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W. B. McKee Securities, Inc.
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- NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT

Mark Jazw1n , ' (602) 368-0333 Ext. 302
: , (Area Code — Telephone No.)

B. ACCOUNTANT IDENTIFICATION
INDEPENDENT PUBLIC ACCOUNTANT whose oplmon is contained in this Report*

Miller Wagner & CompanV1 PLLC
(Name - if individual, state last, first, mzddle name)

3101 North antral Avenuu Suite 300 -Phoenlxi' Ariz'ona'v . 85012 .

. (Address) . ‘ _ o . (City) o . o (State) . : Zip- Code)
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' OATH OR AFFIRMATION -

e Mark Jazwin - - ' oo - ., swear (or affirm) that to the
best of my knowledge and belief the accompanymg ﬁnancra] statement and supportmg scbedules pertammg to the firm of
W. B. McKee Securltles, Inc._' . : _ . ‘ _, as of-
December 492001, are true: and correct. 1 further swear (or afﬁrrn) that neither the company

nor any partner,. proprietor, pnncrpal officer or du'ector has any propnetary interest m -any account classified. soley as that of
a customer, except as follows:

p
- - S@nmre _
. : " '
SUSAN S. ATKINS Oue
finiany Public - Arzona : -Title

raricepa County
m C m. Brp«esJuwm

This report** contains (check all applicable boxes):
(a) Facing page.
(b) Statement of Financial Condition.
(c) Statement of Income (Loss).
_(d) Statement of €hangesix Fmanciak €anditionx Cash Flows.
(e) Statement of Changes in Stockholders’ Equity or ‘Partners’ or Sole Propnetor s Capital.
(f) Statement of Changes in Liabilities Subordinated to Clarms of Creditors.
(g) Computation of Net Capital
(h) Computation for Determination of Reserve Requirements Pursuant to Ru]e 15¢3-3.
(i) Information Relating to the Possession or control Requirements Under Rule 15¢3-3.
(3) 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 of Rule 15¢3-3.
(k) A Reconciliation between the audlted and unaudited Statements of Financial Condmon with respect to methods of con-
. solidation. -
() An Oath or Affirmation.
.(m)A copy of the SIPC Supplemental Report : ' - o
(n) A report dmcnbmg any matenal madequaqes found to exist or found to have ensted smce the date of the prevrous audlt

0 B00MOMNMNHEE

HOX

**For condr'tions of confidential treatment of certain portions of this filing, see section- 240.17a-5(e)(3).
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INDEPENDENT AUDITORS' REPORT

To the 'Board;of‘Directers and Stockholder of
.. W. B. McKee Securities, Inc. -

) ~We have audlted the accompanylng statement of fi nancnal c:ondntlon of v' ’

‘ W B. MCKEE SECURITIES INC. . ,
(a wholly-owned subsidiary of McKee & Company)

_-at December 31, 2001, and the related statements of operations, changes in stockholder’s equity, and
cash flows for the year then ended that you are filing pursuant to rule 17a-5 under the Securities
' Exchange ‘Act of 1934.. These financial statements are the responsibility of the Company's
management Our responsrbmty is to express an opinion .on these f nanoral statements based on our

audrt ; :

~'We conducted our. audit in accordance with U.S. generally accepted auditing standards. . 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 examlntng, 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 presentatlon We belreve that our audlt prowdes a
reasonable basis for-our oprnlon

_An our oplmon, the financial statements referred to above present fairly, in all material respects, the
financial position of W. B. McKee Securities, Inc. at December 31, 2001, and the resuits of its -
operations and its cash flows for the year then ended in conformlty with U.S. generally accepted K
accountlng prInClpleS : ‘ R

