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A. REGISTRANT IDENTIFICATION
NAME OF BROKER-DEALER: SFFIGIALUSE ONLY
George K. Baum & Company
ADDRESS OF PRINCIPAL PLACE OF BUSINESS: (Do not use P.0. Box No) FIRMID. NO.
120 W, 12® Street
(No. and Street) A
Kansas City Missouri 64105
(City) ‘ (State) (Zip Code)

NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT

Dana L. Bjornson, CFO (816) 474-1100

(Area Code — Telephone No.)

B. ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*

Ernst & Young LLP

(Name - of individual, state last, first, middle name)

One Kansas City Place, 1200 Main Street Kansas City Missouri 64105

(Address) (City) (S%fCES S E (@ip Code)
CHECK ONE: ) a
Certified Public Accountant ‘ FEB ﬂﬁ 2002

O Public Accountant T
O Accountant not resident in United States or any of its possessions. Fm%ﬁg&\?

FOR OFFICIAL USE ONLY

*Claims for exemption from the requirement that the annual report be covered by the opinion of an independent public accountant must be
supported by a statement of facts and circumstances relied on as the basis for the exemption. See Section 240.17a-5(e)2).

SEC 1410 (7-00) Persons who are to respond to the collection of information contained
in this form are not required to respond unless the form displays
a currently valid OMB control number.
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OATH OR AFFIRMATION

I Dana L. Bjornson , swear (or affirm) that, to the best of my knowledge and belief, the accompanying financial

statements and supporting schedules pertaining to the firm of George K. Baum & Company , as of

October 31, 2001 , are true and correct. I further swear (or affirm) that neither the company nor any partner, proprietor,

principal officer, or director has any proprietary interest in any account classified solely as that of a customer, except as follows:

None

A

GM\(_\
Executive Vi esident

Title

/J @yf’ubhc

JENNIFER L. EDWARDS
Notary Public - Notary Seal
State of Missourd

Clay County
res Apr 26, 2004

This report** contains (check all applicable boxes): ) i

(a) Facing page.

(b)  Statement of Financial Condition.

(c) Statement of Operations.

(d)  Statement of Cash Flows.

(e)  Statement of Changes in Stockholders® Equity or Partners’ or Sole Proprietor’s Capital.

(f) Statement of Changes in Liabilities Subordinated to Claims or Creditors.

(g8) Computation of Net Capital.

(h)  Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(i) Information Relating to the Possession or control Requirements Under Rule 15¢3-3.

(i) A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A or Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

(1)  An Qath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

(n)  Areport describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

(o)  Schedule of Segregation Requirements and Funds in Segregation for Customers Trading on U.S. Commodity Exchanges.

(p)  Statement of Secured Amount and Funds Held in Separate Accounts for Foreign Futures and Options Customers Pursuant to
Commission Regulation 30.7.

0 OD00O0O0O00O00EME

ooE0HA

**For conditions of confidential treatment of certain portions of this filing, see Section 240.17a-5(e)(3).
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STATEMENT OF FINANCIAL CONDITION

George K. Baum & Company
As of October 31, 2001
With Report and Supplementary Report of Independent Auditors
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George K. Baum & Company

Statement of Financial Condition

October 31, 2001
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g” ERNST&YOUNG B Ernst & Young LLP & Phone: (816) 474-5200

One Kansas City Place www.ey.com
1200 Main Street
Kansas City, Missouri 64105-2143

Report of Independent Auditors

The Board of Directors
George K. Baum & Company

We have audited the accompanying statement of financial condition of George K. Baum &
Company (the Company) as of October 31, 2001. This statement of financial condition is
the responsibility of the Company’s management. Our responsibility is to express an
opinion on this statement of financial condition based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United States. 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 a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides
a reasonable basis for our opinion.

In our opinion, the statement of financial condition referred to above presents fairly, in all

material respects, the financial position of George K. Baum & Company at October 31,
2001, in conformity with accounting principles generally accepted in the United States.

