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OATH OR AFFIRMATION

I, _Bruce E. Bower. , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

SMC Financial, Inc. , as
of January 31 ,20_08__, are wue and correct. [ further swear (or atfirm) 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:

ungr e te-e vyt ety / j\‘ ﬂ )
CYNTHA L. GLENN \ WQ /</
Notdry Public = N ~ TRPEA
& State of Kansa, ignature
4 My Appointment Expires/s 2/30/222, >/ 74
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Title
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Notary Public

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

{(a) Facing Page.

(b) Statement of Financial Condition.

(¢) Statement of Income (Loss).

(d) Statement of Changes in Financiai Condition.

(e) Statement of Changes in Stockholders’ Equity or Parmers' or Soie Proprietors’ Capital.

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

(g) Computation of Net Capiral.

(h) Computation for Determination of Reserve Requirements Pursuant to Rule [Sc3-3.

(1) [nrformation Relating to the Possession or Control Reguirements Under Rule 15¢3-3.

{(j) A Reconciliation, including appropriate expianation of the Computation of Net Capital Under Rule {5¢3-3 and the
Computation for, Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

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

(1) An Oath or 'Affirmation.

(m) A copy of the SIPC Supplemental Report.

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

OO O O0000000Oked

*

(0) Independent Auditor's Report on Internal Control ure.
*For conditions g“ g‘oryﬁ;{gmz’al treatment of certain gorn'ons ofthisfnzlltx;ng, see seczianr34(f i7a-5 e}(g’-)uCt Te
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HENDERSON WARREN & ECKINGER PC, DA

CERTIFIED PUBLIC ACCOUNTANTS & CONSULTANTS

INDEPENDENT AUDITOR’S REPORT

Board of Directors
SMC Financial, Inc.
Leawood, Kansas

We have audited the accompanying statements of financial condition of SMC Financial, Inc. as
of January 31, 2005 and 2004 that you are filing pursuant to rule 17a-5 under the Securities Act
of 1934. These statements are the responsibility of the Company’'s management. Our
responsibility is to express an opinion on these statements based on our audits.

We conducted our audits 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 audits provide a reasonable basis
for our opinion. ‘

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of SMC Financial, inc. as of January 31, 2005 and 2004, in conformity with
accounting principles generally accepted in the United States.

As discussed in Note 3 to the statements of financial condition, the Company’s net capital was
less than minimum required net capital at January 31, 2005.

/wm&mb%@; 28

February 21, 2005
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SMC FINANCIAL, INC.
STATEMENTS OF FINANCIAL CONDITION
JANUARY 31, 2005 AND 2004

ASSETS
2005 2004
CURRENT ASSETS
Cash 3 8608 % 11,408
$§ 8608 $ 11408
LIABILITIES AND STOCKHOLDER’S EQUITY
CURRENT LIABILITIES
Accrued income taxes 3 10,430 $ -

STOCKHOLDER’S EQUITY
Common stock, $.10 par value, 10,000 shares

authorized, 1,000 shares issued and outstanding 100 100
Additional paid-in capital 11,900 11,900
Retained earnings (deficit) (13.822) _(5892)

(1,822) 1.408

$§ 8608 3 11408

See accompanying notes to the financial statements.



SMC FINANCIAL, INC.
NOTES TO STATEMENTS OF FINANCIAL CONDITION
JANUARY 31, 2005 AND 2004

NOTE 1 - NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations

SMC Financial, Inc. (the Company) is a Kansas corporation formed for the purpose of
conducting business as a broker/dealer in securities. The Company primarily serves
individual customers in Kansas and Missouri.

The Company operates under the provision of Paragraph (k)(1) of Rule 15¢3-3 of the
Securities and Exchange Commission and, accordingly, is exempt from the remaining
provisions of that Rule. Essentially, the requirements of Paragraph (k)(1) provide that the
Company’s business is limited to mutual funds and variable annuities, and it promptly
transmits all customer funds and securities received in connection with this activity as a
broker or dealer, and does not otherwise hold funds or securities for, or owe money or
securities to, customers.

Cash and Cash Equivalents

For purposes of the statement of cash flows, the Company has defined cash equivalents as
short-term, highly liquid debt instruments purchased with a maturity of three months or less,
other than securities held for sale in the ordinary course of business.

Use of Estimates

Management uses estimates and assumptions in preparing financial statements in
accordance with accounting principles generally accepted in the United States. Those
estimates and assumptions affect the reported amounts of assets and liabilities, the
disclosure of contingent assets and liabilities, and the reported revenues and expenses.
Actual results could vary from the estimates that were used.