Our audlt was made for the purpose of forming an oplnlon on the basic financial statements taken asa
- whole. The computatlon of net capital under rule 15¢3-1 of the Securities and Exchange Commission .
~ presented on page 10 and the reconciliation of net capital pursuant to rule 17a-5(d)-(4) presented on
‘page 11 are presented for purposes of additional analysis and are not a required part of the basic
financial  statements, but is supplementary information. required by rule 17a-5 of the Securities .
Exchange Act of 1934. Such information has been subjected to the auditing procedures applied in the
audit of the basic financial staternents and, in our opinion, is fairly stated in- all material respects in

relation to the basnc financial statements taken as a whole. .
January 24,2002 : : :

" Phoenix, Arizona

AN

. Membsr of the SEC and PGPS Sections-Division of Firms-American Institute of Certified Public Accountants * : )




© W.B. McKEE SECURITIES;, INC.
| STATEMENT OF _FVINANC‘IAL‘CON‘DITI(’)N-

' _December 31, 2001' .

ASSETS"
Gash . . o | : - s . 408
~ Deposit with clearing organlzatlon T e e x0T 50,054
. Receivable from clearing organlzatlon' S o - o Coe. 7,979

Duefromemployees A L . ' _ N 161,501

Due from parent company IRE S ST 668,650
*Prepaid expenses and depesits = . - T ¢ e e 19,613
‘Deferred income taxasset oo s o - - 64,400

TOTALASSETS DR . T s or2605

LIABILITIES'AND STOCKHOLDER'S EQUITY

Accounts.payable . . - B T R I ) $ 19,383

Accrued expenses oo T S : .. 7219618

TOTALLIABILITIES - . ... oo ST 739,001
Commitments and cont'ingehc'ies_ '

'Stockholders equnty ,
~ Common stock no par value authorlzed 1 ,000, 000 shares P S e
~issued and outstandmg 500, 000 shares Lo R ' S - T - 1,000 -
"~ Additional paid-in capital | : L ST - .. 1,065,114°
Accumulated deficit S P (132 510)-
‘ TOTAL STOCKHOLDERS EQUITY - T A o 933 604

‘TOTALLIABILITIESANDSTOCKHOLDERS EQUITY - T s 972,605

- See Acc‘o‘mpanyi‘ng Notes fp 'Financ-ial Statements .




W B McKEE SECURITIES INC

STATEMENT OF OPERATIONS

Year Ended December 31 2001

' -REVENUES L ‘ LT A ‘ N
Commissions - - .. o o BERR IR 3 % 613,715 .
Investment banking R R e R - 308,994
Other revenues : o EEE B ... 9485

' TOTALREVENUES o - SR S 932,104

’EXPENSES SRR e o , ( N k ‘
Employee compensation and benefits - .- T © .. 596,771
~ Office rentand support .~~~ - T oo e AT4407 -
. Commumcatlons and data processmg o o Co. oo - 770660
~ Clearing fees. . .~ ST e 55182
Professional fees - S R S 34018
Licensing fees . ST B . 18,253."
Travel, training and promotions .. -~~~ .. o T . 5350
TOTALOPERATINGEXPENSES - -~ e 954,639

LOSSBEFOREINCOMETAXBENEHT o (22,48)
, INCOMETAXBENEHT T 5',;’- e e  (4,600)

Nauxs; v e s (184)

- See Accompanying Notes to Financial Statements
P ‘ _3‘_ o . .. . ! -




w B McKEE SECURITIES INC
STATEMENT OF CHANGES IN STOCKHOLDER s EQUITY

.Year Ended December 31, 2QO1

. : ~ Addional < - . . - Total
Common Stock . Paid-In - Accumulated : Stockholder's
Shares ~"Amount - Capital . Deficit. ~ Equity
~ Balance at January1 2001 500,000 § - 1,000 $. 1065114 $ (114 665) $ 951',449 |
Netloss L - N T (17,845) . (17.845)
" Balance at December 31,2001 . 500,000 “$ 1,000 $ 1,065,114 §. (132,510) § 933,604

‘ , See;Accthpanying Notes to Financial Statements . .

