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OATH OR AFFIRMATION

I, Brenda T. Koelemay , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedu“es pertaining to the firm of

_ Securities Management and Research, Inc. , as
of December 31, ,20_ 05 , are true and correct. [ 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:

Sign&tur

Vice President

Notary Public

)RD
s ta te\ of Texas
. . . € i A ommissio,
This report ** contains (check all applicable boxes): gL_ndias Februarvz " fobites

(] (a) Facing Page.

] (b) Statement of Financial Condition.

B3} (c) Statement of Income (Loss).

E] (d) Statement of Changes in Financial Condition.

] (e) Staterment of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors Capital.

(1 (H Statement of Changes in Liabilities Subordinated to Claims of Creditors.

E] (g) Computation of Net Capital.

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

] (i) Information Relating to the Possession or Control Requirements Under Rule l}5c3~3.

[J () 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.

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

Bl (1) An Oath or Affirmation.

[J (m) A copy of the SIPC Supplemental Report.

2008

L] (n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

¥ (o) Independent Auditors' Supplementary Report on Internal Control.
** For conditions of confidential treatment of certain portions of this filing, see section 240.17a-3(e)(3).
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~ Securities Management and Research, Inc.

[T, WELLER & BAKER LLP
Certified Public Accountants

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Board of Directors and Stockholder

League City, Texas

We have audited the accompanying statements of financial condition of Securities Management and
Research, Inc. (the “Company”) as of December 31, 2005 and ‘2004 and the related statements of
operations, changes in stockholder’s equity, and cash flows for each of the two years in the period then
ended. The statements are the responsibility of the Company’s management Our responsibility is to
express an opinion on the financial statements based on our audits.

We conducted our audits in accordance with audmng 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 exami:.ng,

on a test basis, evidence supporting the amo}unts 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 refe‘rred to above presen‘ts fairly, in all material respects, the
financial position of Securities Management and Research, Inc. as of December 31, 2005 and 2004, and
the results of its operations, changes in stocklholder's equity, and ite cash flows for each of the two years
in the period then ended in conformity with accounting principles generally accepted in the United States

of America.

Our audit was made for the purpose of formmg an opinion on the basuc financial statements, taken as a
whole. The information contained in Schegules 1 and 2 is presented for the purposes of additional
analysis and is not a required part of the basnc financial statements but is supplementary information
required by Rule 172-5 of the Securities and Exchange Commtssnon Such information has been
subjected to the auditing procedures apphed in the audit of the basnc financial statements and, in our

opinion, is fairly stated, in all material respec‘*ts in relation to the basic financial statements taken as a

whole.
/

Philadelphia, Pennsylvania
January 27, 2006
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SECURITIES MANAGEMENT AND RES

EARCH, INC.

Statements of Financial Condition

As of December 31,

ASSETS
Cash and cash equivalents
Cash segregated under federal regulations (nate 2)
Accounts receivable:
Due from affiliated registered investment companies for:
Investment advisory fees
Expense reimbursement
Receivable from parent for variable commissions
Other
Prepaid and other assets
Investment in marketable securities (cost of
$15,601,984 in 2005 and $15,081,952 in 2004)(note 3)
Fixed assets (net of accumulated depreciation
$1,839,427 in 2005 and $1,780,843 in 2004)
Deferred commission
Deferred income tax (note 5)

LIABILITIES AND STOCKHOLDER'S

Due to affiliated registered investment compames of sales
of their capital stock

Due to affiliated registered investment compames for excess
expense reimbursements

Due to parent (note 4) \

Due to dealers and representatives for commissions

Trade payables and accrued expenses

Stock Appreciation Rights

Payable to parent in lieu of income taxes (note|5)

Total liabilities
Stockholder's equity: (notes 7 and 8)
Common Stock, par value $1 per share
authorized, issued and outstandmg, 1,000,000 shares

Additional paid-in-capital
Retained Earnings

Total stockholder's equity

Commitments and contingencies (notes 6 and 8)

See accompanying notes to the financial statements

2005 2004
$3,225,126 $1,554,326
8,840 10,815
464,046 486,616
59,174 167,140
85,852 95,632
415,080 1,321,271
228,090 372,178
15,388,626 15,122,887
77,766 98,721
214,496 304,676
89.266 5,118
$20,256,362 $19,539,380
EQUITY

$ 8,840 $ 10,815
79,295 65,222

50,541 -
162,159 161,253
667,356 783,732
124,455 98,434
38,961 81.305
1,131,607 1,200,761
1,000,000 1,000,000
1,720,000 1,720,000
16,404,755 15,618,619
19,124,755 18,338,619
20,256,362 19,539,380




SECURITIES MANAGEMENT AND RESEARCH, INC.

