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Report of Independent Registered Public Accounting Firm 
 
To the Stockholder of VALIC Financial Advisors, Inc. 
 
Opinion on the Financial Statements 
 
We have audited the accompanying statement of financial condition of VALIC Financial Advisors, Inc. (the 
“Company”) as of December 31, 2019, and the related statements of operations, changes in stockholder’s 
equity, and cash flows for the year then ended, including the related notes (collectively referred to as the 
“financial statements”). In our opinion, the financial statements present fairly, in all material respects, the 
financial position of the Company as of December 31, 2019, and the results of its operations and its cash 
flows for the year then ended in conformity with accounting principles generally accepted in the United 
States of America.   
 
Basis for Opinion 
 
These financial statements are the responsibility of the Company’s management. Our responsibility is to 
express an opinion on the Company’s financial statements based on our audit. We are a public accounting 
firm registered with the Public Company Accounting Oversight Board (United States) (PCAOB) and are 
required to be independent with respect to the Company in accordance with the U.S. federal securities laws 
and the applicable rules and regulations of the Securities and Exchange Commission and the PCAOB.  
 
We conducted our audit of these financial statements in accordance with the standards of the PCAOB. 
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether 
the financial statements are free of material misstatement, whether due to error or fraud.  
 
Our audit included performing procedures to assess the risks of material misstatement of the financial 
statements, whether due to error or fraud, and performing procedures that respond to those risks. Such 
procedures included examining, on a test basis, evidence regarding the amounts and disclosures in the 
financial statements. Our audit also included evaluating the accounting principles used and significant 
estimates made by management, as well as, evaluating the overall presentation of the financial statements. 
We believe that our audit provides a reasonable basis for our opinion.  
 
Supplemental Information 
 
The accompanying Schedule I - Computation of Net Capital Under Rule 15c3-1 of the U.S. Securities and 
Exchange Commission, Schedule II - Computation of Determination of Reserve Requirements Under Rule 
15c3-3 of the U.S. Securities and Exchange Commission, and Schedule III - Information Relating to 
Possession or Control Requirements Under Rule 15c3-3 of the U.S. Securities and Exchange Commission  
has been subjected to audit procedures performed in conjunction with the audit of the Company’s financial 
statements. The supplemental information is the responsibility of the Company’s management. Our audit 
procedures included determining whether the supplemental information reconciles to the financial 
statements or the underlying accounting and other records, as applicable, and performing procedures to 
test the completeness and accuracy of the information presented in the supplemental information. In 
forming our opinion on the supplemental information, we evaluated whether the supplemental 
information, including its form and content, is presented in conformity with Rule 17a-5 under the Securities 
Exchange Act of 1934. In our opinion, the accompanying Schedule I - Computation of Net Capital Under 
Rule 15c3-1 of the U.S. Securities and Exchange Commission, Schedule II - Computation of Determination 
of Reserve Requirements Under Rule 15c3-3 of the U.S. Securities and Exchange Commission, and 
Schedule III - Information Relating to Possession or Control Requirements Under Rule 15c3-3 of the U.S. 
Securities and Exchange Commission is fairly stated, in all material respects, in relation to the financial 
statements as a whole. 

 
February 28, 2020 
 
We have served as the Company's auditor since 2002. 
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(in thousands of dollars, except share amounts)                                 

     

Assets 
    Cash and cash equivalents                  $   73,891  

Funds deposited with clearing organizations 55  

Accounts receivable from affiliates (Note 6) 3,480  

Dealer concession receivable 1,861  

Dealer concession receivable from affiliates 376  

Advisory service fee receivable  37,843  

Service fee receivable 826  

Interest receivable  123 

Other assets 75  

     
Total assets $   118,530 

Liabilities and Stockholder's Equity 
 Liabilities 

    Accounts payable                     $          95 

 Accounts payable to affiliates (Note 6)  2,352 

 
Commissions payable 19,002  

 Accrued liabilities 3,409 

     
Total liabilities 24,858  

        Commitments and contingencies (Note 7) 
 

Stockholder's equity 
 

 
Common stock, par value $1 per share 

 

  
Authorized shares – 1,000 

 