-~




. W. B. McKEE SECURITIES INC'

STATEMENT OF CASH FLOWS

=

Year Ended December 31 2001

“CASH FLOWS FROM OPERATING ACTIVITIES
Net loss - ) .
Adjustments to reconcile net loss to net cash
used in operatrng activities: S
- Change in deferred income taxes. -

: Changes in operatrng assets and Irabrlrtres
‘Decrease (increase) in: '
Deposrt with clearing organization -

‘Receivable from clearrng organrzatlon ‘

‘Due from employees

Prepaid expenses and deposrts
Increase (decrease) in:

Accounts payable

Accrued expenses *

Net cash used in operatrng actrvrtres

| f CASH FLOWS FROM INVESTING ACTIVITIES
Transfers to parent

| ,-fNET}CHANGE NCASH™
'CASH, BEGINNING OF YEAR

CASH, END OF YEAR

\ ~ See Accompanying Notes to FinanciaIStatements \

.‘ _5_ ‘

(1 7,845)

(4,600)

815

13,560
(8,121)

(965) - |

19,444
1,957

- (3.755) -

o (49,862)
- (53.617)

54025

. 408
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W B MCKEE SECURITIES INC
NOTES TO FINANCIAL STATEMENTS
) Year Ended December31, 2001 . B : o :

Company operatlons and summary of sngnlflcant accountmg pol|C|es

Company operatlons W B. McKee Securrtles Inc. (the "Company) was tncorporated in the state of
Arizona on December 4, 1990 and.commenced operatlons on March 8; 1991. The Company is a full service

_broker. dealer and ‘a member of both the National Association of Securlty Dealers, Inc. (NASD) and Securities

Investors Protection Corporation (SiPC). W. B. McKee Securities, Inc. -also offers investment banking -
services for both pubhc offerings and private placements The Company .is -a wholly-owned subsidiary of
McKee & Company. ‘These financial statements include the accounts W. B. McKee Securities, Inc. only. .
The Company is Iocated |n Scottsdale, Anzona and provides serwces to customers throughout the Umted»

‘States.

The Company, hke other secuntles firms, is d|rectly aﬁected by general economic and- market conditions

- '|nclud|ng fluctuations in volume and price-levels of securities, changes in- mterest rates and demand for
‘investment banking, securities brokerage and other services, all of wh|ch have an |mpact on the Companys

statement of fi nancnal condltlon as well asits I|qu1d|ty
The 8|gn|t" cant accounttng pollcres foIIowed by the Company are as follows “

Managements use. of estlmates - The preparatron of fi nancnal statements in conformtty with U.S.
generally accepted accountlng principles 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 fi nancial statements and reported amounts of revenues and expenses: during: the reportlng penod :

' Due to their prospectlve nature actual results could dtffer from those estlmates

Cash and cash equrvalents Cash lncludes cash and may, at ttmes mclude cash equnvalents Wthh

.con3|st of hlghly liquid debt lnstruments with onglnal matuntles of three months orless.

Secuntles transactrons Secuntles transactlons of the Company and commrssron income and expense
are recorded on atrade date basns Secuntles owned are valued at market value . :

Investment bank/ng Investment bankmg revenues tnclude galns Iosses and fees net. of syndtcate
expenses, arising from securities offerings in which the Company acts as an underwriter or agent Investment

‘banking revenues, also include fees earned from providing merger and acquisition and financial restructunng

advisory services. . Investment banklng management fees are recorded on offering date; sales concessions on

‘settlement date, and unden/vntlng fees at the tnme the unden/vntnng is completed and the mcome is reasonably

determlnable

o Advertlsmg costs - Advertlsmg costs are charged to operatlons when mcurred Adverttsmg expense
charged to operatlons was $983 for 2001 : ~

Net capltal requwements -

- The. Company is subject to'the Secuntles and Exchange Commrss:on (SEC) Unlform Net Capltal Rule

