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TAIT WELLER
FOCUS EXPERTISE RESULTS

CERTIFIED PUBLIC ACCOUNTANTS

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Board of Directors

Saturna Brokerage Services Inc

We have audited the accompanying statements of financial condition of Saturna Brokerage Services Inc

as of June 30 2012 and 2011 and the related statements of operations changes in ownership equity and

cash flows for each of the two years in the period then ended These financial statements are the

responsibility of the Companys 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 audit to obtain reasonable assurance

about whether the financial statements are free of material misstatement An audit includes examining

on 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

reasonable basis for our opinion

In our opinion the financial statements referred to above present fairly in all material respects the

financial position of Saturna Brokerage Services Inc as of June 30 2012 and 2011 and the results of its

operations and its cash flows for each of the two years in the period 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

whole The information contained in pages 10 and 11 is presented for purposes of additional analysis

and is not required part of the basic financial statements but is supplementary information required by

Rule 17a-5 of the Securities and 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 whole

Philadelphia Pennsylvania

August 20 2012



SATURNA BROKERAGE SERVICES INC
wholly owned subsidiary of Saturna Capital Corporation

STATEMENTS OF FINANCIAL CONDITION

June 30 June 30
Assets 2012 2011

Cash and cash equivalents $4032334 $1710211
12b-1 fees receivable 141631 757031

Receivable from Saturna Capital 43996 233729
Other receivables 20939
State revenue tax refundable 76923

Prepaid expenses 13697 2712

Deposits with clearing organizations 100000 100000

Investment securities at fair value 1246604 229660

Total Assets $5578262 $3131205

Liabilities

Accounts payable and accrued expenses $2211566 $1048793

Payable to Saturna Capital 2003 751204

Total Liabilities 2213569 1799997

Shareholders Equity

Common stock $10 par value 100000 shares authorized

issued 70500 and 48000 shares

at June 30 2012 and June 30 2011 705000 480000
Additional paid-in capital 5964716 3939716
Accumulated deficit 3303028 3088508
Accumulated other comprehensive income 1995

Total Shareholders Equity 3364693 1331208

Total Liabilities and Shareholders Equity $5578262 $3131205

The accompanying notes are an integral part of these financial statements
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SATURNA BROKERAGE SERVICES INC
wholly owned subsidiary of Saturna Capital Corporation

STATEMENT OF OPERATIONS

Year ended June 30
2012 2011

Revenues

Mutual fund distribution fees 9184056 8387439

Brokerage commission income 56976 105126

Dividend income 18938 3294

Other income 4331 47554

Total 9264301 8543413

Expenses
Mutual fund distribution fees 9184056 8387439

Corporate marketing and advertising 41549 43070

Market data and information services 1622 1742

Brokerage clearing and trading 232629 330919

General and administrative 4502 10829

Occupancy expenses 17200 16881

Professional services 12354 92775

Regulatory expenses 57475 56795

State and city taxes 36933 48925
Other operating expenses 1011 591

Total 9589331 8892116

Operating Loss 325030 348703
Unrealized holding gain on trading securities 30569

Loss Before Income Taxes 325030 318134
Tax benefit 110510 108165

Net Loss $214520 $209969

Other Comprehensive Loss

Unrealized loss on AFS securities arising during period 1995
Comprehensive Loss $21 6515 $209969
Basic Net Loss per Share $3.36 $4.37

Basic weighted average number of shares outstanding 63834 48000

The accompanying notes are an integral part of these financial statements
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SATURNA BROKERAGE SERVICES INC
wholly owned subsidiary of Saturna Capital Corporation

STATEMENTS OF SHAREHOLDERS EQUITY
For the Years Ended June 30 2012 and 2011

Accumulated Accumulated Total

deficit other shareholders

comprehensive equity

income loss

Balances at June 30 2010 __________________________________________________________________________

Net loss

Balances at June 30 2011
__________________________________________________________________________

Issuance of common stock

Comprehensive loss

Net loss

Net unrealized holding losses

Total comprehensive loss

Balances at June 30 2012
___________________________________________________________________________

The accompanying notes are an integral part of these financial statements

Common

shares

outstanding

Common Additional

stock paid-in

capital

48000 $480000 $3939716 $2878539 $1541177

209969 209969

48000 $480000 $3939716 $3088508 $- $1331208

22500 225000 2025000 2250000

214520

1995
216515

70500 $705000 $5964716 $3303028 $1995 $3364693
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SATURNA BROKERAGE SERVICES INC
wholly owned subsidiary of Saturna Capital Corporation

STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES

Net loss

Changes in operating assets and liabilities

Cash deposited with clearing organizations

12b-1 fees receivable

Receivable from Saturna Capital

Other receivables

State revenue tax refundable

Prepaid expenses

Accounts payable and accrued expenses

Payable to Saturna Capital

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES

Reinvestment of dividend income

Purchase of available-for-sale securities

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES

Issuance of common stock

Net cash provided by financing activities

Net increase in cash and cash equivalents

Beginning cash and cash equivalents

Ending cash and cash equivalents

The accompanying notes are an integral part of these financial statements

Year ended June 30
2012 2011

$21 4520 $209969

615400

189733

20939

76923

10985
1162773

749202

1091061

100000

175153

50300

20939
76923

31
956639

423924

18938 3293
1000000 30569
1018938 33862

2250000

2250000

2322123 390062

1710211 1320149

$4032334 $1710211
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SATURNA BROKERAGE SERVICES INC

wholly owned subsidiary of Saturna Capital Corporation

NOTES TO FINANCIAL STATEMENTS

June 30 2012 and 2011

Note 1- ORGANIZATION

Saturna Brokerage Services Inc the Company or SBS was organized under the laws of

the state of Washington on September 1986 as broker-dealer The company is wholly

owned subsidiary of Saturna Capital Corporation Saturna

Note 2- SIGNIFICANTACCOUNTING POLICIES

Basis of presentation

The accompanying financial statements have been prepared on the accrual basis of accounting

Estimates

The preparation of financial statements in conformity with generally accepted accounting

principles requires management to make estimates and assumptions that affect the reported

amounts of assets and liabilities the disclosure of contingent assets and liabilities at the date of

the financial statements and the amounts of revenues and expenses reported during the period

under review Actual results could differ from those estimates

Cash and cash equivalents

For purposes of the statements of financial condition and cash flows SBS considers all short-

term investments with an original maturity of three months or less to be cash equivalents

SBS maintains cash balances at one financial institution that participates in the Federal Deposit

Insurance Corporations FDIC Transaction Account Guarantee Program Under the Program

all noninterest-bearing transaction accounts are fully guaranteed by the FDIC for the entire

amount in the account through December 31 2012 Coverage under the Program is in addition

to and separate from the standard $250000 coverage per depositor that is available under the

FDICs general deposit insurance rules

Investment securities

Saturna Brokerage Services holds investments in securities classified as available-for-sale and

reported at fair value in accordance with ASC 320 Investments Debt and Equity Securities

As of June 30 2012 these investments had fair value of $1246604 Unrealized gains and

losses on these investments are included in accumulated other comprehensive income until

realized

ASC 820 Fair Value Measurements and Disclosures establishes three-level hierarchy of fair

value measurement Level includes assets that have an active market providing an objective

quoted value for each unit Level assets are those where there is no active market in the same

assets but where there are parallel markets or other means for estimating fair value using

observable information Level fair values refer to valuations based on data that is unavailable

to parties outside the entity The fair value hierarchy places the highest priority on unadjusted
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quoted prices in active markets for identical assets Level inputs and the lowest priority to

unobservable inputs Level inputs Investments consist of equity and fixed income mutual

funds managed by an affiliate and are classified as Level securities

Income taxes

Saturna Brokerage Services files consolidated federal income tax return with Saturna Capital

Corporation For financial statement purposes income tax expense benefit is calculated as if

SBS filed separate return

Management has analyzed the companys position taken on federal income tax returns for all

open tax years 2008-2011 and has concluded that no additional adjustments are required in

the companys financial statements

Advertising costs

Saturna Brokerage Services expenses advertising and marketing costs when incurred

12b-1 plan distribution

SBS as underwriter for Amana Mutual Funds Trust the Amana funds or AMFT and at no profit

to itself receives up to 0.25% of Amanas daily net assets annually for various marketing and

distribution expenses

For the 2012 and 2011 fiscal years Saturna Brokerage Services received $8646106 and

$7892815 respectively from AMFT In addition SBS recognized expense of $13564652 and

$11382575 respectively in distributing Amana mutual funds during the 2012 and 2011 fiscal

years of which the portion in excess of 2b-1 receipts was borne by Saturna Capital per the two

companies expense-sharing understanding Distribution expenses exceed revenues primarily

because mutual fund distribution platforms used by Amana charge up to 0.40% of Amanas

daily net assets and Amana assets from these distribution platforms continued to increase in

the last two fiscal years

Saturna Brokerage Services also acts as the underwriter for the six Sextant funds in Saturria

Investment Trust As underwriter of the Sextant funds SBS receives up to 0.25% of the funds

daily net assets annually for various distribution expenses For the 2012 and 2011 fiscal years

SBS was paid $537950 and $494624 respectively by Satuma Investment Trust while the

