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OATH OR AFFIRMATION .

1, George Connolly swear (or affirm) that, to the

best of my knowledge and belief the accompanying financial statement and supporting schedules pertammg to the firm of
. Securian Financial Serv1ce¢, Inc.

as of

_ZQ.QZ are ‘true and correct I further swear (or affirm) that neither the company

nor any partner, propnetor, pnncxpal officer or director has any proprietary interest in any account classified soley as that of
a customer, except as follows:

December 31

T 7

15 NOTARY PUBLIC ~ MINNESOTA
My Comm. Explres Jan. 31, 2005
BV VY §

va Pubic BLAINE D. WESTBERG g

This report** contains (check all applicable boxes):
-(a) Facing page.
(b) Statement of Financial Condition.
(c) Statement of Income (Loss).
. (d) Statement of Changes in Financial Condition.
(e) Statement of Changes in Stockholders’ Equity or Panners _or Sole Propnetor S Capxtal
(f) Statement of Changes in Liabilities Subordinated to Cla:ms of Creditors.
(g) 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 of Rule 15¢3-3.

&) A Reconcxhauon between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation.

(1) An Oath or Affirmation.
(m) A copy of the SIPC Supplemental Report

(0) Independent “Atiditors' Report on Internal Accounting Controls.

xOO8 0 OOD0ORORKEEE

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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4200 Wells Fargo Center
90 South Seventh Street
Minneapolis, MN 55402

INDEPENDENT AUDITORS' REPORT

The Board of Directors and Stockholder of
Securian Financial Services, Inc.:

We have audited the accompanying consolidated statement of financial condition of Securian
Financial Services, Inc. and subsidiaries (the Company) as of December 31, 2002 and the related
consolidated statements of operations, stockholder’s equity, and cash flows for the year then
ended that are being filed pursuant to Rule 17a-5 under the Securities Exchange Act of 1934.
These consolidated 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. 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 consolidated financial statements referred to above present fairly, in all
material respects, the financial position of Securian Financial Services, Inc. and subsidiaries as of
December 31, 2002 and the results of their operations and cash flows for the year then ended in
conformity with accounting principles generally accepted in the United States of America.

Our audit was made for the purpose of forming an opinion on the basic financial statements taken
as a whole. The information contained in Schedule 1 is presented for purposes 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. Such
information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, is fairly stated in all material respects in relation to the
basic financial statements taken as a whole.

KOMG L

February 17, 2003

. . . l KPMG LLP KPMG LLP a US. limited liability partnership, is
a member of KPMG International, a Swiss association,




SECURIAN FINANCIAL SERVICES, INC.

AND SUBSIDIARIES
Consolidated Statement of Financial Condition
December 31, 2002
Assets
Cash 3

Investment in Advantus Money Market Fund, Inc., at market
value, which equals cost
Total cash and cash equivalents

Investment in partnership
Commissions receivable
Due from affiliates
Accounts receivable
Federal income tax receivable
Current
Deferred
Commission advances
Insurance recoverable
Securities inventory
Software and equipment,
net of accumulated amortization and depreciation of $1,222,364
Prepaid expenses '
Deposit with clearing organization

Liabilities and Stockholder's Equity

Liabilities:

Commissions payable $
Bonus payable

Contingent loss reserve

Accrued expenses

Securities inventory payable

Clearing payable

Due to Minnesota Life, net

Due to affiliates

Stockholder's equity:
Paid-in capital; authorized 25,000 shares of common
stock, no par value; issued and outstanding 100 shares

Accumulated deficit

Total stockholder's equity

&3

See accompanying notes to consolidated financial statements.