  
Issued and outstanding shares – 1,000 1  

 
Additional paid-in capital 4,030  

 
Retained earnings 89,641  

     
Total stockholder's equity 93,672  

     
Total liabilities and stockholder's equity $   118,530  
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(in thousands of dollars) 
 
Revenues 

  Dealer concession revenue                                                                   $  13,624   

Dealer concession revenue from affiliates 170,633  

Service fee income 22,449  

Service fee income from affiliates 1,009  

Advisory service fees 142,593  

Interest 
   

2,180  

Other 
   

203  

     
Total revenues 352,691  

Expenses 
  Commissions 226,237  

General and administrative 29,271  

Professional fees 20,241 

Licenses and fees 2,081  

Clearing fees 2,237 

Selling expenses   213  

     
Total expenses 280,280  

Income before taxes 72,411  

Provision for income taxes (Note 8) 16,332  

     
Net income  $  56,079  
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(in thousands of dollars) 
 
 
 

         
Additional 

    

       
Common 

 
Paid-In 

 
Retained 

  

       
Stock 

 
Capital 

 
Earnings 

 
Total 

              Balance, as reported December 
31, 2018 $                1  

 
$         4,030  

 
$       83,562   

 
$       87,593  

Dividends paid to Parent -  
 

-  
 

(50,000) 
 

(50,000) 

Net income 
 

-  
 

-  
 

56,079  
 

56,079  

Balance at December 31, 2019 $                1  
 

$         4,030  
 

$       89,641  
 

$       93,672  
 

        Additional     

       Common  Paid-In  Retained   

       Stock  Capital  Earnings  Total 

              

      1  $ 4,030  $  46,184  $  50,216 

 -  -  (45,000)          (45,000) 

 -  -             54,024             54,024 

 $         1  $ 4,030  $  55,208  $  59,240 
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(in thousands of dollars) 
 
Operating activities  

Net income $   56,079 

Reconciling adjustments to net cash provided by operating activities:  

(Increase) Decrease in operating assets   

 Accounts receivable from affiliates 2,430 

 Dealer concession receivable (32) 

 Dealer concession receivable from affiliates (9) 

 Advisory service fee receivable  (7,665) 

 Service fee receivable (76) 

 Interest receivable  14 

 Other assets  (48) 

   (Increase) Decrease in operating liabilities  

 Accounts payable (2,638) 

 Accounts payable to affiliates (620) 

 Commissions payable 3,171 

 Accrued liabilities 1,595 

 Net cash provided by operating activities 52,201 

Financing activities   

Dividends paid to Parent (50,000) 

 Net cash used in financing activities (50,000) 

 Net increase in cash and cash equivalents 2,201 

Cash and cash equivalents  

Beginning of year 71,690 

End of year  $   73,891 

Supplemental cash flow information  

Federal and State taxes paid  $   13,212 
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1. Organization and Nature of Operations 

VALIC Financial Advisors, Inc. (the “Company” or “VFA”), is a wholly owned subsidiary of The 

Variable Annuity Life Insurance Company (“VALIC” or “Parent”), an indirect, wholly owned 

subsidiary of American International Group, Inc. (“AIG”).  The Company was incorporated on 

November 18, 1996 and was established to engage in the offering of mutual funds and insurance 

products to customers.  The Company is registered with the Securities and Exchange Commission 

(“SEC”) as a broker-dealer under the Securities Exchange Act of 1934, and is a member of the 

Financial Industry Regulatory Authority (“FINRA”) and the Securities Investor Protection 

Corporation.  The Company is also registered with the SEC as a registered investment advisor.  

The Company does not hold customer funds or securities for customers, but operates as an 

introducing broker-dealer on a fully disclosed basis and forwards some transactions to a clearing 

broker-dealer.  For transactions not forwarded to a clearing broker-dealer, the Company forwards 

the transaction directly to the appropriate company/sponsor.   

The Company is a party to a selling agreement with AIG Capital Services, Inc. (“ACS”), an indirect, 

wholly owned subsidiary of AIG, whereby the Company may offer and sell shares of mutual funds 

advised by SunAmerica Asset Management, LLC, also an indirect, wholly owned subsidiary of AIG. 

