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SMITH, MOORE & CO. 

Statement of Financial Condition
December 31, 2021

ASSETS

Cash 1,976,376$    
Income receivable 2,948,745
Receivables from clearing organizations 884,926
Deposits with clearing organizations 150,000
Securities owned, at fair value:

U.S. government agency and sponsored enterprises 
obligations 525

Advanced employee bonuses 881,548
Other assets 292,593
Property, equipment and right-of-use assets, net of 
accumulated depreciation and amortization of $719,911 3,158,514

TOTAL ASSETS 10,293,227$ 

LIABILITIES AND STOCKHOLDERS' EQUITY

Liabilities
Payables to clearing organizations 525$              
Accounts payable, accrued expenses, and other liabilities 5,940,382
Deferred revenue and accrued clearing fees 766,031

TOTAL LIABILITIES 6,706,938

Stockholders' Equity
Common stock: $1 par value; authorized 100,000 shares; 23,530

23,530 shares issued and outstanding
Additional paid-in capital 2,216,325
Retained earnings 1,346,434

TOTAL STOCKHOLDERS' EQUITY 3,586,289     

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY 10,293,227$ 

The accompanying notes are an integral part of these financial statements. 
See independent auditors’ report.
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Note 1 - Organization and Summary of Significant Accounting Policies 
 
Nature of Operations 
 
Smith, Moore & Co. (the “Company”) is a registered securities broker-dealer under the 
Securities Exchange Act of 1934 and investment advisor with the Securities Exchange 
Commission (“SEC”) and a member of both the Financial Industry Regulatory Authority 
(“FINRA”) and the Securities Investor Protection Corporation (“SIPC”).  The Company has 
branch offices located in Missouri, Illinois, Kansas and Mississippi with registered financial 
advisors servicing individual and corporate clients primarily in the Midwest.  The Company 
earns fees related to managed account services, commissions associated with the sale 
of securities and mutual fund shares, and revenues from principal transactions. 
 
The Company contracts with RBC Correspondent Services, a division of RBC Capital 
Markets LLC (“RBC”), to maintain custody of client assets and to clear client transactions 
on a fully disclosed basis.  
 
Financial Statement Presentation 
 
The financial statements have been prepared in conformity with accounting principles 
generally accepted in the U.S. (“GAAP”) which requires the use of estimates and 
assumptions by management in determining the reported amounts of assets and 
liabilities, 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 could differ from those estimates. 
 
Subsequent Events 
 
The Company evaluated subsequent events through February 22, 2022 and concluded 
that no further activity has occurred that would require recognition or disclosure other 
than what is disclosed in notes 10 and 13. 

 
 Fair Value 

 
A substantial amount of the Company’s financial assets and liabilities, as well as financial 
instruments with off-balance sheet risk, are carried at amounts that approximate fair value 
because of their short-term nature.  Fair value is estimated at a specific point in time, 
based on relevant market information of the value of the underlying instrument. 

  
 Securities Owned 

 
Securities owned consist of U.S. government agency and sponsored enterprises 
obligations which the Company classifies as trading securities.  These securities are bought 
and held principally as inventory for the purpose of selling in the short term. 
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Securities owned are accounted for at estimated fair value as determined by 
management and in accordance with Financial Accounting Standards Board (“FASB”) 
Accounting Standards Codification (“ASC”) Topic 820, Fair Value Measurements and 
Disclosures.  The resulting differences between cost and estimated fair value are reflected 
in current period earnings and included in the statement of income as applicable.  Fair 
values are generally based on prices from independent sources such as listed market 
prices or broker or dealer price quotations. 
 
Advanced Employee Bonuses 
 
Several financial advisors received an advanced bonus after joining the Company and 
meeting certain objectives outlined in their employment agreement.  The financial 
advisors signed a promissory note with the Company, which is amortized over a 5-year 
period in most cases.  The note carries an interest rate that is based on the published IRS 
mid-term applicable Federal Rate (AFR) in the month the advance occurred.  The 
advanced bonuses outstanding is carried at fair value of $881,548 with no allowance for 
losses at December 31, 2021. 
 
Property and Equipment 
 
Equipment, including furniture and fixtures, is recorded at cost and depreciated using 
straight-line methods over estimated useful lives of three to seven years.  Leasehold 
improvements are amortized based on the term of the lease agreement or the economic 
useful life of the improvement, whichever is less.  When assets are retired or disposed of, 
the cost and accumulated depreciation or amortization is removed from the accounts; 
gains or losses resulting therefrom are included in the statement of income.   