Statements of Operations

For the years ended December 31,

Revenues:

Underwriting income from sales of capltal stock
Affiliated registered investment compames (note 4)

Unaffiliated registered investment companles

investment advisory and service fees from

affiliated registered investment compames {notes 4)

Investment advisory fees:
Parent (naote 4)
Other

Variable Commissions Earned

Service Fees:
Parent (note 4)

Distribution plan fees
Contingent deferred sales charges

Income from investments:

Net realized and unrealized gain (loss) from

investments (note 3)
Dividends (note 3)
Interest (note 3)

Other income

Total revenues

Expenses:
Employee compensation and benefuts ‘
Commissions to dealers and representatlves
Communications
Occupancy and equment rental (note 4)
Other operating expenses (note 4) ;

Total Expenses
Income before taxes
Provision for federal income tax expense (be

Current |
Deferred |

Total Taxes

Net Income

See accompanying notes to the financial stateiments.

nefit)

2005 2004
$ 230,597 $ 298,312
1,347,198 1,336,115
4,599,295 4,604,363
1,307,004 1,170,918
605,502 545,101
3,507,563 1,166,768
2,221,941 1,965,649
218,595 212,206
43,501 38,218
(254,293) 320,087
482,841 289,268
108,012 35,615
103,385 111,584
14,521,141 12,094,204
3,834,761 3,742,572
4,860,367 2,615,080
37,577 47,423
771,902 652,181
3,864,342 3,127,233
13,368,949 10,184,489
1,152,192 1,909,715
450,204 499,107
(84,148) 134,392
366,056 633,499
$  786.136 $ 1,276,216



SECURITIES MhNAGEMENT AND RES
Statement of Ch

Years ended D

Balance December 31, 2003
Net Income for 2004
Balance December 31, 2004
Net Income fqr 2005

Balance December 31, 2005

. . |
See accompanying notes to the financial statements.

anges in Stockholder

EARCH, INC.
s Equity
ecember 31, 2005 and 2004

Additional Total
Common Paid-In Accumulated Stockholder's
_Stock Capital Deficit Equity
. $1,000,000 $1,720,000 $14,342,403 $17,062,403
- - 1,276,216 1,276,216
1,000,000 1,720,000 15,618,619 18,338,619
- - 786,136 786,136
1 $1.000.000 $1.720.000 $16.404.755 $19.124,755



SECURITIES M‘ANAGEMENT AND RESEARCH, INC.

|

Statem

Ygars ended December 31,

Cash flows from Operating Actwntles ‘
Net Income

Adjustments to reconcile net income fo net
cash provided by operating activities:

Noncash items included in net income:
Depreciation

Unrealized (Gains) Losses on Marketable

Equity Securities
Deferred Income Taxes

Reinvestment of dividends from Registered

Investment Companies

|

Reinvestment of capital gains dividends
from registered investment compames

Changes in operating assets and liabilitie

S

Decrease (Increase) in accounts’ receivable

Decrease (Increase) in prepaid expenses and

other assets

(Decrease) Increase in accounts payable and

accrued expenses
Total Adjustments

Net Cash provided by Operating Activities

Cash flows from investing activities:
Purchases of fixed assets
Reduction {Increase) of segregated cash ac

Net cash provided by (used in) in

Cash flow from financing activities:
Increase/(Decrease) from payable to parent

count

vesting activities

Net cash provided by financing activities

Net increase/(decrease) in cash

Cash at the beginning of year

Cash at end of year

See accompanying notes to the financial statements.

ents of Cash Flows

2005 2004
$_ 786,136 $ 1.276.216
58,584 69,285
254,293 (320,088)
(84,148) 134,393
(346,842) (285,683)
(173,190) (25,348)
1,046,507 (1,130,929)
234,268 49,206
(119,695) 405,110
869,777 (1,104,054)
1,655.913 172,162
(37,629) (76,123)
1,975 (7.642)
(35.654) (83,765)
50,541 (79,446)
50,541 (79,446)
1,670,800 8,951
1,554,326 1,545,375
$3.225.126  § 1.554.326
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SECURITIES M‘ANA(?EMENT AND RESEARCH, INC.