The Company is a party to selling and agency agreements with American General Life Insurance 

Company (“AGL”), an indirect, wholly owned subsidiary of AIG, whereby the Company may offer 

and sell fixed and variable annuity products and other life insurance products issued by AGL. 

The Company is a party to selling and agency agreements with The United States Life Insurance 

Company in the City of New York (“USL”), an indirect, wholly owned subsidiary of AIG, whereby the 

Company may offer and sell fixed and variable annuity products issued by USL in the State of New 

York. 

The Company is a party to a selling agreement with VALIC, an indirect, wholly owned subsidiary of 

AIG, whereby the Company may offer and sell fixed and variable annuity products issued by 

VALIC. 

2. Significant Accounting Policies 

Use of Estimates 

The financial statements have been prepared in accordance with accounting principles generally 

accepted in the United States of America (“US GAAP”).  The preparation of financial statements 

requires management to make estimates and assumptions that effect reported amounts 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. 

Income Taxes 

The Company is included in the consolidated federal income tax return and certain consolidated 

state income tax returns filed by AIG.  Where the Company does not file a consolidated tax return 

with AIG, the Company files its own state and local tax returns.  Federal income taxes are 

calculated as if the Company filed on a separate return basis and the amount of current tax 

provision or benefit calculated is either remitted to or received from AIG.  The amount of current 

and deferred taxes payable or refundable is recognized as of the date of the financial statements, 

utilizing currently enacted tax laws and rates.  Deferred tax expenses or benefits are recognized in 

the financial statements for the changes in deferred tax liabilities or assets between years.   
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Cash and Cash Equivalents 

Cash of $41,469,000 at December 31, 2019 was deposited in financial institutions that at times 

exceeds federally insured amounts.  Management believes that the risk of loss is minimal due to its 

assessment of the credit worthiness and financial viability of the respective financial institutions. 

Cash equivalents of $32,422,000 at December 31, 2019 consist of a money market fund with the 

Bank of New York.  The Company considers this investment a cash equivalent due to its having a 

weighted average maturity of three months or less. 

Revenue Recognition 
The Company‘s revenues are derived from dealer concession revenue, service fee income, 
advisory service fees, and interest on cash.  Dealer concession revenue represents concessions 
paid to the Company for sales of front-end load mutual funds, variable annuities, and various 
financial service products to retail customers.  The Company receives service fee income, under 
section 12b-1 of the Investment Company Act of 1940, from various mutual fund companies and 
ACS, with which it has entered into certain selling agreements.  Advisory service fees represent 
fees paid to the Company for investment advisory services provided to customers by the 
Company’s registered representatives.   
 
The following table presents revenue disaggregated by major source from contracts with customers 
and a reconciliation to revenues reported in the statement of operations. 

  
 

    
Year Ended 

 

    

December 31, 
2019 

 Dealer concession revenue 
        Annuities 

  
$159,289  

      Group retirement plans 
 

12,481  
      Mutual funds 

  
8,484  

      Insurance 
  

3,894  
      General securities 

 
109  

      Total dealer concession revenue 184,257  
 Service fee income 

         Mutual fund 12b-1 fees 
 

23,458  
      Total service fee income 

 
23,458  

 Advisory service fees 
        Investment advisory fees 
 

142,593  
      Total advisory service fees 

 
142,593  

 Other revenue 
         Clearing fees 
  

203  
      Total other revenue 

 
203  

 Total revenue from contracts with 
customers 350,511  

      Interest  
  

2,180  
 Total Revenue 

  
$352,691  
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The following discussion describes the nature, timing, and uncertainty of revenues and cash flows 
arising from the Company’s contracts with customers. 
 
Dealer Concession Revenue 
Annuities and Group Retirement Plans 
The Company earns revenue for selling affiliated and unaffiliated fixed and variable annuities.   The 
sponsor provides compensation in the form of commissions on premiums collected, in accordance 
with the fixed rates applied, as a percentage based on the product type and term, to the amounts 
invested at the time of sale.  The performance obligation is satisfied at the time of each individual 
sale. These are recognized daily and collected weekly.   
 