 
Leases 
 
In February 2016, the Financial Accounting Standards Board (the “FASB”) issued 
accounting guidance that changed how companies account for and present lease 
arrangements.  This guidance requires companies to recognize lease assets and liabilities 
for both financing and operating leases on the statement of financial condition.  The 
Company adopted this guidance effective January 1, 2019.  For a more detailed 
discussion on lease arrangements, refer to Note 5 (Property, Equipment and Right-of-Use 
Assets).  
 
Income Taxes 
 
The stockholders of the Company have elected to be treated as an “S” corporation under 
provisions of the Internal Revenue Code which provide that the stockholders are taxed 
on their proportionate share of the Company’s taxable income.  Therefore, no provision 
for federal or state income taxes is reflected in these financial statements. 
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The Company has addressed the provisions of ASC 740-10, Accounting for Income Taxes.  
In that regard, the Company has evaluated its tax positions, expiring statutes of limitations, 
audits, proposed settlements, changes in tax law and new authoritative rulings and 
believes that no provision for income taxes is necessary at this time to cover any uncertain 
tax positions.  The federal and state income tax returns for the Company for 2018, 2019, 
2020 and 2021 are subject to examination by the respective taxing authorities generally 
for three years after they are filed. 

 
COVID-19 Pandemic 
 
During the COVID-19 pandemic, our services have generally been considered essential 
in nature and we have implemented remote workplace options that allow us to continue 
to operate and service clients.  As the situation continues to evolve, the Company is 
closely monitoring the impact of the pandemic on all aspects of the business and our 
ability to service clients. 
 

Note 2 - Concentration of Credit Risk 
 
The Company’s cash is deposited with a highly creditworthy financial institution.  Accounts 
at this institution are insured by the Federal Deposit Insurance Corporation (“FDIC”) up to 
$250,000.  At December 31, 2021, the Company had approximately $1,747,000 in excess 
of FDIC insured limits.  

 
Note 3 - Deposits with Clearing Organizations 

 
In addition, the Company is contractually obligated to maintain a deposit account at 
RBC. As designated by the terms of the agreement, the deposit account will, at all times, 
contain cash, qualified securities, or both, having a fair market value of at least $100,000.  
At December 31, 2021, this deposit was $100,000.  

 
The Company also maintains a deposit with RBC relative to proprietary trading which 
covers securities purchased or sold short within the firm’s inventory accounts.  At 
December 31, 2021, this deposit was $50,000.  

 
Note 4 - Securities Owned and Fair Value Measurements 

 
FASB ASC 820, Fair Value Measurements and Disclosures, defines fair value, establishes a 
framework for measuring fair value, and establishes a fair value hierarchy which prioritizes 
the inputs to valuation techniques.  Fair value is the price that would be received to sell 
an asset or paid to transfer a liability in an orderly transaction between market participants 
at the measurement date.  A fair value measurement assumes that the transaction to sell 
the asset or transfer the liability occurs in the principal market for the asset or liability or, in 
the absence of a principal market, the most advantageous market.  
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Valuation techniques that are consistent with the market, income or cost approach, as 
specified by FASB ASC 820, are used to measure fair value. 
 
The fair value hierarchy prioritizes the inputs to valuation techniques used to measure fair 
value into three broad levels: 
 
 Level 1 – Valuation is based on quoted prices in active markets for identical instruments 

in active markets. 
 

 Level 2 – Valuation is based on quoted prices for similar instruments in active markets; 
quoted prices for identical or similar instruments in markets that are not active; and 
model-derived valuations whose inputs are observable or whose significant value 
drivers are observable. 
 

 Level 3 – Valuation is generated from model-based techniques that use at least one 
significant assumption not observable in the market. These unobservable assumptions 
reflect estimates of assumptions that market participants would use in pricing the asset 
or liability.  Valuation techniques include use of option pricing models, discounted 
cash flow models and similar techniques.  

 
The availability of observable inputs can vary from security to security and is affected by 
a wide variety of factors, including, for example, the type of security, the liquidity of the 
markets, and other characteristics particular to the security.  To the extent that the 
valuation is based on models or inputs that are less observable or unobservable in the 
market, the determination of fair value requires more judgment.  Accordingly, the degree 
of judgment exercised in determining fair value is greatest for instruments categorized in 
Level 3. 
 