NOTE 2 - INCOME TAXES

The provision for income taxes differs from the expense that would result from applying the
federal statutory rate because of the surtax exemption and provision for state income taxes
net of federal income tax effects.



NOTE 3 - NET CAPITAL REQUIRMENTS

The Company is subject to the Securities and Exchange Commission uniform net capital rule
(Rule 15¢3-1), which requires the maintenance of a minimum amount of net capital and
requires that the ratio of aggregate indebtedness to net capital, both as defined, shall not
exceed 15 to 1. Rule 15¢3-1 also provides that equity capital may not be withdrawn or cash
dividends paid if the resulting net capital ratio would exceed 10 to 1. The Company has a net
capital requirement of $5,000. At January 31, 2004, the Company had net capital of $11,408,
and a ratio of aggregate indebtedness to net capital of 0 to 1.

At January 31, 2005, the Company's net capital had declined to a deficit of $1,822.
Subsequent to the end of the year, upon discovery of this situation, management notified the
SEC and NASD of the deficiency. Soon thereafter, the stockholder contributed additional
capital of $8,000 to eliminate the capital deficiency. During the period of capital deficiency, the
Company processed no security transactions.

NOTE 4 - RELATED PARTY TRANSACTIONS

The Company executes business, by subscription, in variable annuity contracts and load
mutual funds for Wealth Management Advisors, Inc., a registered investment advisor owned
by the Company’s stockholder. For the years ended January 31, 2005 and 2004, the
Company paid $32,000 and $128,000, respectively, in management fees to Wealth
Management Advisors, Inc. for various expenses such as saiary, rent, utilities and other
expenses.



HENDERSON WARREN & ECKINGER DC, DA

CERTIFIED PUBLIC ACCOUNTANTS & CONSULTANTS

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL STRUCTURE

Board of Directors
SMC Financial, Inc.
Leawood, Kansas

in planning and performing our audit of the financial statements of SMC Financial, Inc. (the
Company), for the years ended January 31, 2005 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 the internal controi.

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 objectives stated
in Rule 17a-5(g) in making the periodic computations of aggregate indebtedness (or
aggregate debits) and net capital under Rule 17a-3(a)(11) and for determining compliance
with the exemptive provisions of Rule 15c3-3. Because the Company does not carry
securities 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 the 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 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 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 preparation of
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financial statements in conformity with accounting principles generally accepted in the United
States. 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
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.
Our consideration of the 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 controls 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 controis that we considered to be material weaknesses as defined above.

We did, however, note matters involving the operation of internal controls that we do not
consider to be material weaknesses, but that we consider to be reportable conditions under
standards established by the American Institute of Certified Public Accountants. Reportable
conditions involve matters coming to our attention relating to significant deficiencies in the
design or operation of internal controls that, in our judgement, couid adversely affect the
organization’s ability to record, process, summarize, and report financial data consistent with
the assertions of management in the financial statements and supplemental schedules.

Computation of Aggregate Indebtedness and Net Capital under Rule 15¢3-1

At January 31, 2005, the Company’s net capital was below the minimum net capital pursuant
to Ruie 15¢3-1 due to the failure to record accrued income taxes currently. Accounting
principles generally accepted in the United States require the application of the accrual basis
of accounting. When advised of the situation, management notified the appropriate regulatory
authorities of the net capital deficiency. The Company has implemented procedures to ensure
compliance with Rule 15¢3-1 minimum net capital requirements on a periodic basis.

Declaration and Payment of Dividends

In November, 2004, the Company declared and paid dividends of $50,000. Broker-dealers of
securities are subject to regulation under the Securities Exchange Act of 1934. In addition, as
a member of the National Association of Securities Dealers, Inc. (NASD), the Company is
subject to the rules of that association. In certain circumstances, the declaration and payment
of dividends by a broker-dealer of securities may be prohibited, restricted, or require advance
notification of regulators. Accordingly, when declaring and paying dividends, care should be
taken to ensure the Company operates in accordance with these regulations.

Expense Sharing Agreement

The Company has an expense sharing arrangement with Wealth Management Advisors, Inc.
(Wealth Management), an affiliated company, whereby the Company reimburses Wealth
Management for shared expenses such as personnel costs, rent, telephone, office supplies,
and other costs. In NASD Notice to Members 03-63 regarding expense sharing agreements



with another party, members must record expenses as incurred in an amount determined
according to an reasonable allocation made by the third party on a consistent basis. These
expenses should be recorded ratably as incurred. The broker-dealer must be prepared to
provide the NASD with evidence of the reasonableness of the expenses.

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 January 31,
2005 and 2004, to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors,
management, the SEC, the National Association of Securities Dealers, Inc., 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.
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