(Rule 15¢3-1), which requires the maintenance of minimum net. capital of $50,000, and requires that the ratio * '

of aggregate indebtedness to net capital shall not exceed 15 to 1. At.December 31, 2001, the' ‘Company had
net capital of $19,440, which was $14,440 in eXCess of rts minimum - reqmred net capltal The_ aggregate :

' mdebtedness to net capital ratro was 2.01t0 1.0,

N
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_W. B. MCKEE SECURITIES, INC. .
*NOTES TO FINANCIAL STATEMENTS

Year Ended December 31, 2001 - -

lhcome taxes

Resu|ts of operatrons for the Company are mcluded in the. consolldated income tax return of |ts parent

McKee & Company Income taxes (benefit) have been aIIocated to the Company based upon its pro-rata \
share of consolidated taxable income (loss). - .

Income taxes are provided for the effect of transactiohs reported in the fi nanmat statements and consast
of deferred income taxes related-to differences between’ the financial’ reporting. and income tax basis of
property and equrpment and net operating loss carryforwards. A valuation allowance may be provided for

" . deferred tax assets if it.is more likely than not these items will either expire before the Company. is able to :
- realize their benefit, or that future deductibility is uncertain. The deferred iricome tax assets represent the

future tax return consequences of these dlfferences and the net operatlng Ioss carryforwards WhICh will be

-+ deductible against future taxable income.

*(4)

- fi nancral condmon are as follows: -

The Company has available at December 31, 2001 a federal and a state net operatlng toss
carryforward. - The federal carryforward is approxmately $112,000, and expires in 2021. The state

~ carryforward is approximately $585,000, and expires in 2006. Both net operating loss carryforwards may be
. applied against future taxable income. Realization. of the deferred tax asset of $63,600 related" to - the .
_utilization of the federal and state riet operating loss carryovers at December 31, 2001 is dependent upon the
_-Company generating sufficient future taxable income against which these loss carryforwards can be offset.

Although the Company expects to fully benefit from the recorded deferred tax asset, that expectatlon could
change if near- term estlmates of future taxable income during the carryforward perlod are reduced L

. Thei income tax beneft conS|sts of

"Currentbeneft SR o ‘ 4 e o o
‘Federal - - . . R R R

Totalcurrentbeneft R o -

Deferredbeneﬂt: - S L S S
Federal = B o L (2,900)

_ State -+ . e S e (1,700)
.Total deferred benef't . e L o *_(4,600)-
Total' income tax beneﬁt ~\ SR B L " Lo g\ ’ g4;600)

The components of deferred income tax assets (Itablhtles) lncluded in the accompanymg statement of ‘

e

. Federal net operatmg loss carryforwards B o ” T c ] $ 16‘,800"" ‘
State net operating loss carryforwards o o P L 46,800
Property and equipment . . - - 0 0 e -~ . (800)

Netdeferred income tax assets . ) .- o . §. 64400

’ Related party transactlons

Due from parent company of $668, 650 conS|sts of nonlnterest beanng advances between the Company

' and‘ its parent, McKee & Company.

" The Company loaned $63,500 to the former majonty stockhotder of the Companys parent pursuant to a

E promlssory note dated January 21, 1998, bearing interest at 7.75%, wnth a matunty of July 20 2002 Accrued
mterest of $1 9 401 is recervable at December 31, 2001 . . A )
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_ W. B. MCKEE SECURITIES, INC. -
NOTES TO FINANCIAL STATEMENTS

Year Ended December31 2001, -

Employee stock ownershlp plan

McKee & Company, the parent of the Company, sponsors an employee stock ownershrp plan (ESOP)

The ESOP covers. employees of the Company who are at least twenty-one years old and employed with the =

Company on the last day of each plan year. The Company may make annual contributions to the ESOP in.
the form of McKee. & Company stock or cash, which the trustee will use to buy common_ stock of McKee &

| - Company. The trustee can also borrow’ money from the Company or other lenders to buy McKee. &
. Company stock. Contributions to the ESOP are accounted for as compensatron expense. There were no
s ESOP contrrbutrons for the year ' : . ‘