3,161,017

5,609,741

8,770,758

4,787,037
1,889,596
14,775
481,636

362,821
640,342
1,699,972
1,300,000
9

947,672
489,010

100,000

21,483,628

260,184
1,139,570
1,400,000
1,600,142

9

364,114

791,171

105,262

5,660,452

38,865,635

(23,042,459)
15,823,176

21,483,628



SECURIAN FINANCIAL SERVICES, INC.
AND SUBSIDIARIES
Consolidated Statement of Operations
For the year ended December 31, 2002

Revenues

Commissions and distribution and service fee income:

Associated mutual funds $ 9,547,818

Registered investment adviser 5,626,542

Other products 16,884,738
Fee income received from Minnesota Life 3,539,256
Other income 1,299,294

36,897,648

Expenses
Commissions and distribution and service fee expense:

Associated mutual funds 8,335,319

Registered investment adviser 5,163,866

Other products . 12,744 372
Fees and expenses charged by Minnesota Lift 7,715,355
Salaries 6,706,336
Registration fees 453,524
Affiliated broker/dealer expenses 555,773
General and administrative expenses 5,070,885

46,745,430

Loss before income taxes (9,847,782)
Income tax benefit (3,430,054)
Net loss $ (6,417,728)

See accompanying notes to consolidated financial statements.



SECURIAN FINANCIAL SERVICES, INC.
AND SUBSIDIARIES
Consolidated Statement of Stockholder's Equity
For the year ended December 31, 2002

Paid-in Accumulated
capital deficit Total
Balances at December 31,2001 § 29,765,635 (16,624,731) 13,140,904
Capital contributions 9,100,000 - 9,100,000
- (6,417,728) (6,417,728)
Balances at December 31,2002 § 38,865,635 (23,042,459) 15,823,176

See accompanying notes to consolidated financial statements.



SECURIAN FINANCIAL SERVICES, INC.
AND SUBSIDIARIES
Consolidated Statement of Cash Flows
For the year ended December 31, 2002

Cash flows used in operating activities

Net loss
Adjustments to reconcile net loss to net cash
used in operating activities:

Amortization and depreciation

Software capitalized

Change in operating assets and liabilities:
Decrease in commissions receivable
Increase in due from affiliates
Increase in accounts receivable
Decrease in commission advances
Increase in prepaid expenses
Increase in insurance recoverable
Decrease in commissions payable
Decrease in bonus payable
Increase in contingent loss reserve
Increase in due to Minnesota Life, net
Increase in due to affiliates
Increase in accrued expenses
Increase in clearing payable
Change in current and deferred income tax asset

Net cash used in operating activities

Cash flows from investing activities

Purchase of securities inventory
Sale of securities inventory
Investment in partnership
Purchase of intangible asset
Net cash used in investing activities
Cash flows from financing activities
Capital contributions
Cash provided by financing activities
Increase in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

See accompanying notes to consolidated financial statements.

$ (6,417,728)

2,014,923
(336,675)

202,010
(35)
(57,169)
302,369
(20,724)
(1,300,000)
(1,743,428)
(143,052)
1,400,000
619,660
83,726
885,474
231,930
(1,284,623)

(5,562,892)

31,845
(31,845)
(257,037)
(413,500)

(670,537)

9,100,000
9,100,000
2,866,571
5,904,187

5__8.770758



SECURIAN FINANCIAL SERVICES, INC.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements

December 31, 2002

(1) Basis of Statement Presentation and Nature of Business

The accompanying consolidated financial statements include the accounts of Securian Financial
Services, Inc. (the Company) (a wholly-owned subsidiary of Securian Financial Group, Inc.) and its
majority-owned subsidiaries, Worthmark Financial Services, LLC (Worthmark) and MIMLIC
Insurance Agency of Ohio (MIMLIC Agency of Ohio) and its wholly-owned subsidiary MIMLIC
Insurance Agency of Massachusetts (MIMLIC Agency of Massachusetts). Securian Financial Group,
Inc. is a wholly-owned subsidiary of Securian Holding Company, Inc. All significant intercompany
balances and transactions have been eliminated in the consolidation.

The Company is a registered broker/dealer in securities under the Securities Exchange Act of 1934.
The Company is also a registered investment adviser under the Investment Advisers Act of 1940.
The Company is the underwriter of shares of the Advantus Funds, the distributor of Minnesota Life’s
variable annuity contracts and variable life insurance policies, and also sells mutual funds, annuity
contracts and insurance policies sponsored by third parties.