The inputs used to measure fair value may fall into different levels of the fair value 
hierarchy.  In such cases, for disclosure purposes, the level in the fair value hierarchy within 
which the fair value measurement falls in its entirety is determined based on the lowest 
level input that is significant to the fair value measurement in its entirety. 
 
Securities owned consist of Level 2 trading and investment securities, at market value, as 
follows at December 31, 2021: 
 
    U.S. government agency and sponsored enterprises obligations         $     525 
 
There were no transfers between Level 1, Level 2 and Level 3 during the year. 
 
These positions are offset by a corresponding loan obligation payable to RBC in the 
amount of $525 which is included in payables to clearing organizations in the 
accompanying statement of financial condition. 
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Note 5 – Property, Equipment and Right-of-Use Assets 
 
Property, equipment and right-of-use assets consist of the following at December 31, 2021: 
 
Computers and office equipment $      324,328 
Furniture and fixtures 448,819 
Leasehold improvements 711,540 
Operating lease right-of-use assets _   2,393,738 
     3,878,425 
Less accumulated depreciation and amortization      (719,911) 
     $   3,158,514 
 
The Company’s right-of-use (“ROU”) assets relate to operating leases for ten regional 
branch office locations and copier equipment for these branch offices.  Leases are 
included in property, equipment and right-of-use assets and other liabilities on the 
statement of financial position.   
 
ROU assets represent the right to use an underlying asset for the lease term and lease 
liabilities represent the obligation to make lease payments arising from the lease.  ROU 
assets and lease liabilities are recognized at the commencement date based on the 
present value of lease payments over the lease term.  ROU assets include initial direct 
costs incurred by the lessee as well as any lease payments made at or before the 
commencement date and excluding lease incentives.  As most of the Company’s leases 
do not provide an implicit rate, the Company uses its incremental borrowing rate in 
determining the present value of lease payments.  Lease terms expire at various times 
through February 2028 and most include options to extend or terminate the lease when it 
is reasonably certain that the company will recognize that option. 
 
The future payments due under operating leases as of December 31, 2021 is as follows: 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 

2022 $     661,906 
2023 $     571,853 
2024 $     436,353 
2025 $     400,424 
2026 and thereafter $     760,262 
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Note 6 - Accounts Payable, Accrued Expenses, and Other Liabilities 
 
Accounts payable, accrued expenses, and other liabilities consisted of the following at 
December 31, 2021: 
 
  Accounts payable $     47,849 
  Accrued expenses and other accrued liabilities 1,260,764 
  Accrued commissions payable 2,238,030 
  Operating lease liabilities   2,393,739                                                        
     $5,940,382 

 
Note 7 - Deferred Revenue and Accrued Clearing Fees 
 

As part of the original clearing agreement entered with RBC in June 2012, the Company 
received a cash incentive payment of $3,500,000.  At that time, clearing fees of $393,327 
were waived for the first 18 months after customer accounts transitioned to RBC.  More 
recently, on July 1, 2021, the Company entered a 6-year contract extension with RBC and 
received an additional cash incentive payment of $500,000. 
 
These deferred amounts are reported in the accompanying statement of financial 
condition and are being amortized on a straight-lined basis over the terms of the 
agreements pursuant to ASC Subtopic 605-50, Customer Payments and Incentives.  The 
yearly amortized amounts are reported as a reduction of brokerage and clearing fees in 
the statement of income.  The unamortized deferred revenue is an allowable credit in the 
computation of net capital under rule 15c3-1. 

 
Note 8 - Short-Term Bank Loans 

 
The Company has a line-of-credit agreement with Parkside Financial Bank & Trust 
(“Parkside”) providing for borrowings up to $300,000.  Interest is calculated at the bank’s 
prime rate plus 0.5%.  The agreement expires on February 28, 2022.  It is collateralized by 
substantially all business assets.  At December 31, 2021, there was no unpaid balance 
outstanding or pledged collateral under this agreement. 
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Note 9 - Commitments 
 
The Company uses third party vendors for network, securities research information and 
managed backup services under non-cancelable contracts expiring at various times 
through fourth quarter 2024.   
 
The following is a schedule of future minimum payments required under these contracts 
as of December 31: 

   
    
 
     
 

The original RBC clearing and extension agreements require minimum monthly revenues 
from trade clearance and execution fees, clearing broker portion of managed account 
fees, and technology and other miscellaneous fees of $30,000 per month. 