Mutual Funds 
The Company earns revenue for selling proprietary and non-proprietary mutual funds based on the 
selling agreements executed with the mutual fund companies.    The Company makes reasonable 
effort to effect any purchases and redemptions of mutual fund shares in accordance with the terms 
and conditions of the funds’ prospectus and statements of additional information at the public 
offering price applicable to each order.  The performance obligation is satisfied at the time of the 
sale of the mutual fund shares.   A portion of the revenue (time of sale revenue) is based on a fixed 
rate applied, as a percentage, to the amounts invested at the time of sale.  These are recognized 
daily and collected weekly.  The remaining revenue (trail revenue) is recognized over the time the 
client owns the investment or holds the contract and is further described as service fee income 
below. 
 
Insurance 
The Company receives revenue from selling various group, life, and disability insurance policies.  
The performance obligation is satisfied at the time of each individual sale.  The revenue is based 
on a fixed rate applied, as a percentage, to the amounts invested at the time of sale.  These are 
recognized daily and collected weekly. 
 
Receivables 
Receivables from contracts with customers related to dealer concession receivable and dealer 
concession receivable from affiliates are recognized when the performance obligation is satisfied 
and the Company has the unconditional right to recognize the revenue.  Receivables related to 
dealer concession receivable and dealer concession receivable from affiliates were $1,861,000 and 
$ 18,000, respectively, as of December 31, 2019. 

 
Service Fee Income 
Mutual Fund 12b-1 fees 
The Company earns revenue for servicing fees from proprietary and non-proprietary mutual fund 
partners whose shares are offered and sold on the Company’s investment advisory platforms.   
The selling agreements with the mutual fund companies include various shareholder servicing 
tasks (such as development, formulation and implementation of marketing and promotional 
activities, preparation, printing and distribution of prospectuses and reports) that have been 
deemed to be perfunctory in nature as the individual tasks identified in the contract are also 
included in the networking and sub-accounting services.  The performance obligation is satisfied at 
the time of the sale of the shares and the revenue is recognized at the time of sale and recorded as 
dealer concession revenue.  For the second and later years, the distribution fee is deemed to be 
variable consideration because it is dependent upon future net asset value (“NAV”) and the holding 
period of the underlying assets.  The transaction price after the first year is not recognized at the 
time the performance obligation is satisfied as it is variably constrained by factors outside the 
Company’s control including the impact of market movements on NAV and the actions of the fund 
investors.  The revenue will not be recognized until it is probable that a significant reversal will not 
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occur, which is considered removed when NAV and the fund balances are calculated daily.  
Revenue from the 12b-1 fees are recognized at a point in time when the fees become known, 
which is dictated by the contract payout terms (i.e. weekly, bi-monthly, monthly, and quarterly).    
 
Receivables 
Receivables from contracts with customers related to service fee receivables are recognized when 
the performance obligation is satisfied and the Company has the unconditional right to recognize 
the revenue.  Receivables related to service fee receivable was $826,000 as of December 31, 
2019. 

 
Advisory Service Fees 
The Company earns revenues for providing investment advisory services for certain brokerage 
customer’s managed accounts.  The performance obligation for providing advisory services is 
considered a series of distinct services that are satisfied over time because the customer is 
receiving and consuming the benefits as they are provided by the Company.  Fee arrangements 
are based on a fixed rate applied, as a percentage, to the customer’s period end value or average 
daily value.  Advisory service fees are accrued daily and invoiced to the customer on a monthly or 
quarterly basis. 
  
Receivables 
Receivables from contracts with customers related to advisory service fee receivables are 
recognized when the performance obligation is satisfied and the Company has the unconditional 
right to recognize the revenue.  Receivables related to advisory service fee receivables was 
$37,843,000 as of December 31, 2019. 
 

Fair Value Measurements 

In accordance with the authoritative guidance on fair value measurements and disclosures under 

US GAAP, the Company discloses the fair value of its investments in a hierarchy that prioritizes the 

inputs to valuation techniques used to measure the fair value.  The hierarchy gives the highest 

priority to valuations based upon unadjusted quoted prices in active markets for identical assets or 

liabilities (level 1 measurements) and the lowest priority to valuations based upon unobservable 

inputs that are significant to the valuation (level 3 measurements).  The guidance establishes three 

levels of the fair value hierarchy as follows:   

Level 1: Inputs that reflect unadjusted quoted prices in active markets for identical assets or 

liabilities that the Company has the ability to access at the measurement date; 

Level 2: Inputs other than quoted prices that are observable for the asset or liability either directly 

or indirectly, including inputs in markets that are not considered to be active; 

Level 3:  Inputs that are unobservable. 
 