érwvf MLLP

November 21, 2001

01120254346 . ;
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George K. Baum & Company

Statement of Financial Condition

October 31, 2001

Assets
Cash
Cash segregated under federal and other regulations
Receivables from customers
Receivables from brokers, dealers and clearing
organizations
Receivables from affiliates
Securities owned, at fair value:
U.S. government obligations
State and municipal obligations
Corporate stock and debt obligations

Deferred taxes
Prepaids and other assets

Liabilities and stockholder’s investment

Payables to customers

Payables to brokers, dealers and clearing organizations
Accrued compensation and benefits

Other liabilities and accrued expenses

Subordinated borrowings
Stockholder’s investment

See accompanying notes.
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$ 5,309,620
414,338
5,054,292

89,395
1,720,348

696,163
24,235,637
936,279

25,868,079

3,357,000
4,924,710

$46,737,782

$ 2,197,026
3,482,184
12,867,599
8,590,885

27,137,694

1,600,088
18,000,000

$46,737,782




George K. Baum & Company

Notes to Financial Statements

October 31, 2001
1. Organization

George K. Baum & Company (the Company) is a wholly-owned subsidiary of George K.
Baum Holdings, Inc. (the Parent). The Company is a registered broker-dealer under the
Securities Exchange Act of 1934 and is a member of the National Association of
Securities Dealers, Inc. The Company, which provides a range of investment banking
services, is a leading underwriter of tax-exempt securities.

2. Significant Accounting Policies

Revenue Recognition

Securities transactions and related commission and trading revenue and expenses are
recorded on a settlement-date basis which does not differ materially from a trade-date
basis.

Securities Owned

Securities owned are stated at fair value. Fair value generally is based on published market
prices or other relevant factors including dealer price quotations and valuation pricing
models, which take into account time value and volatility factors underlying the securities.

Receivables From and Payables to Customers

Receivables from and payables to customers include amounts due on cash and margin
transactions. Securities owned by customers, but not fully paid for, are held as collateral
against the receivables. Such collateral is not reflected in the accompanying statement of

financial condition. Included in payables to customers are free credit balances of
$1,948,000.

Fixed Assets
Fixed assets include furniture and equipment, which are depreciated using the straight-line

method over the useful lives of the assets, and leasehold improvements, which are
amortized using the straight-line method over the shorter of the lease term or useful life.
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George K. Baum & Company

Notes to Financial Statements (continued)

2. Significant Accounting Policies (continued)

Income Taxes

The Company is included in the consolidated federal income tax return filed by the Parent.
The Company files separate state and local income tax returns. State and local taxes have
been provided for in the statement of financial condition at the effective rate of the
Company.

The Company’s income tax provision is computed in accordance with a Tax Sharing
Agreement between the Parent and its subsidiaries. In accordance with this agreement, any
temporary tax differences will be attributed to the Parent. Accordingly, deferred tax assets
of the Company are offset with current taxes payable.

Use of Estimates

The preparation of the statement of financial condition in conformity with accounting
principles generally accepted in the United States requires management to make estimates
and assumptions that affect the amounts reported in the financial statements and
accompanying notes. Actual results may differ from those estimates.

3. Cash Segregated Under Federal Regulations

The Company has $414,338 of cash segregated and secured in accordance with federal
and other regulations. The Company made an additional deposit on November 2, 2001 in
the amount of $900,000 and thus was in compliance with the customer reserve
requirements of Rule 15¢3-3 as of October 31, 2001.

4. Income Taxes

Included in receivables from affiliates is a receivable of $590,000 which relates to the tax
sharing agreement with the Parent.

The Company’s deferred tax assets of $3,357,000 consists primarily of temporary
differences associated with deferred compensation, accrual for discontinued operations,
and certain other liabilities being recognized for financial reporting purposes which are
deferred for tax purposes. The realization of the deferred tax assets is dependent on the
Company’s ability to generate taxable income in future periods.
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George K. Baum & Company

Notes to Financial Statements (continued)

5. Commitments and Contingencies

The Company is obligated to pay rent for office space under noncancelable leases with
minimum annual rental payments. Such leases are subject to escalation clauses covering
operating expenses and real estate taxes. Expected minimum annual rental payments
excluding those rental payments pertaining to discontinued operations for years ending
October 31 are as follows:

Minimum Annual
Rental Payments

2002 $2,490,000
2003 1,959,000
2004 1,811,000
2005 1,151,000
2006 758,000
Thereafter 1,811,000

$9,980,000

The Company is a party to certain financial instruments and contracts with off-balance-
sheet risk in the normal course of principal trading, securities underwriting, and clearance
of securities transactions. These financial instruments involve elements of market risk

whose ultimate obligation may exceed the amount recognized in the statement of financial
condition.

