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UNIVERSAL FINANCIAL SERVICES, INC.
(A Wholly Owned Subsidiary of Universal Group, Inc.)

Statement of Financial Condition

December 31, 2016

Assets

Cash and cash equivalents
Accounts receivable

Due from affiliate

Prepaid expenses and other assets

Total assets
Liabilities and Stockholder’s Equity
Liabilities:
Accounts payable and accrued liabilities
Due to affiliate
Total liabilities

Commitment (note 7)

Stockholder’s equity:
Common stock, $10 par value — authorized, 100,000 shares; issued and
outstanding, 10,000 shares
Retained earnings

Total stockholder’s equity
Total liabilities and stockholder's equity

See accompanying notes to financial statements.

868,748
7,716
35,478
10,535

922,477

34,827
513

35,340

100,000
787,137

887,137

922,477




UNIVERSAL FINANCIAL SERVICES, INC.
(A Wholly Owned Subsidiary of Universal Group, Inc.)

Statement of Operations

Year ended December 31, 2016

Revenues:
Investment advisory fees $ 584,983
Commissions 56,464
Interest income 515
Total revenues 641,962

Expenses:
Administrative service fees 180,000
Commissions 19,742
Professional services 34,791
Brokerage fees 2,688
Occupancy 2,051
Other 29,154
Total expenses 268,426
Income before income tax expense 373,536
Income tax expense 130,179
Net income $ 243,357

See accompanying notes to financial statements.



UNIVERSAL FINANCIAL SERVICES, INC.

(A Wholly Owned Subsidiary of Universal Group, Inc.)

Statement of Changes in Stockholder’s Equity

Year ended December 31, 2016

Additional
Common paid-in Retained
stock capital earnings Total
Balance — December 31, 2015 $ 100,000 — 543,780 643,780
Net income — — 243,357 243,357
Balance — December 31, 2016 $ 100,000 — 787,137 887,137

See accompanying notes to financial statements.




UNIVERSAL FINANCIAL SERVICES, INC.
(A Wholly Owned Subsidiary of Universal Group, Inc.)

Statement of Changes in Liabilities Subordinated to Claims of General Creditors
Year ended December 31, 2016

Increases:
Secured demand note collateral agreements $
Issuance of subordinated notes

Decreases:
Payment of subordinated notes

Subordinated borrowings at December 31, 2016 b

See accompanying notes to financial statements.




UNIVERSAL FINANCIAL SERVICES, INC.
{A Wholly Owned Subsidiary of Universal Group, Inc.)

Statement of Cash Flows

Year ended December 31, 2016

Cash flows from operating activities:
Net income $ 243,357
Reconciliation of net income to net cash provided by operating activities:
Changes in operating assets and liabilities:

Decrease in accounts receivable 653
Increase in due from affiliate 4,175)
Increase in prepaid expenses and other assets (264)
Increase in accounts payable and accrued liabilities 905
Decrease in income tax payable (38,300)
Increase in due to affiliate 342

Net cash provided by operating activities 202,518

Net increase in cash and cash equivalents 202,518

Cash and cash equivalents — beginning of year 666,230
Cash and cash equivalents — end of year $ 868,748
Income taxes paid $ 170,425

See accompanying notes to financial statements.
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UNIVERSAL FINANCIAL SERVICES, INC.
(A Wholly Owned Subsidiary of Universal Group, Inc.)

Notes to Financial Statements
December 31, 2016

Reporting Entity

Universal Financial Services, Inc. (the Company) is a wholly owned subsidiary of Universal Group, Inc.
(the Parent Company). The Company was created to assist Universal Life Insurance Company (Universal
Life), an affiliated entity, in its efforts to issue variable annuities, which Universal Life offers through the
Company or other broker-dealer firms. The Company is a member of the Financial Industry Regulation
Authority, Inc. (FINRA), formerly known as the National Association of Securities Dealers, Inc. (NASD).
The Company was incorporated on October 28, 2004, and operates principally in the Commonwealth of
Puerto Rico. The distribution of the variable annuities began on March 1, 2007.

The Company is a registered Broker-Dealer pursuant to Section 15(b) of the Securities Exchange Act of
1934 and claims exemption under Section (k)(1) of the reserve requirement under Securities and Exchange
Commission (SEC) Rule 15¢3-3. In addition, the Company is licensed by the Office of the Commissioner
of Financial Institutions of the Commonwealth of Puerto Rico as a broker-dealer and as an eligible similar
institution under Regulation 5105.

Summary of Significant Accounting Policies
(a) Accounting Principles

The accompanying financial statements have been prepared in accordance with U.S generally
accepted accounting principles (GAAP).

(b) Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect the reported amount of assets and liabilities and disclosure 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 those estimates.