A financial instrument’s level within the fair value hierarchy is based upon the lowest level of any 

input that is significant to the fair value measurement.  However, the determination of what 

constitutes “observable” requires management judgment.  Management considers observable data 

to be market data which is readily available, regularly distributed or updated, reliable and verifiable, 

not proprietary, and provided by independent sources that are actively involved in the relevant 

market. 

The Company has no financial instruments that are accounted for at fair value on a recurring basis 

at December 31, 2019.  Management has determined that the fair value of the Company’s cash 
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and money market funds held are equivalent to the carrying amount as presented in the financial 

statements and are classified as Level 1. 

There were no Level 2 or Level 3 financial instruments at December 31, 2019.  During 2019, there 
were no transfers of financial instruments between levels. 
 

3. Accounts Receivable, Dealer Concession Receivable, Advisory Service Fee Receivable, and 

Service Fee Receivable 

Amounts due to the Company at December 31, 2019 consisted of fees and commissions from the 

Company’s clearing broker.  These receivables are short term in nature; therefore, the carrying 

value approximates fair value. 

4. Deposits Held by Clearing Broker 

Under the terms of the clearing agreement between the Company and the clearing broker, the 

Company is required to maintain a level of cash or securities on deposit with the clearing broker.  

Should the clearing broker suffer a loss due to failure of a customer of the Company to complete 

the transaction, the Company is required to indemnify the clearing broker.  The Company has 

funds on deposit with the clearing broker to meet this requirement.  As of December 31, 2019, 

there were no amounts owed to the clearing broker. 

5. Regulatory 

The Company is subject to the SEC Uniform Net Capital Rule (SEC Rule 15c3-1), which requires 

the maintenance of minimum net capital and requires that the ratio of aggregate indebtedness to 

net capital, both as defined, shall not exceed 15 to 1 (the rule of the applicable exchange also 

provides that equity capital may not be withdrawn or cash dividends paid if the resulting net capital 

ratio would exceed 10 to 1).  The Company is required to maintain minimum net capital equal to the 

greater of $50,000 or 6
2
/3% of aggregate indebtedness. 

At December 31, 2019, the Company had net capital of $50,419,000, which was $48,762,000 in 

excess of its required net capital of $1,657,000.  The ratio of aggregate indebtedness to net capital 

is .493 to 1.  See Schedule I. 

6. Transactions With Affiliates 

During 2019, the Company paid dividends to VALIC of $50,000,000. 

Salaries, employee benefits and commission expenses associated with VALIC's agents as well as 

various expenses associated with VALIC's field offices of $21,103,000 are allocated and paid by 

SunAmerica Services Company (“SASCO”) based on the SASCO shared service agreement with 

VFA. These expenses are included in the statement of operations. 

SASCO charges the Company for various administrative services provided.  During 2019, the 

Company paid SASCO $41,014,000 for these services that are reflected in total expenses in the 

statement of operations. 

Dealer concession revenue from affiliates of $170,633,000 consists of concessions from sales of 

proprietary variable annuities, front-end load mutual funds, term insurance, and other financial 
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services products, and a dealer concession receivable from affiliates of $18,000 represents 

amounts due at December 31, 2019 for these services. 

Service fee income from affiliates of $1,009,000 consists of concessions from proprietary mutual 

fund trails. 

Accounts payable to affiliates of $2,352,000 at December 31, 2019 consists of various operating 

expenses due to VALIC. 

During 2019, the Company engaged in selling fixed and variable annuity products of $103,283,000 

and group plans of $12,275,000 offered by its Parent which are reflected in dealer concession 

revenue from affiliates and commissions in the statement of operations. 

During 2019, the Company paid $2,553,000 to VALIC Retirement Services Company (“VRSCO”), a 

wholly owned subsidiary of AIG, for sub-transfer agent fees deposited by the Company. 