No;es to Financial Statements
December 31, 2005

Summary of Significant Accounting Policies

Basis of Presentation
Securities Management and Researctp Inc. (SM&R) is a wholly owned subsidiary of American
Nationa! Insurance Company (Amerlcan National). SM&R ss‘ registered as an investment advisor
under the Investment Advisers Act of 1940 and as a broker-deaier under the Securities Exchange
Act of 1934. SMA&R's transactions as la broker-dealer for year to date ending December 31, 2005
were principally in connection with the l‘sale and redemption of redeemable securities of registered
investment companies managed by SM&R (the Funds) and variable commissions earned on
variable products sold by American Natnonal Certain officers and directors of SM&R are affiliated

with these registered investment compames

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estlmates and assumptions| that affect the reported amounts of
assets and liabilities at the date of the f inancial statements and the reported amounts of revenues
and expenses during the reportirig perlpd Actual results could differ from those estimates. The
following is a summary of significant accounting policies followed by SM&R in the preparation of its

financial statements.

Investments

Registered Investment Combanies
Transactions in registered investment company shares are reqorded on the trade date. The cost of
investments sold is determined by average cost. Marketable equity securities are recorded at

market value. The net unrealized gain or loss is included in income.

Fixed Assets
Fixed assets consist primarily of office equipment, carried at cost. The equipment is being
depreciated using the straight-lina method over periods ranging from three to ten years.

Deferred Sales Commissions
Sales commissions paid to financial intermediaries in connectxons with the sale of shares of open-
end SM&R mutual funds sold without a front-end sales charge are capitalized and amortized over
periods not exceeding five years, the periods of time estlmated by management of the Funds during
which deferred sales commissions are ‘expected to be recovered from distribution plan payments
received from those funds and from contingent deferred sales charges received from shareholders
of those funds upon the redemptlon of\ their shares. Contingent deferred sales charges reduce
unamortized deferred sales commnssnonf when received.

Income and Expense Recognition
investment advisory and service fees, are recorded as revenue as the related services are

performed. Purchases and sales of shares of the Funds ‘ln connection with the underwriting

activities of SM&R including related commlssmns on income are recorded on the trade date.

|
Dividends from investments in marketab‘le equity securities are recognized on the ex-dividend date.
Interest income on investments is accrued as earned.
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SECURITIES MANAGEMENT AND RESEARCH, INC.
Notés to Financial Statements

: (Continued)

' December 31, 2005

Cash Segregated Under Fed‘eral Tegulations
At December 31, 2005 and 2004 cash received from customers for investment of $8,840 and
$10,815 was segregated in a “Spemal Bank Account for the Exclusive Benefit of Customers” as

required under Rule k(2)i of the Securities and Exchange Comtmssmn

investments

Marketable Securities :

Marketabie securities include mvestments in shares of the Funds and a certificate of deposit that
totaled $15,388,626 at December 31, 2005 and $15,122,887 at December 31, 2004. Dividend and
interest income earned on such lnvestments was $590,853 in 2005 and $324,883 in 2004. The
market value of marketable equity |securities includes unreahzed losses of $213,358 at

December 31, 2005 and unreahzed gains of $40,935 at December 31, 2004.

Realized gains from investments are summarized as follows:

2005 2004

Investment securities: !
Proceeds from sales ‘ $ - $ -
Cost of securities sold - -

Capital gain distribution from afﬁliate<j funds 173,190 25,348

Net realized gains ‘ $173.190 25,348

Transactions with Affiliates |
On January 1, 1987, SM&R and Amencan National entered into an Investment Advisory Agreement
whereby SM&R acts as investment adylsor to American Natlonal Total payments by American
National to SM&R for investment adwsory fees were $1,307,004 and $1,170,918 for the years

ended December 31, 2005 and 2004 respect:vely

SM&R and American National are parties to a service agreement pursuant to which SM&R has
agreed (i) to use its best efforts to remain qualified and hcensed as a broker-dealer in those states
selected by American National; (i) as mutuatty agreed upon from time to time to train and supervise
selected agents of American National in ithe sale of securities; and (iii) to perform certain accounting
and miscellaneous services for American National. Amencan National has agreed to provide (i)
certain personnel, investment mformatlon and resources (but not investment advice or
recommendations); (i) the use of certaln printing facilities; and ‘(m) the use of certain electronic data
processing equipment and certain ofﬁce facilities, equipment, and materials, some of which will or
may be used by SM&R in meeting its oblxgattons to the Funds under their advisory agreements.
SM&R has agreed to reimburse American National monthly fOf\ltS pro rata portion of the actual cost
in supplying such services and facilities| to SM&R. Total expenses incurred by SM&R under the
service agreement with American National during the years ended December 31, 2005 and 2004
totaled $296,158 and $226,199 respectlvety These amounts are included in “Other operating
expenses” in the accompanying stateme‘nt of operations. For the years ended December 31, 2005
and 2004 American National relmbursed SM&R $2,221,941 and $1,965,649 respectfully for
services, equipment and facilities under the service agreement.! This amount is included in “Service
Fees” in the accompanying statement of\operatlons For the years ended December 31, 2005 and
2004 SM&R was reimbursed $417,320 and $335,364 respecttv‘ely from Comprehensive Investment
Services, Inc. for services, equipment and facilities. Comprehensive Investment Services, Inc. is a

wholly owned subsidiary of Amencan Natlonal



)