Company expensed $727349 and $593745 to distribute Sextant mutual funds The portion of

the expense in excess of 12b-I receipts was borne by Saturna Capital per the two companies

expense-sharing understanding

Note 3- NET CAPITAL REQUIREMENTS

Saturna Brokerage Services is subject to the U.S Securities and Exchange Commissions

uniform Net Capital Rule Rule 5c3-1 which requires the maintenance of minimum net capital

to ensure that the ratio of aggregate indebtedness to net capital both as defined does not

exceed 15 to At June 30 2012 and 2011 SBS net capital of $3044080 and $209540 was

$2896508 and $89540 in excess of its minimum net capital required respectively The ratio of

SBS aggregate indebtedness to net capital was 0.7272 to and 8.5902 to at June 30 2012

and 2011 respectively
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Note 4- TRANSACTIONS WITH AFFILIATED PERSONS

SBS is wholly owned subsidiary of Saturna Capital Corporation Due to his common stock

ownership the chairman of the board of Saturna Capital is deemed to be its controlling person

The chairman of Saturna Capital is also director of SBS chairman and director of Saturna

Trust Company director of Saturna Sdn Bhd Malaysia and is trustee president and fund

shareowner of both Amana Mutual Funds Trust and Saturna Investment Trust the Trusts The

president of Saturna Capital is the chairmans daughter and is director of Saturna Capital

SBS and Saturna Trust Company

Among other customers SBS provides brokerage execution services to private accounts and

mutual funds managed by its parent Saturna Capital Corporation Effective January 2005
SBS executes transactions for these managed accounts for no commission This negatively

impacts SBS since it still must pay its clearing and other charges for these transactions

SBS shares its principal executive offices with Saturna and all employees of SBS are

employees of Saturna The companies maintain an expense-sharing agreement For the 2012

and 2011 fiscal years Saturna Capital Corporation waived payment for services provided by

Saturna personnel on behalf of SBS

Note 5- PROVISION FOR INCOME TAXES

No deferred tax assets or liabilities were recorded at June 30 2012 and 2011 as there were no

material temporary differences between the carrying amounts and tax bases of other assets and

liabilities SBS records receivable from Saturna Capital for the benefit of the taxable loss that

SBS generates For the fiscal years ended June 30 2012 and 2011 SBS recorded federal

income tax benefit of $110510 and $108165 respectively

Note 6- FINRA EXAMINATION

As part of regular on-site Cycle Examination conducted during November 2011 FINRA the

regulator for all securities firms in the United States concluded that Saturna Brokerage Services

was not in compliance with Rules 5c3-1 and 7a-3 of the U.S Securities and Exchange

Commission principally with respect to the computation of Net Capital operating in state of

Net Capital deficiency and not maintaining accurate books and records for several months

between December 2010 and July 2011 The Company has acknowledged the record-keeping

errors but has disputed FINRAs claims regarding Net Capital deficiency and has presented

alternative computations that support its position The matter is currently under review by

FIN RAs enforcement division Based on FINRAs broad discretion in imposing any fines and/or

sanctions the Company believes that it cannot reasonably estimate the extent of such fines

and/or sanctions if any

Note 7-SUBSEQUENT EVENTS

Saturna Brokerage Services has evaluated events and transactions for potential recognition or

disclosure through the date these financial statements were issued There were no events or

transactions that occurred between the balance sheet date and the date that the financial

statements were issued that materially impacted the amounts or disclosures in the companys
financial statements
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SATURNA BROKERAGE SERVICES INC

wholly owned subsidiary of Saturna Capital Corporation

COMPUTATION of NET CAPITAL under RULE 5c3-1 of

THE SECURITIES AND EXCHANGE COMMISSION
As of June 30 2012 Schedule

Total shareholders equity $3364693

Less Shareholders equity not allowable for Net Capital

Total shareholders equity qualified for Net Capital 3364693

Add
Liabilities subordinated to claims of general creditors allowable in computation of Net Capital

Other deductions or allowable credits

Total capital and allowable subordinated liabilities 3364693

Deductions and/or charges

Non-allowable assets 199324
Secured demand note deficiency

Commodity futures contracts and spot commodities

Other deductions and/or charges

Other additions and/or allowable credits

Net Capital before haircuts on securities positions 3165369

Haircuts on securities computed where applicable pursuant to Rule 15c3-1f
Contractual securities commitments

Subordinated securities borrowings

Trading and investment securities

Exempted securities

Debt securities

Options

Other securities 121289
Undue concentrations

Other

Net Capital $3044080

Aggregate Indebtedness

Total aggregate indebtedness liabilities from Statements of Financial Condition 2213569

Add
Drafts from immediate credit

Market value of securities borrowed for which no equivalent value is paid or credited