Accounts receivable associated with affiliates of $3,838,000 at December 31, 2019 consists 

$1,808,000 of various operating expenses due from VALIC, $358,000 of VRSCO, $236,000 of ACS 

and $1,436,000 of taxes.  The Company participates in a consolidated federal income tax return 

with AIG and is subject to a tax sharing agreement.  Pursuant to that agreement the Company is 

owed $1,436,000 for state and federal taxes paid as of December 31, 2019.  For the year ended 

December 31, 2019, pursuant to that agreement, the Company paid $13,212,000 for federal and 

state taxes. 

Balances with affiliates are settled monthly. 

At December 31, 2019 the Company had the following intercompany receivables and payables due 

to and from affiliates: 

     (in thousands of dollars) 
 

   
Due (To) 

 
Due From 

 
     

            SunAmerica Services Company 
  

$     2,352  
 

$             - 

     The Variable Annuity Life Insurance Company  - state tax    976 

     The Variable Annuity Life Insurance Company – federal tax    460 

     The Variable Annuity Life Insurance Company     1,808 

      AIG Capital Services, Inc.    236 

      VALIC Retirement Services Company    358 

          
$     2,352 

 
$      3,838  
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7. Commitments and Contingencies 

During the normal course of business, the Company enters into contracts that contain a variety of 

representations and warranties and which provide general indemnifications.  The Company’s 

maximum exposure under these arrangements is unknown as this would involve future claims that 

may be made against the Company that have not yet occurred.  However, based on experience, 

the Company expects the risk of loss related to these general indemnifications to be remote. 

From time to time, the Company is involved in legal proceedings relating to products and practices 

of the Company and the Company’s financial advisors including employment and other litigation 

and arbitrations with private claimants, and informal and formal requests for information, 

examinations, and investigations.  The Company is currently the subject of an investigation by the 

SEC regarding whether the Company selected mutual fund share classes that paid the Company 

12b-1 fees, or received other benefits, without providing appropriate disclosure.    The Company is 

cooperating with the SEC and continues to provide responses to the regulator.  We believe it is 

probable that the SEC will impose a penalty in this matter, and we have accrued the amount of the 

penalty we deem to be probable and reasonably estimable.   Additionally, from time to time, various 

regulatory and governmental agencies review the transactions and practices of the Company’s 

business in connection with industry-wide and other inquiries. Such investigations, inquiries or 

examinations could develop into administrative, civil or criminal proceedings or enforcement 

actions, in which remedies could include fines, penalties, restitution or alterations in the Company’s 

business practices, and could result in additional expenses, limitations on certain business 

activities and reputational damage. For example, among other matters, the Company is currently 

responding to governmental investigations and examinations pertaining to certain sales and 

compensation practices and payments and related disclosures in connection with financial planning 

services and the sale and distribution of related products, including 403(b) and similar retirement 

plans. The Company has cooperated, and will continue to cooperate, in producing documents and 

other information with respect to these matters.  The outcome of these matters, as well as other 

examinations, investigations, and inquiries in the form of potential fines or penalties is possible but 

non-estimable at this time.   

Off-Balance-Sheet Risk 

Some of the Company’s customer securities transactions are executed on a fully disclosed basis 

through National Financial Services LLC (the "Clearing Broker").  Pursuant to the terms of the 

agreement between the Company and the Clearing Broker, the Clearing Broker has the right to 

charge the Company for losses that result from counterparties' failure to fulfill its contractual 

obligations.  The Company has market risk on its customers’ buy and sale transactions.  If 

customers do not fulfill their obligations, a gain or loss could be suffered equal to the difference 

between a customer's commitment and the market value of the underlying securities between trade 

date and settlement date.  The risk of default depends on the creditworthiness of the retail 

customers.  The Company and the Clearing Broker perform due diligence with respect to each 

customer accepted to minimize the Company's risk.  As the Clearing Broker's right to charge the 

Company has no maximum amount and applies to all trades executed through the Clearing Broker, 

the Company believes there is no maximum amount assignable to this right.  At December 31, 

2019, the Company has recorded no liabilities with regard to the right.  During 2019, the Company 

was not required to pay the Clearing Broker any amounts for these indemnifications.  The 

Company is further exposed to credit risk for commissions receivable from the Clearing Broker.  

