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AFFIRMATION

L, Rick C. Farrell, affirm that, to the best of my knowledge and belief, the accompanving financial statements
and supplemental schedules pertaining to UMB Scout Brokerage Services, Inc. (the “Company”) for the vear
ended December 31, 2001, are true and correct. I further affirm that neither the Company nor anv officer or
director has any proprietary interest in any account classified solely as that of a customer.
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Notary Public

My Commission Expires:

August 12, 2002
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INDEPENDENT AUDITORS’ REPORT

The Stockholder and Board of Directors of
UMB Scout Brokerage Services, Inc.
Kansas City, Missouri

We have audited the accompanying statement of financial condition of UMB Scout Brokerage
Services, Inc. (the “Company”) (a wholly owned subsidiary of UMB Bank, n.a.) as of 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 responsibility is
to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America. 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. Our
procedures included a review of the Company’s control activities for safeguarding securities. 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, such financial statements present fairly, in all material respects, the financial position
of the Company as of December 31, 2001, 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. '

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken
as a whole. Supplemental schedule (g) listed in the accompanying Table of Contents is presented for
the purpose of additional analysis and is not a required part of the basic financial statements, but is
supplementary information required by Rule 17a-5 under the Securities Exchange Act of 1934. This
schedule is the responsibility of the Company’s management. This schedule has been subjected to the
auditing procedures applied in our audit of the basic financial statements and, in our opinion, is fairly
stated in all material respects when considered in relation to the basic financial statements taken as a
whole.

February 22, 2002

Deloitte
Touche
Tohmatsu




UMB SCOUT BROKERAGE SERVICES, INC.
(A Wholly Owned Subsidiary of UMB Bank, n.a.)

STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2001

ASSETS
CASH ON DEPOSIT WITH AFFILIATE BANK
MARKETABLE SECURITIES, At fair value
RECEIVABLE FROM CLEARING BROKER
PROPERTY AND EQUIPMENT, Net of accumulated depreciation of $415,581
PREPAID EXPENSES AND OTHER ASSETS
INCOME TAXES RECEIVABLE FROM UMB FINANCIAL CORPORATION
TOTAL
LIABILITIES AND STOCKHOLDER’S EQUITY
PAYABLE TO AFFILIATE AND CORRESPONDENT BANKS
ACCRUED EXPENSES AND OTHER LIABILITIES
DEFERRED INCOME TAXES
Total liabilities
STOCKHOLDER’S EQUITY:
Common stock, $100 par value; 1,000 shares authorized, issued and outstanding
Additional paid-in capital
Retained eamings

Total stockholder’s equity

TOTAL

See notes to financial statements.

§ 553,174
71,759,195
150,079
132,586
104,675
52,907

§ 2,752,616

$ 140,403
439,124
16,818
596,345
100,000

1,050,000
1,006,271

2,156,271

$ 2,752,616




UMB SCOUT BROKERAGE SERVICES, INC.
(A Wholly Owned Subsidiary of UMB Bank, n.a.)

STATEMENT OF OPERATIONS

YEAR ENDED DECEMBER 31, 2001

REVENUES:
Commissions
Fees and other revenues
Investment income

Total revenues

EXPENSES:
Employee compensation and benefits
Commissions
Other operating expenses
Data processing
Communications
Occupancy and equipment rental

Total expenses
LOSS BEFORE INCOME TAXES
PROVISION FOR INCOME TAXES:
Current benefit
Deferred expense

Total income tax benefit

NET LOSS

See notes to financial statements.

$ 2,435,636

5,094,129

98,689

7,628,454

4,333,714
2,089,337
974,309
448,962
89,737

23,395

$

7,959,454

(331,000)

(129,217)

24,558
(104,659)

(226,341)



UMB SCOUT BROKERAGE SERVICES, INC.
(A Wholly Owned Subsidiary of UMB Bank, n.a.)