Worthmark was formed for the purpose of forming alliances with CPA firms for sales of mutual fund
shares and certain annuity and life products of Minnesota Life, a subsidiary of Securian Financial

Group. Worthmark is a registered broker/dealer in securities under the Securities and Exchange Act
of 1934.

The Company’s results of operations may not be indicative of the results that might be obtained had it
operated independently.

(2) Summary of Significant Accounting Policies

Commission Income and Expense and Distribution and Service Fee Income

Commission income on certain mutual fund sales is eamned and recognized on the date of the sale.
Related commission expense due to agents on such sales is also recognized on the date of the sale.

The Company also sells certain mutual fund shares for which the Company receives income
(distribution fee) over a specified period and/or a contingent deferred sales charge when the shares
are redeemed. Sales commissions on such mutual fund shares are paid to agents at the time of the
sale and are deferred and amortized as the related income is earned. The Company records
contingent deferred sales charges received as a reduction of commission advances.

The Company receives distribution and service fee income from the Advantus Funds to be used to
pay certain expenses incurred in the distribution, promotion and servicing of the mutual funds.

Statement of Cash Flows

For purposes of reporting cash flows, cash and cash equivalents include cash and investments in
Advantus Money Market Fund, Inc.
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SECURIAN FINANCIAL SERVICES, INC.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements, Continued

(2) Summary of Significant Accounting Policies — Continued

Amortization of Software

Computer software costs incurred for internal use are capitalized and amortized over a three or five-
year period. Computer software costs include application software, purchased software packages and
significant upgrades to software. At December 31, 2002, the Company had unamortized cost of
$943,813. The Company’s amortized software expense was $486,113 for the year ended December
31, 2002.

Investment in Partnership

The Company owns a 45% investment in a general agency. This investment is being accounted for
using the equity method of accounting. Under the equity method the Company records its
proportionate share of earnings or losses of the agency. For the year ended December 31, 2002, the -
Company recorded net earnings of $186,151.

Intangible Asset

During 2001 and 2002, the Company acquired client lists, certain non-compete agreements and
expected future relationship benefits from certain third party general agencies. In accordance with
the implementation of FASB Statement No. 142 (FAS 142), “Goodwill and Other Intangible Assets,”
the Company recorded intangible assets, which attributed the full purchase price to the acquisitions of
the client lists. These intangible assets were being amortized over the expected lives of the purchased
client lists of approximately 10 years. The full purchase price was attributed to the client lists as
there was no readily available fair market value for either the non-compete provisions or the expected
future relationship benefits.

Further, during 2002, the Company completed the impairment testing of these intangible assets as
required by FAS 142. This testing indicated that the expected cash flows from the acquired client
lists are insufficient to support the continued amortization of these intangible assets. Therefore, as of
December 31, 2002, the Company retroactively expensed the remaining unamortized balance of these
intangible assets of $1,527,952.

Securities Inventory

In the normal course of business the Company periodically holds positions in its brokerage account.
These positions represent various incomplete transactions at the brokerage. Ownership of these
positions ultimately resides with, and is transferred to, customer accounts. The Company does not
hold these positions for sale.
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SECURIAN FINANCIAL SERVICES, INC.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements, Continued

Summary of Significant Accounting Policies — Continued

Use of Estimates

The preparation of the consolidated financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make certain estimates
and assumptions that affect the reported amounts of assets and liabilities, including disclosure of
contingent assets and liabilities, as of the statement of financial condition date and the reported
amounts of revenue and expenses during the reporting period. Actual results could differ from those
estimates.

Related Party Transactions

The Company is the distributor of shares of Advantus Funds and receives commissions on sales of
mutual fund shares. The Company also receives distribution and service fees from Advantus Funds.

The Company is also the distributor of Minnesota Life's variable annuity and variable life products.
The Company received compliance fees of $3,539,256 from Minnesota Life for performing
compliance functions for these variable products.