(¢)  Recognition of Revenue and Expenses

Investment advisory fees are earned as services are provided and are determined on the basis of the
average daily net asset value of the underlying investments. Commission income and expense are
recorded on a trade date basis as customers’ securities transactions occur. Administrative and other
expenses are recognized as incurred.

(d) Cash and Cash Equivalents

Cash and cash equivalents as of December 31, 2016, include an overnight sweep account and cash
on deposit.

(e) Allowance for Bad Debts

An allowance for bad debts is established to provide for probable losses inherent in receivables. The
allowance for bad debts is established upon management’s assessment of probabilities of collection
of receivables. Increases in the allowance are charged to operations. Management has concluded that

7 (Continued)
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UNIVERSAL FINANCIAL SERVICES, INC.
(A Wholly Owned Subsidiary of Universal Group, Inc.)

Notes to Financial Statements

December 31, 2016

an allowance for bad debts was not necessary at December 31, 2016 as the risk of loss is not
significant.

() Income Taxes

The Company accounts for income taxes under the provisions of Financial Accounting Standards
Board (FASB) Accounting Standards Codification (ASC) 740, Income Taxes, which requires the
asset and liability method of accounting for income taxes. Under the asset and liability method,
deferred income taxes are recognized for the future tax consequences of temporary differences by
applying enacted statutory tax rates applicable to differences between the financial statement
carrying amounts and the tax basis of existing assets and liabilities.

The Company recognizes and measures its tax positions taken or expected to be taken in a tax return
based on a more-likely-than-not threshold. Interest and penalties related to income tax exposures are
recognized as a component of the provision for income taxes.

(g) Subsequent Events

Management has evaluated subsequent events up to March 8, 2017, the date the financial statements
were available to be issued.

Net Capital Requirements

The Company, as a registered broker-dealer of securities, is subject to the Securities and Exchange
Commission Uniform Net Capital Rule 15¢3-1 (the Rule). Accordingly, the Company is required to
maintain “net capital”, as defined, equal to the greater of $25,000 or 6 %% of “aggregate indebtedness,” as
those terms are defined in the Rule. At December 31, 2016, the Company’s net capital, as defined, of
$833,408 was $808,408 in excess of the required net capital of $25,000. The Company’s ratio of aggregate
indebtedness to net capital was 0.04 to 1.

Accounts Receivable

Accounts receivable as of December 31, 2016, consist of commissions’ receivable amounting to $7,716.

Related-Party Transactions

In the normal course of business, the Company enters into transactions with affiliated companies. The
statement of financial condition as of December 31, 2016, includes a receivable from Universal Life of
$35,478. Effective January 1, 2016, the Company entered into an administrative services agreement with
Universal Life. During 2016, administrative service fees charged to the Company amounted to $180,000.

The Company entered into an agreement on March 1, 2007, as amended on October 15, 2012, with
Universal Life to provide investment advisory services. Investment advisory fees for the year ended
December 31, 2016, amounted to $584,983. Investment advisory fees due from Universal Life are included
as part of the amount due from affiliates in the accompanying statement of financial condition.

8 (Continued)
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UNIVERSAL FINANCIAL SERVICES, INC.
(A Wholly Owned Subsidiary of Universal Group, Inc.)

Notes to Financial Statements
December 31, 2016

The Company also entered into an agreement on March 1, 2007, with Universal Life to sell Universal
Life’s variable annuity products. Commission income earned from the sale of Universal Life’s variable
annuity products during the year ended December 31, 2016, amounted to $52,219.

The Company is a member of a group of affiliated companies. The Company has significant transactions
with members of the affiliated group at terms arranged by management of the affiliated group, and
accordingly, the financial statements may not necessarily be indicative of the condition that would have
existed or the results of operations if the Company had been operated as an unaffiliated company.

Income Taxes

The Company is only subject to Puerto Rico regular tax or the alternative minimum tax, whichever is
higher. On June 30, 2013, the Commonwealth of Puerto Rico enacted Act No. 40, which is an applicable
retroactive to taxable years commencing after December 31, 2012. Act No. 40 increased the maximum
effective corporate income tax rate from 30% to 39% and the alternative minimum tax rate from 20% to
30%.

For the year ended December 31, 2016, the current provision for income taxes amounted to $130,179. The
difference between the expected tax of 39% and actual was due to surtax tax exemption. There were no
temporary differences for 2016.

As of December 31, 2016, the Company concluded that there are no uncertain tax positions as such term is
defined in FASB ASC 740 and has no accrued income tax related interest and/or penalties in the
accompanying statement of financial condition.

The Company is potentially subject to income tax audits in the Commonwealth of Puerto Rico for taxable
years 2011 to 2016, until the applicable statutes of limitations expire. Tax audits by their nature are
complex and can require several years to complete.

Commitment

At December 31, 2016, the Company has an obligation under a noncancelable office space lease with the
Parent Company, which expires on October 31, 2017. The lease agreement may be automatically renewed
for additional one-year periods. Future lease payments under the lease agreement amount to approximately
$2,051 for 2016. The lease expense for the year ended December 31, 2016, was $2.,051, of which $513
remains as due to affiliate at December 31, 2016.