(6)

SECURITIES MjANAGEMENT AND RESEARCH, INC.
Notes to Financial Statements

‘ (Continued)

December 31, 2005

Under the investment advisory agreements between SM&R and the Funds, SM&R reimburses
certain expenses of each of the' Funds if the Funds' expen‘ses exceed certain limitations. For
the years ended December 31,12005 and 2004, reimbursements for excess expenses amounted
to $992,710 and $784,124. This amount is included in |"Other operating expenses” in the

accompanying statements of operations.

Federal Income Taxes
The federal income tax provxsaons vary from the amounts computed when applying the statutory
federal income tax rate. A reconcmatlon of the effective tax rate of SM&R to the statutory federal
income tax rate follows:

2005 2004
‘ Amount Rate Amount Rate
Income tax on pretax income - $403,267 35.00% $668,400 35.00%
Tax-exempt investment lncome (23,568) (2.05)% (22,600) (1.18)%
Dividend exclusion : (15,700) |(1.36)% (14,925) (0.78)%
Other items, net 2,057 0.18% 2,624 14%

$366.056 31.77% $633.499 33.18%

The tax effects of temporary dtfferences that give rise to significant portions of the deferred tax
assets and deferred tax liability attDecember 31, 2005 and 2004 are as follows:

2005 2004
Deferred tax asset / {liability):
Marketable equity securities,
principally due to net unrealtzed losses / (gains) $74,675 $(14,327)
Fixed assets, principally due to difference between
financial statements and tax depreciation 14,591 19,445
Net deferred tax asset $89,266 $ 5118

SM&R does not file a separate federal income tax return and its income and deductions are
included in the consolidated tax return filed by its parent. Pursuant to a signed agreement between
American National and SM&R, SM&R owes American Natlonal for federal income taxes calculated
generally on separate return basis. SM&R will receive the tax benefits of realized losses on
securities if they are utilized in Amerlcan National's consolldated return. SM&R did not have any
realized losses, and therefore no tax benefi ts, from the sale of securities in year 20095.

Pension Plan
SM&R is a participant in a muiti- purpos= benefit plan covering all eligible employees, administered
by American National. SM&R may, under certain circumstances, become subject to liabilities in
excess of contributions. Generally, these liabilities are contmgent upon the termination, withdrawal,
or partial withdrawal from the plan. SM&R has not taken any action to terminate, withdraw, or
partially withdraw which would result m any material Itabmty Liabilities would be based upon
SM&R's proportional share of the plan' s unfunded vested benefits. It has been estimated by the
trustees of the fund that, as of September 30, 2005, the current liability of the plan for vested
benefits was $131,367,516 and the market value of the plan assets was $137,972,447. The current
liability of the plan for all benefits mctudw‘\g those not yet vested was $136,742,705. There were no
contributions charged to expense under the pension plan for 2005 and 2004.
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SECURITIES MANAGEMENT AND RESEARCH, INC.
Notes to Financial Statements

| (Continued)

December 31, 2005

Subordinated Debt ‘
SM&R had no subordinated debt at December 31, 2005 or 2004 or at any time during the years
then ended. |

Net Capital Requirement -
In accordance with the regulations of the Securities Exchange Commission, SM&R must maintain
minimum net capital and a ratlo of aggregate indebtedness|to net capital, both as defined, that
does not exceed 15to 1. At December 31, 2005, SM&R had net capital of $15,948,219 which
was $15,848,219 in excess of it's requrred net capital of $1OO 000. SM&R’s ratio of aggregate

indebtedness to net capital was .0710 t01.




