and the net capital reported on form

FOCUS X-17A4-5 Part II4 as of December 31, 2009.



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

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

December 31, 2009

The Company is exempt from Rule 15¢3-3 under the exemptive provisions of section (k)(2)(i1)
and, accordingly, has no reserve requirements. Consequently, a reserve requirement was not
calculated in Part II of Form X-17A-5 of this Company's FOCUS report as of December 31,
2009; 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 Foresters)

Schedule 111
Information Relating to the Possession or Control Requirements

Pursuant to Rule 15¢3-3

December 31, 2009

The Company is exempt from Rule 15¢3-3 under the exemptive provisions of section (k)(2)(i1)
and, accordingly, has no possession or control requirements.

11



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

Schedule IV
Annual Opinion of Counsel Regarding the Use of Consolidated Financials
Pursuant to Appendix C of Rule 15¢3-1

December 31, 2009

Because the consolidation of the Company’s subsidiary does not result in the increase of the
Company’s net capital and/or the decrease of its minimum net capital requirement under Rule
15¢3-1, the Company is not required to obtain an opinion of counsel described in Appendix C of
Rule 15¢3-1.

12



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 and supplementary schedules of
Foresters Equity Services, Inc. and Subsidiary (the "Company”) for the year ended December 31,
2009, 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 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 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 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:

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

3. Complying 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.

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 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 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

13



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.

Our consideration of 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 errors or fraud in amounts that would be material in relation to the financial statements
being audited may occur and not be detected within a timely period by employees in the normal
course of performing their assigned functions. We noted no matters involving the control
environment and accounting system and their operation 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, 2009, to meet the
SEC’s objectives.

This report is intended solely for the use of management, the Securities and Exchange
Commission, the Financial Industry Regulatory Authority, and other regulatory agencies which
rely on rule 17a-5(g) under the Securities Exchange Act of 1934 and should not be used by
anyone other than these specified parties.

Boroz g&xﬂ%ﬁ/"c

San Diego, California
January 20, 2010
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SIPC SUPPLEMENTAL REPORT

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

In accordance with Rule 17a-5(e)(4) under the Securities Exchange Act of 1934, we have performed the
procedures enumerated below with respect to the accompanying Transitional Assessment Reconciliation
(Form SIPC-7T) to the Securities Investor Protection Corporation (SIPC) for the period from April 1,
2009 to December 31, 2009, which were agreed to by Foresters Equity Services, Inc. and Subsidiary (the
“Company”) and the Securities and Exchange Commission, Financial Industry Regulatory Authority,
Inc., and SIPC, solely to assist you and the other specified parties in evaluating the Company’s
compliance with the applicable instructions of the Transitional Assessment Reconciliation (Form SIPC-
7T). The Company’s management is responsible for the Company’s compliance with those
requirements. This agreed-upon procedures engagement was conducted in accordance with attestation
standards established by the American Institute of Certified Public Accountants. The sufficiency of these
procedures is solely the responsibility of those parties specified in this report. Consequently, we make no
representation regarding the sufficiency of the procedures described below either for the purpose for
which this report has been requested or for any other purpose. The procedures we performed and our
findings are as follows:

1. Compared the listed assessment payments in Form SIPC-7T with respective cash disbursement
records entries noting no differences;

2. Compared the amounts reported for the fiscal period beginning April 1, 2009 and ending December
31, 2009, with the amounts reported in Form SIPC-7T for the period ended December 31, 2009
noting no differences;

3. Compared any adjustments reported in Form SIPC-7T with supporting schedules and working papers
noting no differences;

4. Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7T and in the related
schedules and working papers supporting the adjustments noting no differences; and

5. Compared the amount of any overpayment applied to the current assessment with the Form SIPC-7T
on which it was originally computed noting no differences.

We were not engaged to, and did not conduct an examination, the objective of which would be the
expression of an opinion on compliance. Accordingly, we do not express such an opinion. Had we
performed additional procedures, other matters might have come to our attention that would have been
reported to you.

This report is intended solely for the information and use of the specified parties listed above and is not
intended to be and should not be used by anyone other than these specified parties.

3«/&4¢/:wn7é\ re

San Diego, California
January 20, 2010
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FORESTERS EQUITY SERVICES, INC. AND SUBSIDIARY
(A Wholly-owned Subsidiary of the Independent Order of Foresters)

Determination of “SIPC Net Operating Revenues”
General Assessment
And Schedule of Payments
Pursuant to SEC Rule 17a-5(e)(4)

From April 1, 2009 to December 31, 2009

Total revenue $2,418,146

Deductions
Revenues from the distribution of shares of a registered open end investment
company or unit investment trust, from the sale of variable annuities, from
the business of insurance, from investment advisory services rendered to
registered investment companies or insurance company separate accounts,

and from transactions in security futures (1,834,636)

Net gain from securities in investment accounts (100,021)
SIPC net operating revenues $ 483489
General assessment @ .0025 $ 1,208
Less payments

January 5, 2009 (150)
Assessment balance due $§ 1,058

16



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