Other unrecorded amounts

Total aggregate indebtedness 2213569

Computation of basic Net Capital requirement

Minimum Net Capital required 147572

Excess Net Capital 2896508

Ratio Aggregate Indebtedness to Net Capital 0.7272 to

The Net Capital reported in the companys audited FOCUS report agrees with the audited Net Capital above
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SATURNA BROKERAGE SERVICES INC

wholly owned subsidiary of Saturna Capital Corporation

COMPUTATION for DETERMINATION of RESERVE REQUIREMENTS
for BROKERS AND DEALERS PURSUANT to RULE 5c3-3 of

THE SECURITIES AND EXCHANGE COMMISSION
As of June 30 2012 Schedule II

SBS is exempt from Rule 5c3-3 of the Securities and Exchange Commission under exemptive

provision K2ibecause all customer transactions are cleared through other broker-dealers

on fully disclosed basis
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TAIT WELLER
FOCUS EXPERTISE RESULTS

CERTIFIED PUBLIC ACCOUNTANTS

REPORT ON INTERNAL CONTROL REQUIRED BY SEC RULE 17a-5

Board of Directors

Saturna Brokerage Services Inc

Bellingham Washington

In planning and performing our audit of the financial statements of Saturna Brokerage Services Inc the

Company as of and for the year ended June 30 2012 in accordance with auditing standards generally

accepted in the United States of America we considered the Companys internal control over financial

reporting internal control as basis for designing our auditing procedures for the purpose of expressing our

opinion on the financial statements but not for the purpose of expressing an opinion on the effectiveness of

the Companys internal control Accordingly we do not express an opinion on the effectiveness of the

Companys internal control

Also as required by rule 17a-5g1 of the Securities and Exchange Conmiission SEC we have made

study of the practices and procedures followed by the Company including consideration of control activities

for safeguarding securities This study included tests of compliance with such practices and procedures that

we considered relevant to the objectives stated in rule 17a-5g in making the periodic computations of

aggregate indebtedness and net capital under rule 17a-3a1 and the procedures for determining compliance

with the exemptive provisions of Rule 5c3-3 We did not review the practices and procedures followed by

the Company in making the quarterly securities examinations counts verifications and comparisons and the

recordation of differences required by Rule 17a-1 or in complying with the requirements for prompt payment

for securities under Section of Regulation of the Board of Governors of the Federal Reserve System
because the Company does not carry security accounts for customers or perform custodial functions relating to

customer securities

The management of the Company is responsible for establishing and maintaining effective internal control

over financial reporting 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 companys internal control over financial reporting is process designed to

provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial

statements for external purposes in accordance with generally accepted accounting principles companys
internal control over financial reporting includes those policies and procedures that pertain to the

maintenance of records that in reasonable detail accurately and fairly reflect the transactions and dispositions

of the assets of the company provide reasonable assurance that transactions are recorded as necessary to

permit preparation of financial statements in accordance with generally accepted accounting principles and

that receipts and expenditures of the company are being made only in accordance with authorizations of

management and directors of the company and provide reasonable assurance regarding prevention or

timely detection of unauthorized acquisition use or disposition of companys assets that could have

material effect on the financial statements Rule 17a-5g lists additional objectives of the practices and

procedures listed in the preceding paragraph



Board of Directors

Saturna Brokerage Services Inc

Page Two

Because of inherent limitations in internal control and the practices and procedures referred to above error 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

deficiency in internal control over financial reporting exists when the design or operation of control

does not allow management or employees in the normal course of performing their assigned functions to

prevent or detect misstatements on timely basis material weakness is deficiency or combination of

deficiencies in internal control over financial reporting such that there is reasonable possibility that

material misstatement of the companys annual or interim fmancial statements will not be prevented or

detected on timely basis

Our consideration of internal control was for the limited purpose described in the first and second paragraphs

and would not necessarily identify all deficiencies in internal control that might be material weaknesses We
did not identify any deficiencies in internal control and 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 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 material inadequacy for such purposes Based on this

understanding and on our study we believe that the Companys practices and procedures as described in the

second paragraph of this report were adequate at June 30 2012 to meet the SECs objectives

This report is intended solely for the information and use of the Board of Directors management the SEC and

other regulatory agencies that rely on rule 17a-5g 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

7%1i6cZ 6L Up
Philadelphia Pennsylvania

August 202012
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DETERMiNATiON OF S1PC NET OPERATING REVENUES
AND GENERAL ASSESSMENT

Item Mo
2a Total revenue FOCUS Inc 12Part IA Line Code 4030

2b Additions

ti Total revenues from the securities business of subsidiaries lercept foreign subsidiaries and

predecessors not included above

2i Net toss tram princpal transactions in securities trading accounts
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