STATEMENT OF CHANGES IN STOCKHOLDER’S EQUITY
YEAR ENDED DECEMBER 31, 2001

Additional
Common Paid-In Retained
Stock Capital Earnings Total
BALANCE, JANUARY 1, 2001 $ 100,000 $ 1,050,000 $ 1,232,612 $ 2,382,612
Net loss (226,341) (226,341)
BALANCE, DECEMBER 31, 2001 $ 100,000 $ 1,050,000 $ 1,006,271 $ 2,156,271

See notes to financial statements.
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UMB SCOUT BROKERAGE SERVICES, INC.
(A Wholly Owned Subsidiary of UMB Bank, n.a.)

STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2001

CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss

Adjustments to reconcile net loss to cash provided by operating activities:

Depreciation
Change in net unrealized gains on marketable securities
Provision for deferred income taxes
Changes in:
Receivable from clearing broker
Federal funds sold to affiliate banks
Income taxes payable to UMB Financial Corporation
Prepaid expenses and other assets
Payable to affiliate and correspondent banks
Accrued expenses and other liabilities

Net cash provided by operating activities
CASH FLOWS FROM INVESTING ACTIVITIES:

Proceeds from maturities of marketable securities
Purchases of marketable securities

Purchases of property and equipment
Net cash provided by investing activities
NET INCREASE IN CASH ON DEPOSIT WITH AFFILIATE BANK
CASH ON DEPOSIT WITH AFFILIATE BANK, beginning of year

CASH ON DEPOSIT WITH AFFILIATE BANK, end of year

See notes to financial statements.

$ (226,341)

86,174
(7.189)
24,558

18,825
318,000

(322,920)

(36,122)
20,041
187,759

62,785
6,831,000

(6,303,956)

(37,507)
489,537
552,322

852

$ 553,174



UMB SCOUT BROKERAGE SERVICES, INC.
(A Wholly Owned Subsidiary of UMB Bank, n.a.)

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2001

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Company Description and Operations - UMB Scout Brokerage Services, Inc. (the “Company”) is a
registered securities broker and dealer and investment adviser. The Company is a member of the
National Association of Securities Dealers, Inc. and the Securities Investor Protection Corporation. The
Company is a wholly owned subsidiary of UMB Bank, n.a. (“UMB Bank”), which is a wholly owned
subsidiary of UMB Financial Corporation (“UMBFC”).

The Company is organized primarily to provide transaction services in a variety of investment
securities for the general public. The Company offers brokerage and custodial services to its customers
(including affiliate and correspondent banks) through the facilities of National Financial Services
Corporation (“NFSC”), another registered securities broker and dealer, and a wholly owned subsidiary
of Fidelity Brokerage Services, Inc. The Company’s business is reliant upon its relationship with
UMBFC and related affiliate and correspondent banks.

The Company introduces all customer activity to NFSC, who clears all of the Company’s securities
transactions with and for customers on a fully disclosed basis. The Company promptly forwards all
funds and securities to NFSC and does not otherwise hold funds or securities for, or owe money or
securities to customers. Accordingly, the Company i1s exempt from Rule 15¢3-3 of the Securities
Exchange Act of 1934,

Cash on Deposit with Affiliate Bank - Cash on deposit with affiliate bank includes cash in transit
deposited by the Company’s customers that is designated for payment to a third party. The Company
records an off-setting account payable and generally makes payment on behalf of the customer the next
business day.

Marketable Securities - Marketable securities, which consist primarily of United States government
and agency obligations, are carried at fair value based on quoted market prices for those or similar
securities, with unrealized gains or losses included in investment income.

Property and Equipment - Property and equipment are recorded at cost less accumulated depreciation
and are depreciated using the straight-line method over their estimated useful lives, ranging from three
to seven years.

Commissions - Commissions revenue is recorded on a settlement date basis, which is not materially
different than trade date.

Fees and Other Revenues - Fees and other revenues are recognized when earned.
Income Taxes - The Company utilizes the liability method of accounting for income taxes, where

deferred taxes are determined based on the differences between the financial statement and the tax
bases of assets and liabilities using enacted tax rates. Deferred tax assets are reduced by a valuation




allowance, when in the opinion of management, it is more likely than not that some portion or all of the
deferred tax assets will not be realized. No valuation allowance has been recorded as of December 31,

2001.