Significant Concentrations of Risk

The Company’s financial instruments that are exposed to concentrations of credit risk consist primarily of
cash and cash equivalents. Credit risk on this financial instrument is partially mitigated by depositing the
funds with a federally insured financial institution.

All of the cash balance outstanding as of December 31, 2016 is deposited with a local financial institution.
This cash balance is insured by the Federal Deposit Insurance Corporation (FDIC) up to $250,000. The

9 (Continued)



UNIVERSAL FINANCIAL SERVICES, INC.
(A Wholly Owned Subsidiary of Universal Group, Inc.)

Notes to Financial Statements
December 31, 2016

balance at times generally is in excess of federally insured limits. At December 31, 2016, cash in bank
exceeded the federally insured limits by $618,748.
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SCHEDULE 1

UNIVERSAL FINANCIAL SERVICES, INC.

(A Wholly Owned Subsidiary of Universal Group, Inc.)
Supplemental Schedule of Computation of Net Capital for Brokers and Dealers
Pursuant to Rule 15¢3-1 Under Securities Exchange Act of 1934
Year ended December 31,2016

Computation of Net Capital

Total stockholder's equity from Statement of Financial Condition $887,137
Deduct: Stockholder's equity not aliowable for net capital 0
Total stockholder's equity qualified for net capital 887,137
Add: Allowable subordinated liabilities 0
Other (deductions) or allowable credits 0
Total capital and allowable subordinated liabilities 887,137
Deductions and/or charges:
Total nonallowable assets 53,729
Capital charges for spot and commodity futures 0
Other deductions and/or charges 0 53,729
Other additions and/or allowable credits 0
Net capital before haircuts on securities positions 833,408
Net capital $833,408
Computation of Basic net Capital Requirement
Minimum net capital required (bases on aggregate indebtedness) (15 to 1 ratio) $2,356
Minimum dollar requirement $25,000
Net capital requirement (greater of two amounts above) $25,000
Net capital $833,408
Excess net capital $808,408
Net capital less greater of 10% of aggregate indebtedness or 120% of minimum
dollar requirement $803,408
Computation of Aggregate Indebtedness
Aggregate indebtedness from Statement of Financial Condition $35,340
Add: Drafts for immediate credit 0
Market value of securities borrowed where no equivalent is paid or credited 0
Other 0
Total aggregate indebtedness $35,340
Ratio: Aggregate indebtedness to net capital 4.24%
Schedule of Nonallowable Assets
Account Receivable from affiliates 35,478
Other Unsecured receivables 7,716
Prepaid expenses and other assets 10,535
Total nonallowable assets 53,729

The above computation of net capital does not differ materially of net capital as of December 31, 2016
as filed on Form X-17A-5 Part I1.

See accompanying report of independent registered public accounting firm.
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SCHEDULE 11

UNIVERSAL FINANCIAL SERVICES, INC.
(A Wholly Owned Subsidiary of Universal Group, Inc.)
Computation of Reserve Requirements Pursuant to Rule 15¢3-3 and
Information Related to Possession and Control Requirements Pursuant to Rule 15¢3-3
Year ended December 31, 2016

The Company is exempt from the provisions of Rule 15¢3-3 under the Securities Exchange Act of
1934, in that the Company's activities are limited to those set forth in the conditions for exemption
appearing in paragraph (k)(1) of the Rule.

See accompanying report of independent registered public accounting firm.
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Universal Financlal Services
Calle Bolivia # 33 Hato Rey Puerto Rico 00917-2011 UNIVERSAL

PO Box 2171 San Juan Puerto Rico 00922-2171
T (787) 706-7337 F (787) 625-7379 Insurance = Inv&lmenlg

Universal Financial Services' Exemption Report

Universal Financial Services, Inc. {the “Company”) is a registered broker-dealer subject to
Rule 17a-5 promulgated by the Securities and Exchange Commission (17 C.F.R. §240.17a-5,
“Reports to be made by certain brokers and dealers”). This Exemption Report was prepared
as required by 17 C.F.R. § 240.17a-5(d)(1) and (4). To the best of its knowledge and belief,
the Company states the following: ‘

(1) The Company claimed an exemption from 17 C.F.R. § 240.15c¢3-3 under
the following provisions of 17 C.F.R. § 240.15¢3-3 (k):(1)

(2) The Company met the identified exemption provisions in 17 C.F.R. §
240.15c¢3-3(k) throughout the most recent fiscal year ended December 31, 2016 without
exception.

I, José C. Benitez-Ulmer, swear (or affirm) that, to my best knowledge and belief,
this Exemption Report is true and correct.

3/8/2017 |

Universal Financial Services, FINRA Member