In connection with certain municipal underwriting transactions, the Company receives a
fee for the assumption of certain risk exposures. The exposure to the Company is
dependent on a number of factors and triggering events during the early stages of these
transactions. To date, the Company has not incurred any obligations pertaining to these
transactions. Management has recorded a reserve for potential losses and certain deferred
commissions under these contracts of $1,250,000.

The Company is involved in litigation arising in the normal course of business. In the
opinion of management, after consultation with legal counsel, the ultimate resolution of
such litigation will not have a materially adverse effect on the Company’s financial
position.
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George K. Baum & Company

Notes to Financial Statements (continued)

5. Commitments and Contingencies (continued)

As a securities broker-dealer, the Company maintains margin and cash security accounts
for its customers. Virtually all customer receivables are collateralized by securities. The
Company’s exposure to credit risk associated with the nonperformance in fulfilling
contractual obligations pursuant to securities transactions can be directly impacted by
volatile trading markets which may impair the customers’ or counterparties’ ability to
satisfy their obligations to the Company.

The Company seeks to minimize the above off-balance-sheet risks and credit risks through
a variety of reporting and control procedures. Among the policies of the Company to
address these risks, besides maintaining collateral in compliance with regulatory and
internal requirements, is the setting and monitoring of credit limits for customers and other
brokers with which it conducts significant transactions and continual monitoring of market
exposure and counterparty risk.

6. Short-Term Borrowings

Short-term borrowings of the Company represent credit arrangements which are secured
by firm-owned securities and are payable on demand. Interest is charged at fluctuating
rates tied to the daily federal funds rate. Under these lines of credit, the Company had no
outstanding borrowings at October 31, 2001.

7. Subordinated Liabilities

The Company has subordinated liabilities of $1,600,088 relating to the Company’s
deferred compensation plan. Participants voluntarily defer a portion of their compensation,
which is invested in a variety of approved investments for a minimum of five years. The
subordination agreements have been approved by the Company’s designated self-
regulatory organization and therefore are allowable in the computation of net capital under
the Securities and Exchange Commission rules. The subordinated liabilities are secondary
to the claims of all other creditors and, to the extent these liabilities are necessary for the
Company’s continued compliance with minimum net capital requirements, they may not be
repaid.
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George K. Baum & Company

Notes to Financial Statements (continued)

8. Financial Instruments

The Company’s financial instruments are recorded at fair value or contract amount, which
approximates fair value in the Company’s statement of financial condition. Financial
instruments that are recorded by the Company at contract amount include receivables from
and payables to brokers, dealers, and clearing organizations; receivables from and payables
to affiliates and customers; bank loans; and subordinated borrowings. The financial
instruments carried at contract amount have short-term maturities (one year or less), are
repriced frequently, or bear market interest rates and, accordingly, are carried at amounts
approximating fair value. :

The Company’s customer activities include margin transactions, for which the Company
extends credit to the customer, subject to various regulatory and internal margin
requirements, collateralized by cash and securities in the customer’s account. In the event
a customer or broker fails to satisfy its obligations, the Company may be required to
purchase or sell financial instruments at prevailing market prices in order to fulfill the
customer’s obligations. The Company monitors required margin levels daily and, pursuant
to such guidelines, requires customers to deposit additional collateral or reduce positions,
when necessary.

9. Related-Party Transactions

The Company has advanced funds to the Parent for general corporate purposes. The
receivable balance related to such payments is $1,130,250 as of October 31, 2001.