Schedule 1
SECURITIES MANAGEMENT AND RESEARCH, INC.
Computation c;f Net Capital Pursuant to Rule 15¢-3-1
Dec‘ember 31, 2005
| 2005
Stockholder's Equity $19,124,755
Deductions and/or charges:
Nonallowable Assets:
Due from affiliated registered investment companies 62,359
Other Receivables 1,001,623
Fixed Assets 77,766
Prepaid Expenses and other assets 228,591
Excess Deductible on Fidelity Bond 19,443 1,389,782
Net Capital before haircuts on security positions 17,734,973
Haircuts on investment securities | 1.786.754
Net Capital 15,948,219
Aggregate indebtedness 1,131,608
Net capital requirement —_100.000
E)écess net capital at 1000% _15,835,058
Excess net capital at 1500% 15,891,639
Ratio of aggregate indebtedness to net cjapital _.0710to 1

Note: The above computation does not differ

materially from the computatnon of net capital under Rule

186¢3-1 as of December 31, 2005 filed by SM&R with the Securities and Exchange Commission on Part i

of the unaudited Form X-17a-5. |




SECURITIES MANA
Computation of Net
De¢

Stockholder's Equity

Deductions and/or charges: :
Nonallowable Assets: ‘
Due from affiliated registered investment co
Other Receivables
Fixed Assets

Prepaid Expenses and other assets 1

Excess Deductible on Fidelity Bond

GEMENT AND RESEARCH, INC.

Capital Pursuant to
cember 31, 2004

mpanies

Net Capital before haircuts on security positions

Haircuts on investment securities

Net Capital

Aggregate indebtedness
Net capital requirement
Excess net capital at 1000%
Excess net capital at 1500%

Ratio of aggregate indebtedness to net capital

Note: The above computation does not differ materially from the computation of net capital under Rule
15¢3-1 as of December 31, 2004 filed by SM&R with the Securities

of the unaudited Form X-17a-5. !

Schedule 2
Rule 15¢-3-1
2004
$18,338,619
170,291
1,939,370
98,721
372,678
19,443 2,600,503
15,738,116
1,721,679
14,016,437
1,200,762
100,000
13,896,360
13,956,399
.0857 to 1
and Exchange Commission on Part Il




T41T, WELLER & BAKER LLP

Certified Public Accountants

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS
ON INTERNAL CONTROL REQUIRED BY SEC RULE 17a-5

Board of Directors and Stockholder '
Securities Management and Research, inc
League City, Texas

In planning and performing our audit ofjthe financial statements of Securities Management and Research,
Inc., (the “Company”), for the year 'ended December 31, 2005 we considered its internal control,
including procedures for safeguardlng‘securtles 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 control.

We also made a study of the practices and procedures followed by the Company in making the periodic
computations of aggregate indebtedness and net capital under Rule 17a3(a)(11) and the procedures for
determining compliance with the exemptave provnsmns of Rule 1503 3. We did not review the practices
and procedures followed by the Company|in making the quart‘eriy securities examinations, counts,
verifications and comparisons, and the recordation of d;fferences required by Rule 17a2-13, or In
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, because tpe Company does not carry security
accounts for customers or perform custodlal functions relating to customer securities.

The management of the Company is respon%ible for establishing and maintaining internal control and the
practices and procedures referred to in'the preceding paragraph. ln 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 Comrpission's above-mentioned objectives.
Two of the objectives of internal control and the practices and pqocedures are o provide management
with reasonable, but not absolute, assurance that assets for whieh the Company has responsibility are
safeguarded against foss from unauthonzed use or disposition, and that transactions are executed in

accordance with management’s authorlzatloq and recorded proper‘ly to permit the preparation of financial
statements in conformity with accounting pnpcnples 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 mternal controls or the practxces 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 m:ay deteriorate.

Our consideration of the internal contro! woqud not necessarily disclose all matters in internal control that
might be material weaknesses under standards established by the American Institute of Certified Pubilic
Accountants. A material weakness is;a condition in which the desxgn 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 aldited may occur and not be detected
within a timely period by employees in tpe normal course of’ performing their assigned functions.
However, we noted no matters mvolvmg mternal control, including procedures for safeguarding securities,

that we consider to be material weaknesses as defined above.




Board of Directors and Stockholder
Securities Management and Research Inc.
Page Two

We understand that practices and procedure> 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, ar\Id that practices and procedures that
do not accomplish such objectives in'ail materlal respects mdtcate a material inadequacy for such
purposes. Based on this understandmg and on our study, we believe that the Company’s practices and
procedures were adequate at December 31, 2005 to meet the Commission’s abjectives.

This report is intended solely for the use of management, the Secuntles and Exchange Commission, and
other regulatory agencies which rely on Rule 17a- -5(g) under the Securmes Exchange Act of 1934, and is

not intended to be and should not be used by ényone other than these specified parties.

T Wbl s (bl e

Philadelphia, Pennsylvania
January 27, 2006