The Company files consolidated Federal and state income tax returns with UMBFC and its subsidiaries.
Income taxes are computed utilizing the incremental consolidated tax rates. The Company’s current
income taxes are payable to UMBFC in accordance with a tax sharing agreement.

Use of Estimates - The preparation of the financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and
assumptions that affect the 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.

New Accounting Standards - In June 1998, the Financial Accounting Standards Board issued Statement
of Financial Accounting Standards (“SFAS”) No. 133, “Accounting for Derivative Instruments and
Hedging Activities ”, which 1s effective for all fiscal years beginning after June 15, 2000. SFAS No.

133, as amended by SFAS Nos. 137 and 138, establishes accounting and reporting standards for
derivative instruments, including certain derivative instruments embedded in other contracts and for
hedging activities. Under SFAS No. 133, certain contracts that were not formerly considered derivatives
may now meet the definition of a derivative. The Company adopted SFAS No. 133, as amended,

effective
January 1, 2001, and there was not a significant impact on the financial position or results of operations

of the Company.
MARKETABLE SECURITIES

Marketable securities consisted of the following as of December 31, 2001:

Market
Cost Value
US Treasury Bills, par value $500,000 interest at 2.348%,
maturing March 28, 2002 $ 497,265 $ 497,656
FNMA Discount Note, par value $500,000 interest at 3.580%,
maturing January 23, 2002 498,940 499,200
FNMA Discount Note, par value $515,000 interest at 3.407%,
maturing February 8, 2002 513,200 513,764
FHLMC Discount Note, par value $250,000 interest at 3.611%,
maturing April 19, 2002 247,382 248,575

$ 1,756,787 $ 1,759,195

RELATED PARTY TRANSACTIONS

UMB provides various support services for the Company including data processing, communications,
executive management and office occupancy. During the year ended December 31, 2001, the Company
was charged approximately $145,000 for such services. These amounts are based on UMB Bank’s costs
to provide the services, and do not necessarily represent the cost of the services had they been obtained
from a third party.




The Company participates in the qualified 401(k) profit sharing plan administered by UMBFC that
permits participants to make contributions by salary reduction. The Company made matching or
discretionary contributions to this plan approximating $198,500 for the year ended December 31, 2001.

In addition, interest income on federal funds sold to UMB Bank approximated $17,500 in 2001.

NET CAPITAL REQUIREMENT

The Company is required to maintain minimum net capital as defined by Rule 15¢3-1 under the
Securities Exchange Act of 1934, Rule 15¢3-1 requires minimum net capital to be the greater of
$250,000 or 6 2/3 percent of aggregate indebtedness. As of December 31, 2001, the Company had net
capital, as defined, of $1,861,734, which was $1,611,734 in excess of it’s minimum net capital
requirement of $250,000. Also, the ratio of aggregate indebtedness to net capital for the Company may
not exceed 15:1. The Company’s ratio of aggregate indebtedness to net capital was .31 to 1 as of
December 31, 2001.

INCOME TAXES

The provision for income taxes differs from the amounts computed by applying the Federal tax rate of
35% to income before income taxes. The reasons for these differences are as follows:

Computed “expected” tax expense § (115,850)
Other 11,191

$ (104,659)

Deferred income tax liabilities reflect the net tax effects of temporary differences between the carrying
amount of property and equipment for financial reporting purposes and the amounts used for income
tax purposes.

BUSINESS RISK

The Company’s customer accounts are carried by NFSC. All execution and clearing services are also
performed by NFSC. The agreement between the Company and NFSC stipulates that all losses resulting
from the Company’s customers’ inability to fulfill their contractual obligations are the responsibility of
the Company. The settlement of open transactions as of December 31, 2001, is not expected to have a
material adverse effect on the Company’s financial statements.