10. Discontinued Operations

In October 2000, the Company announced a repositioning of the Company’s business
activities that included exiting the retail equity brokerage and equity capital markets
businesses. During the current year, the Company made certain adjustments to its accruals
for these discontinued operations to reflect actual results and experience pertaining
primarily to lease commitments and pending and settled litigation. The remaining reserve
for discontinued operations as of October 31, 2001 was approximately $2,300,000, which
is a component of other liabilities and accrued expenses.
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George K. Baum & Company

Notes to Financial Statements (continued)

11. Net Capital Requirements and Other Regulatory Matters

As a registered broker-dealer with the Securities and Exchange Commission (the SEC),
the Company is subject to the SEC’s net capital rule (Rule 15¢3-1). The Company
computes its net capital requirements under the alternative method provided for in
Rule 15¢3-1, which requires that the Company maintain net capital equal to the greater of
2% of aggregate customer-related debit items, as defined, or $250,000.

At October 31, 2001, the Company had net capital of $9,658,403, which was 454% of
aggregate debit balances and $9,408,403 in excess of the required net capital.

Advances to affiliates, repayment of subordinated liabilities, dividend payments, and other

equity withdrawals are subject to certain notification and other provisions of the net
capital rule of the SEC and other regulatory bodies.
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i" ERNST&YOUNG ® Ernst & Young LLP ® Phone: (816) 474-5200

One Kansas City Place www.ey.com
1200 Main Street
Kansas City, Missouri 64105-2143

Supplementary Report of Independent
Auditors on Internal Control

The Board of Directors
George K. Baum & Company

In planning and performing our audit of the financial statements of George K. Baum &
Company (the Company) for the year ended October 31, 2001, we considered its internal
control, including control activities for safeguarding securities, to determine our auditing
procedures for the purpose of expressing our opinion on the financial statements and not
to provide assurance on internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC),
we have made a study of the practices and procedures followed by the Company,
including tests of such practices and procedures that we considered relevant to the criteria
stated in Rule 17a-5(g), in the following:

1. Making the periodic computations of aggregate debits and net capital under
Rule 17a-3(a)(11) and the reserve required by Rule 15¢3-3(e) of the SEC.

2. Making the quarterly securities examinations, counts, verifications, and comparisons
and the recordation of differences required by Rule 17a-13.

3. Complying with the requirements for prompt payment for securities under Section 8
of Federal Reserve Regulation T of the Board of Governors of the Federal Reserve
System.

4. Obtaining and maintaining physical possession or control of all fully paid and excess
margin securities of customers as required by Rule 15¢3-3.

The management of the Company is responsible for establishing and maintaining internal
control and the practices and procedures referred to in the preceding paragraph. In
fulfilling this responsibility, estimates and judgments by management are required to assess
the expected benefits and related costs of internal controls and of the practices and
procedures referred to in the preceding paragraph and to assess whether those practices
and procedures can be expected to achieve the SEC’s above-mentioned criteria. Two of
the criteria of internal control and the practices and procedures are to provide
management with reasonable but not absolute assurance that assets for which the
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Company has responsibility are safeguarded against loss from unauthorized use or
disposition, and that transactions are executed in accordance with management’s
authorization and recorded properly to permit the preparation of financial statements
in accordance with accounting principles generally accepted in the United States.
Rule 17a-5(g) of the SEC lists additional criteria of the practices and procedures listed in
the preceding paragraph.

Because of inherent limitations in any internal control or the practices and procedures
referred to above, misstatement due to errors or fraud may occur and not be detected.
Also, projections of any evaluation of internal control to future periods are subject to the
risk that internal control may become inadequate because of changes in conditions, or that
the effectiveness of their design and operation may deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal
control that might be material weaknesses under standards established by the American
Institute of Certified Public Accountants. A material weakness is a condition in which the
design or operation of one or more of the specific internal control components does not
reduce to a relatively low level the risk that errors or fraud in amounts that would be
material in relation to the financial statements being audited may occur and not be
detected within a timely period by employees in the normal course of performing their
assigned functions. However, we noted no matters involving internal control, including
control activities for safeguarding securities, and its operation that we consider to be
material weaknesses as defined above.

We understand that practices and procedures that meet the criteria 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 meet such criteria in all material respects indicate a
material inadequacy for such purposes. Based on this understanding and on our study, we
believe that the Company’s practices and procedures were adequate at October 31, 2001
to meet the SEC'’s criteria.

This report is intended solely for the information and use of the Board of Directors,
management, the SEC, the NASD, and other regulatory agencies that rely on

Rule 17a-5(g) 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.
ém’l‘: ¥ MLLP

November 21, 2001
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