Such credit risk is generally limited to the amount of the prior month’s concessions receivable.  
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8. Income Taxes 

The current and deferred portions of income tax expense included in the statement of operations 

as determined in accordance with ASC 740 (Accounting for Income Taxes) are as follows for the 

year ended December 31, 2019: 

(in thousands of dollars) 

       Current  Deferred  Total 

            

Federal    $   15,065  $           (158)  $   14,907 

State income and franchise 1,429  (4)  1,425 

       $   16,494  $          (162)       $   16,332 

 

Our actual income tax rate differs from the federal statutory tax rate due to the following: 

Federal                                   21.0% 
State Income and Franchise                         1.6% 
Effective Tax Rate                           22.6% 

         

The difference between the federal statutory tax rate of 21% and the Company’s effective income 

tax rate of 22.6% for the year ending December 31, 2019 is primarily due to the $1,425,000 of state 

income tax (net of federal benefit). 

Deferred income taxes reflect the net tax effects of temporary differences between the carrying 

amounts of assets and liabilities for financial reporting purpose and the amounts used for income 

tax reporting purposes.  These deferred assets are included in accounts receivable from affiliates.  

As of December 31, 2019, the Company does not have any deferred tax liabilities.  The significant 

components of the deferred tax assets are as follows: 

(in thousands of dollars) 

Deferred Tax Assets: 

 Commission accrual          $                52  

 Legal & Professional Fees                154

  

 Total deferred tax assets         $               206 

 

The Company recognizes and measures its unrecognized tax benefits in accordance with 

authoritative guidance.  Under that guidance the Company assesses the likelihood, based on their 

technical merit, that tax positions will be sustained upon examination based on the facts, 

circumstances and information available at the end of each period.  The measurement of 

unrecognized tax benefits is adjusted when new information is available, or when an event occurs 

that requires a change.  Based on this standard, the Company has concluded it has no positions 

for which a reserve for unrecognized tax benefits should be established.  
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The Company is currently under Internal Revenue Service examination for the taxable years 2000-

2013.  Although the final outcome of possible issues raised in any future examination are uncertain, 

the Company believes that the ultimate liability, including interest, will not materially exceed 

amounts recorded in the financial statements.  The Company’s taxable years 2008-2018 remain 

subject to examination by major state tax jurisdictions. 

9. Subsequent Events 

Management of the Company has performed an evaluation of subsequent events through February 

28, 2020, which is the date the financial statements were available to be issued.  No subsequent 

events were noted in management’s evaluation which would require disclosure.  
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(in thousands of dollars) 
 
Net capital  

Total stockholder's equity $        93,672 

Deductions and/or charges:  

 Non-allowable assets:  

  Funds deposited with clearing organizations 5 

  Accounts receivable from affiliates 3,480 

  Dealer concession receivable from affiliates   376 

  Advisory service fee receivable 37,843 

  Service fee receivable 826 

  Other assets 75 

 Total non-allowable assets      42,605 

Net capital before haircuts on securities positions 51,067 

   

 Haircuts on securities:  

  Money market fund 648 

  Net capital    $          50,419 

Aggregate indebtedness $          24,858 

Computation of basic net capital requirement  

Minimum net capital requirement (greater of 6-2/3 % of  

 aggregate indebtedness or $50,000) $            1,657 

Excess net capital $          48,762 

Net capital less the greater of 10% of aggregate indebtedness  

 or 120% of minimum dollar net capital requirement $          47,933 

Ratio: aggregate indebtedness to net capital .493 to 1 

 

There were no material differences between the Computation of Net Capital Under Rule 15c3-1 included 

in this report and the computations included in the Company’s corresponding unaudited amended Form 

X-17a-5 Part IIA filing on February 14, 2020. 
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The Company claims exemption from the computation for determination of reserve requirements under 

paragraphs (k)(2)(i) and (k)(2)(ii) of rule 15c3-3. 
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The Company claims exemption from the possession or control requirements under paragraphs 

(k)(2)(i) and (k)(2)(ii) of rule 15c3-3. 

 

 