‘LeaseS“

"~ The Company leases ofl' ice facrlrtres and certarn equipment under operatmg lease agreements Future
minimum lease payments under noncancelable operatlng leases W|th |n|t|al or remarnrng terms in EXCesS; of
one year at December 31 2001 are as follows : - ’

) .}Yvears Endrng
December 31, . EE T ; o U
2002 K L I ‘ L ST $ 90,077

2003 - T 0 26,465
2004 L4348
. 2005 L A T PR 3,432
2006 Lo e = 858
Totalfuturemmrmum Iease payments o T . $ 125178

No renewal optlons are provrded in the leases. ln the normal course of business, operatrng leases are

‘genérally renewed or replaced by other leases. Total rental expense under operatlng leases with a term in

- -excess of one month was $89 505 for the year

M

®

' Con‘ting‘encies -

The Company and others have been named as defendants in a complarnt filed in June 2001 allegrng

- breach of contract; negllgence breach of fiduciary duty, misrepresentation,: unsuitability, churning and a -
negligent failure to supervise. The Plaintiffs are seeking approximately $250,000 plus interest, attorney’s fees
~.and costs. The Company has denied the allegations. The Company- believes it has defenses. for the matter
and intends to contest this case wgorously Management and outside counsel for the Company are unable to

' express an oplnlon as. to the probable outcome or potentral range of loss ‘ 4

Concentratlons of credlt l'ISk

The Company has |ts customers transactlons cleared through a clearrng orgamzatron pursuant to . '
clearance agreements. Nonperformance by-its customers in fulfilling their contractual obligations pursuant to
securities transactions with-the clearing organlzatron may expose the Company 1o risk and- potential loss. The

. ..Company utilizes a cleanng organrzatron that is hlghly capitalized and is a member of major. securrtles'

exchanges.
.Cash deposits with banks. potentlally subject the Company to concentratrons of credit nsk The -
Company places its cash deposits with quality financial institutions and generally, by pollcy, limits the amount

- "of credit exposure in any one financial. institution to the amount of Federal Deposit Insurance Corporation .
(FDIC) coverage of $100, 000 At December 31 2001 the Company had no cash deposrts in excess of the'

FDIC coverage

¥

-8-




ADDITIONAL INFORMATION




W B MCKEE SECURITIES INC
ADDITIONAL INFORMATION .

December 31 2001

~ COMPUTATION OF NET CAPITAL UND_ER RULE 15c3-1 OF THE
' 'SECURITIES AND EXCHANGE COMMISSION .+

NET CAPITAL ..

Stoekhol‘der's‘eqhity; L . e $

Less nonallowable assets:

Due from parent company S 'j"_‘ T .. § 668650 ;

Other assets B S . 245514
Total nonallowable assets E ' S - :

~Net capital before ha|rcuts on securlty posmons IR S
Less Haircuts on securmes L : . -

Net capital :
Less: Mlnlmum net capltal requ;red

' EXCE.SS'NETCAPITAL e s

'RATIO OF AGGREGATE INDEBTEDNESS TO NET CAPITAL

e

See Independent Auditor's Report .
. R« o ‘

933,604

. 914,164
19,440

19,440 - -

. 5000
$ | 14440
. AGGREGATE INDEBTEDNESS.- LIABILITIES S s 30001

201 -




: _w‘B'Mc'KEE SECURITIES INC .

‘- ADDITIONAL INFORMATION L

December31 2001

RECONCILIATION OF NET CAPITAL PURSUANT TOV‘: -

RULE 17a- 5(d) (4)

‘ NET CAPITAL PER FORM X 17A 5 (UNAUDITED)

'POST CLOSING ADJUSTMENTS

None

NET C/-‘\PITAL«

" 'See IhdependentAud_itor‘s‘Rep_ort)j )
a0

$ - 19,440

$ 19440
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‘_To the Board of Directors of o
W. B. McKee Securities, Inc.