As a securities broker and dealer, the Company is engaged in various securities trading activities. The
Company’s exposure to credit risk associated with the non-performance of these customers in fulfilling
their contractual obligations pursuant to securities transactions can be directly impacted by volatile
trading markets, which may impair the customers’ ability to satisfy their obligations to the Company.

* k k % k %




COMPUTATION OF NET CAPITAL FOR BROKERS AND DEALERS PURSUANT TO

RULE 15C3-1 UNDER THE SECURITIES EXCHANGE ACT OF 1934
DECEMBER 31, 2001

TOTAL STOCKHOLDER’S EQUITY

DEDUCTIONS AND CHARGES:
Property and equipment
Prepaid expenses and other assets
Other nonallowable assets

HAIRCUT/INVESTMENT
NET CAPITAL
AGGREGATE INDEBTEDNESS:

Payable to affiliate and correspondent banks
Accrued expenses and other liabilities

COMPUTATION OF NET CAPITAL REQUIREMENT -
Minimum net capital required (the greater of the minimum dollar net capital
requirement of $250,000 or 6 2/3% of aggregate indebtedness)

EXCESS NET CAPITAL

RATIO OF AGGREGATE INDEBTEDNESS TO NET CAPITAL

Reconciliation with the Company's computation (included in Part IIA of its
unaudited Form X-17A-5 as of December 31, 2001):

Net capital as reported in the Company's Part II (unaudited)
Nonallowable assets reported as allowable

Net capital per above

$ 2,156,271
132,586
157,581

318
290,485
1,125

51,864,661

$ 140,403
439,124

s s79.527

5250000

$ 1,614,661
3ltol

$ 1,864,661

$ 1,864,661
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SUPPLEMENTAL REPORT ON INTERNAL CONTROL

The Stockholder and Board of Directors of
UMB Scout Brokerage Services, Inc.
Kansas City, Missouri

In planning and performing our audit of the financial statements of UMB Scout Brokerage Services,
Inc. (the “Company”) (a wholly owned subsidiary of UMB Bank, n.a.), for the year ended
December 31, 2001 (on which we issued our report dated February 22, 2002), we considered its
internal control, including control activities for safeguarding securities, in order to determine our
auditing procedures for the purpose of expressing an opinion on the financial statements and not to
provide assurance on the Company’s internal control.

Also, as required by Rule 17a-5(g)(1) under the Securities Exchange Act of 1934, we have made a
study of the practices and procedures (including tests of compliance with such practices and
procedures) followed by the Company 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. We did not
review the practices and procedures followed by the Company in making the quarterly securities
examinations, counts, verifications and comparisons, and the recordation of differences required by
Rule 17a-13 or in complying with the requirements for prompt payment for securities under Section §
of Regulation T of the Board of Governors of the Federal Reserve System, because the Company does
not carry securities accounts for customers or perform custodial functions relating to customer
securities.

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 control and of the practices and procedures, and to assess whether those practices and
procedures can be expected to achieve the Securities and Exchange Commission’s (the
“Commission”) 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
acquisition, 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 conformity
with accounting principles generally accepted in the United States of America. Rule 17a-5(g) lists
additional objectives of the practices and procedures listed in the preceding paragraph.

Deloitte -10 -
Touche
Tohmatsu




Because of inherent limitations in any internal control or the practices and procedures referred to above,
misstatements due to error or fraud may occur and not be detected. Also, projections of any evaluation of
internal control or of such practices and procedures to future periods are subject to the risk that they may
become inadequate because of changes in conditions or that the degree of compliance with the practices or
procedures may deteriorate.

Our consideration of the Company’s internal control would not necessarily disclose all matters in the
Company’s 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 internal control components does not reduce to a relatively low level the risk that
misstatements caused by error 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 the Company’s
internal control and its operation (including control activities for safeguarding securities) that we consider to
be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the Commission 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
accomplish such objectives 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 as of December 31, 2001, to meet the Commission’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the
Securities and Exchange Commission 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.

O&&t(w&u&

February 22, 2002
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