The Company reimbursed Minnesota Life in the amount of $7,715,355 for expenses including
allocations for occupancy costs, data processing, compensation, advertising and promotion and other
administrative expenses, which Minnesota Life incurs on behalf of the Company. At December 31,
2002, $791,171 was payable to Minnesota Life for such expenses.

Distribution and service fee income of $8,771,535 was recognized during the year ended December
31, 2002 ($10,360 is receivable at December 31, 2002) under agreements with certain investment
companies managed by Advantus Capital Management, Inc. Such fees are used to pay certain
expenses incurred in the distribution of shares of associated mutual funds which have adopted Plans
of Distribution pursuant to Rule 12b-1 under the Investment Company Act of 1940 (as amended). In
addition, commissions of $776,281 were recognized during the year ended December 31, 2002 from
sales of associated mutual funds.

The Company has an agreement with an affiliated registered broker/dealer in securities. Under this
agreement, the Company assists the affiliated broker/dealer in compliance, training and marketing
and provides services such as accounting and auditing. For the year ended December 31, 2002,
$158,577 is included in other income related to the income sharing agreement with the affiliated
broker/dealer. The Company also incurs certain expenses on behalf of the affiliated broker/dealer
and is reimbursed for a portion of these expenses. For the year ended December 31, 2002, the
Company paid expenses totaling $876,381 and was reimbursed $320,608.
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SECURIAN FINANCIAL SERVICES, INC.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements, Continued

(4) Income Taxes

The Company’s federal income tax return is a consolidated life/non-life return filed under Minnesota
Mutual Companies, Inc., the ultimate parent of Securian Financial Group. The method of allocation
between companies is subject to written agreement, approved by an officer of the corporation.
Allocation is based upon separate return calculations with a credit for any currently used net losses
and tax credits. Intercompany tax balances are settled annually when the tax return is filed with the
Internal Revenue Service.

Current income taxes are charged or credited to operations based upon amounts estimated to be
payable or receivable as a result of taxable operations for the current year. Deferred income tax
assets and liabilities are recognized for the future tax consequences attributable to the differences
between financial statement carrying amounts and income tax bases of assets and liabilities.

The income tax benefit for the year ended December 31, 2002 consists of the following:

Current Deferred Total
Federal $ (2,615,224) $ (827,414) §  (3,442,638)
State - 12,584 - 12,584
$ (2,602,640) $ (827.414) $  (3,430,054)

The difference between the income tax benefit and income taxes computed using the U.S. federal
income tax rate of 35% is as follows:

Amount computed using the statutory rate $ (3,451,128)
State taxes 12,584
Other 8,490

$  (3,430,054)

The tax effects of temporary differences that gave rise to deferred tax liabilities are as follows:

Commission advances $ (422,732)
Prepaid expenses ‘ (151,433)
Capitalized software 152,971
Utilization of net operating loss carryforward 1,096,000
Other (34,464)
$ 640,342

A valuation allowance for deferred tax assets was not considered necessary as of December 31, 2002
because the Company believes that it is more likely than not that the deferred tax assets will be
realized through future reversals of existing taxable temporary differences and future taxable income
on the consolidated return.

Income taxes received for the year ended December 31, 2002 was $2,158,015.
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SECURIAN FINANCIAL SERVICES, INC.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements, Continued

(5) Net Capital Requirements

©)

Q)

Pursuant to the net capital provisions of Rule 15¢3-1 of the Securities and Exchange Commission, the
Company is required to maintain minimum net capital as defined under such provisions. Net capital
and the related net capital ratio may fluctuate on a daily basis. At December 31, 2002, the Company
had net capital and net capital requirements of $3,607,224 and $377,363, respectively. The

Company's net capital ratio (ratio of aggregate indebtedness to net capital) was 1.57 to 1 at December
31, 2002. .

Rule 15¢3-3

The Company is exempt from Rule 15c¢3-3 of the Securities and Exchange Commission under
subsection (k). Under this exemption, the "Computation for Determination of Reserve Requirements"
and "Information Relating to the Possession or Control Requirements" are not required.