In- planning and performing our audit of the financial statements of W. B. McKee Securities, Inc. for
“the year ended December 31, 2001, we considered its internal control, including control activities for
* safeguarding securities, in order to determine our auditing procedures for the purpose of expressing
our opinion on the financial statements and not to provide assurance on internal control. e

. Also, as required by rule 17a-5(g)(1) of the Securities and Exchange ‘Commission (SEC), we have
made a study of practices and procedures followed by W. B. McKee Securities, Inc., including tests of

. compliance with such practices and procedures that we considered relevant to the objectives stated in
* Rule 17a-5(g) in making the periodic computations of aggregate indebtedness and net capital under -
~rule 17a-3(a)(11) ‘and for determining compliance with the exemptive provisions of Rule 15¢3-3."
Becauise the Company does not carry securities accounts for custorhers or perform custodial functions
relating to customer securities, we did not review the practices and procedures. followed by the

- Company in any of the following: ST - L : - ’

1. VMaki'hg quarterly securitiss examinations, counts, veriﬂcatiohé, énd comparisons.
. 2. Recordation of differences required by rule 17a2-13. - - =~ E

.3. Complying with the requirements for prompt payment for securities Qnder Sebtion 8 of -
~ Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System.

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 fulfiling this responsibility,. . -
estimates and judgements by management are required to assess the expected benefits and related
. costs of 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 objectives. Two of the objectives of internal control and the practices and procedures are to . -

. provide management with reasonable but not absolute assurance that assets for which the Company
“has responsibility are . safeguarded against- loss from unauthorized -use or disposition arid -that
. transactions are executed in accordance with management's authorization and recorded properly- to
permit - preparation of financial statements in accordance with U.S. generally - accepted acc'ounting,
principles. Rule 17a-5(g) lists additional objectives of the practices and procedures listed-in the
~ preceding paragraph. ' ' : ’ E o

~ Because of inhereht\limitation's in internal control or the practices and procedures referred to above,
. errors or fraud may occur and not be detected. Also, projection of any evaluation of them to future
" periods is subject to the risk that they may become'inadequate{because' of changes in’ conditions or . -

that the effectiveness of their design and operation may. deteriorate. ' o '

“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 matérial weakness is a condition in'which.the design or operation 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 materfal 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 controt activities for
safeguarding securitiés, that we consider to be material weaknesses as defined above.

Member of the SEC and-PCPS Sections-Division of Firms-American.Institute of Certified Public Accountants




: We understand that practlces and procedures that accomphsh the objectlves referred to in the second. ’
paragraph of thrs report are considered by the SEC tobe adequate for its purposes in accordance with
¢ the Securities Exchange Act.of 1934 and related. regulattons ‘and that. practices and procedures that do-
not -accomplish such objectives. in all ‘material respects indicate a- materlal madequacy for. such
.- purposes. . Based on this understanding and on our study, we believe that.the Companys practlces
L and procedures were adequate at December 31 2001 to meet the SEC s objectrves Cou

- 'Our report recognlzes that It is not practlcable ina company the srze of W B McKee Secuntles, lnc o
to' achieve all the division- of duties -and -cross-checks generally included in-a system of internal -
accountmg control and alternattvely greater rellance must be placed on surverllance by management

This report is lntended solely for the use of the- Board of Dlrectors management the SEC the: Natronat. j '
" Association of Securities Dealers, Inc ‘and other regulatory agencies which rely on Rule 17a-5(g) under;
the Securities Exchange Act of 1934 in their-regulation of registered brokers: and dealers and IS not
tntended to be and should not be used by anyone other than these specn" ied partres ' :

Janudry 24,2002 -
-Phoenix, Arizona -

- __.12:_‘..-.

Miller Wagner & Company, PLLC =