 
The Company could be subject to liquidated damages if an election is made to voluntarily 
terminate the original ten-year term of the RBC agreement and the subsequent six-year 
extension agreement early for convenience. The amount of the termination fees would be 
$30,000 for each remaining month of the initial agreement terms and $13,889 for each 
remaining month of the extension terms.  The Company does not anticipate a voluntary 
termination of the Agreement as of December 31, 2021 and through the date the financial 
statements were issued.     

 
Note 10 - Net Capital Requirements 

 
The Company is subject to the SEC’s Uniform Net Capital Rule 15c3-1, which requires the 
maintenance of minimum Net Capital.  The Company has elected to use the basic 
computation method, as is permitted by the rule, which requires that the Company 
maintains minimum Net Capital, as defined, equal to the greater of $250,000 or 6-2/3 
percent of total aggregate indebtedness.  The Net Capital Rule of the SEC also provides 
that advances to affiliates, repayment of borrowings, dividend payments, and other 
equity withdrawals are subject to certain notification and other provisions under Rule 
15c3-1.  
 
At December 31, 2021, the Company had Net Capital of $1,670,948 which was $1,420,948 
in excess of the required minimum and the aggregate indebtedness to Net Capital ratio 
was 1.93 to 1, as computed under SEC Rule 15c3-1. 
 
The Company anticipates capital withdrawals of $764,493 within the next three months 
following December 31, 2021.  The aggregate indebtedness to Net Capital ratio will be 
3.56 to 1, as computed under SEC Rule 15c3-1. 

 
 

2022 $  318,131 
2023 $  299,088 
2024 $  180,620 
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Note 11 - Financial Instruments with Off-Balance Sheet Risk 
 

The Company’s customer accounts are carried by the clearing broker-dealer.  Execution 
and clearing services are also performed by the carrying broker-dealer.  The agreement 
between the Company and the clearing broker-dealer stipulates that all losses resulting 
from the Company’s customers’ inability to fulfill their contractual obligations are the 
responsibility of the Company.  As designated by the terms of the arrangement, the 
Company carries a deposit with the broker-dealer in the amount of $100,000 (see Note 
3). 
 
Market risk is the potential loss the Company may incur as a result of changes in the market 
or fair value of a particular instrument.  All financial instruments are subject to market risk.  
The Company’s exposure to market risk is determined by several factors including size, 
duration, composition, and diversification of positions held, the absolute and relative level 
of interest rates and foreign currency exchange rates, as well as market volatility and 
liquidity.  The Company manages market risk by setting and monitoring adherence to risk 
limits.  

 
Note 12 - Employee Benefit Plan 

 
The Company established and sponsors the Smith Moore 401(k) Plan for all employees 
meeting certain eligibility requirements. The Company contributed 3% of employee 
compensation to the Plan, not to exceed the amounts as permitted under the Internal 
Revenue Code.  The plan provides for a discretionary profit-sharing contribution each 
year. 

 
Note 13 - Common Stock Transactions  

 
In February 2022, the Company plans to issue 970 shares of stock to new and existing 
stockholders for a total issuance price of $178,141. 

 
Note 14 - Contingencies 

 
The Company is a registered broker-dealer and, as such, is subject to the continual 
scrutiny of those who regulate the industry, including FINRA, the SEC, and the various 
securities commissions of the states and jurisdictions in which it operates.  As part of the 
regulatory process, the Company is subject to routine examinations, the purpose of which 
is to determine the Company’s compliance with rules and regulations promulgated by 
the examining regulatory authority.  It is not uncommon for the regulators to assert, upon 
completion of an examination, that the Company has violated certain of these rules and 
regulations.  Where possible, the Company endeavors to negate or correct such asserted 
violations.  In certain circumstances and depending on the nature and extent of the 
violations, the Company may be subject to disciplinary action, including fines.  During the 
year ended December 31, 2021 there were no amounts levied against the Company as 
a result of regulatory assessments and awards. 
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The Company is a named defendant in a civil suit pending in Linn County, Missouri.  The 
matter involves allegations that a recently hired financial advisor breached his 
employment agreement with his previous employer.  As of today’s date, the parties are 
in the discovery stage of the litigation and settlement negotiations are ongoing.  There is 
no date set for trial.  The company intends to vigorously defend the claims made. As of 
December 31, 2021, the Company has not recorded a contingency for this matter since 
the Company’s outside counsel has not reached a professional conclusion as to whether 
it is probable or remote that a liability exists. 
 
In the normal course of business, there are various other legal actions and proceedings 
pending against the Company.  In management’s opinion, after consultation with outside 
counsel, the liability, if any, resulting from these legal actions will not have a material 
adverse effect on the Company’s financial position.