Contingencies

The Company currently is a defendant in various litigation generally incidental to its business.
Although it 1s difficult to predict the ultimate outcome of these cases, management believes, based on
discussions with counsel, that any ultimate liability, except as otherwise disclosed, will not materially
affect the consolidated financial position or results of operations of the Company.

The Company expects to pay an amount yet to be determined to certain clients representing
settlement of losses incurred in a case of alleged agent misconduct. These losses are expected to be
fully recoverable under the terms of the Company’s insurance policies, or its affiliate’s policies, with
the exception of applicable deductibles. At December 31, 2002 the Company has recorded an
estimated loss, within a range of possible loss, and a recoverable under the Company’s-insurance
policies, resulting in a net loss of $100,000.

The Company has purchased investment advisor businesses from certain general agencies. Included
in the purchase agreements are earn out provisions that entitle the agent to additional revenue if
certain criteria are met. The Company could pay up to $1,100,000 under these agreements. As of
December 31, 2002 the Company has paid $60,000.



Schedule 1
SECURIAN FINANCIAL SERVICES, INC.
Computation of Net Capital Under Rule 15¢3-1
of the Securities Exchange Commission
as of December 31, 2002
Stockholder's equity $ 15,823,176
Deductions - nonallowable assets:
Due from affiliates 14,775
Accounts receivable 481,636
Commissions receivable 252
Current Federal income tax receivable 362,821
Deferred Federal income tax receivable 1,601,391
Insurance recoverable 1,300,000
Software and equipment 947,672
Investment in partnership 4,787,037
Commission advances 1,699,972
Prepaid expenses ‘ 489,010
11,684,566
Net capital before haircuts on securities 4,138,610
Haircuts on securities 170,591
Additions to net capital:
Deferred tax liability 961,049
Deductions to net capital:
Fidelity bond deduction . 40,071
Subsidiary consolidation deduction 1,281,773
Net capital $ 3,607,224
Total aggregate indebtedness $ 5,660,452
Net capital $ 3,607,224
Minimum capital required to be maintained (the greater
of $50,000 or 6-2/3% of aggregate indebtedness of
$5,660,452) 377,363
Net capital in excess of requirements $ 3,229,861
Ratio of aggregate indebtedness to net capital 1.57t0 1

There were no material differences in the computation of net capital or aggregate indebtedness between the
amounts included in Part ITA of Form X-17A-5 (as amended on February 17, 2003) and the above computation

See accompanying independent auditors' report.
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4200 Wells Fargo Center
90 South Seventh Street
Minneapolis, MN 55402

INDEPENDENT AUDITORS' REPORT ON INTERNAL
ACCOUNTING CONTROL REQUIRED BY SEC RULE 17a-5

The Board of Directors
Securian Financial Services, Inc.:

In planning and performing our audit of the consolidated financial statements and supplemental
schedule of Securian Financial Services, Inc. and subsidiaries (the Company) for the year ended
December 31, 2002, 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 consolidated 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 (the SEC), we
have made a study of the practices and procedures followed by the Company, 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. Because the Company does not carry security accounts for customers 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: 1. making quarterly securities
examinations, counts, verifications, and comparisons; 2. recordation of differences required by
Rule 17a-13; 3. complying with the requirements for prompt payment for securities under
Section 8 of 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 fulfilling this
responsibility, estimates and judgments 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 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.

Because of inherent limitations in internal control or the practices and procedures referred to
above, error or fraud may occur and not be detected. Also, projection of any evaluation of
internal control or the practices and procedures 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.

. l . l KPMG LLP KPMG LLP 5 U.S. limited liability partnership, is
a member of KPMG International, a Swiss association.
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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 the specific internal control components does not reduce to a relatively low level the
risk that 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 internal
control, 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 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 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 at December 31, 2002 to meet the SEC's
objectives.

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

KhmG Lip

February 17, 2003



