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OATH OR AFFIRMATION

i Hancock swear (or affirm) that, to the best of my knowledge and belief, the accompanying
al statements and supporting schedule pertaining to Beneficial Investment Serv1ces Inc., as of and
year ended December 31, 2006, are true and correct. I further s‘wear (or afﬁrm) that nelther

Beneﬁcnal [nvestmem Services, Inc. nor any officer, proprietor, prmmpa] or director has any proprietary

interest in any account classified solely as that of a customer, except als follows:

No exceptions ' . ;
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Notes to Financial Staternents. |

A copy of the SIPC Suppl'emeqtal Report (not required).

For conditions of confidential treatment of certain portions of this ﬁling, see .
Section 240.17¢-5(e)(3). '

Independent Auditors® Report. v

Facing page.

Statement of Financial Condmon

Statement of Income, ‘ ‘ .

Statement of Cash Flows. ‘ J o : ,

Statement of Changes in Sharcholder’s Equity. | ‘
0

Statement.of Changes in Liabilities Subordinated to the Claims of Credit

Computation of Net Capital. = |

Computation for Determination of Reserve Requirements ‘Pursuant to Rule 15¢3-3 (not
apphcable) \ ;

Information Relating to the Possession or Control Requireéments under Rule 15¢3-3 (not
applicable).

A Reconciliation, including Appropriate Explanatlons of the Computatlon of Net Capital
under Rule 15¢3-1 (not required) and the Computation for Determination of the Reserve
Requirements under Rule 15¢3-3 (not applicable).

A Reconciliation between the Audited and Unaudited Statements of Financial Condition with.
Respect to Methods of Consolidation (not applicable).

An Oath or Affirmation. -

A report describing any material inadequacies found to exist or found to h?ve existed since
the date of the previous audit (Supplemental Report on Internal Control).
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Beneficial Investment

Services, Inc.
SEC 1.D. No. 8-67011

Financial Statements as of and for the Year Ended
December 31, 2006, Supplemental Schedule as of ‘
December 31, 2006, Supplemental Report on Internal
Control, and Independent Auditors’ Report
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INDEPENDENT AUDITORS’ REPORT

1

To the Board of Dlrectors. and Shareholders of
Benef cial Investment Services, Inc.

|
We have audited the follewing financial statements of Beneficial Investment Servrces Inc. (the

Com;'rany '} for the year ended December 31, 2006, that you are ﬁlmg pursuant to Rule 17a-5 under the
Securities Exchange Act of 1934: l

Page
. : |
Statel,ment of Financial Condition 3
Statement of Income 4
Statement of Changes in Shareholder’s Equity 5
Statement of Cash Flows ] 6

These ﬁnanelal statements are the responsibility of the Company s management. Our reSpons:brhty 15 to
expreso an opinion on these financial statements based on our audit.

We conducted our audlt in accordance with auditing standards generally accepted in the United States of
Ameru,a Those standards require that we plan and perform the audit to obtain reasonabte assurance about
whether the ﬁnancral statements are free of material misstatement. An audit includes consrderanon of
mtemal control over financial reporting as a basis for designing audit procedures that’ are appropriate in
the crreumstances but not for the purpose of expressing an opinion on the effectlveness of the Company’s
internal control over financial reporting. Accordingly, we express no such opinion. An audit also includes
examrmng, ona test basis, evidence supporting the amounts and dlsclosures in the ﬁnancnal statements,
assessing the accountmg principles used and significant estimates made by management as well as
evaluatmg the overall financial statement presentation. We believe that our audit provrdes a reasonable
basis for our oplmon

In our oplmon such financial statements present fairly, in all matenal respects, the fi nancral position of
the Company at December 31, 2006, and the resuits of its operations and its cash ﬂows for the year then
ended in confonmty with accounting principles generally accepted in the United State$ of America.

i
Our audit was conducted for the purpose of forming an opinion on the ﬁnancnal statements taken as a
whole. |The supp]ementa] schedule of computation of net capital for brokers and dealers pursuant to
Rule l‘rc3 1 under the Securities Exchange Act of 1934 of the Company as of December 31, 2006 (page
11),1s presented for, the purpose of additional analysis and is not a requrred part of thetﬁnancral

statements but is supplementary information required by Rule 17a-5 under the Securities Exchange Act
of 1934,

I
{
i
|
]

Member of
Deloitte Touche Tohmatsu




. ' l .
This schedule is the responsibility of the Company’s managcment Such schedule has been subjected to
the awliltmg procedures applied in our audit of the financial statements and, in our op|1|mon is fairly stated
- in all material respects when considered in relation to the financial statements taken als a whole.
. ' {

"D@lbtﬂé‘% Tovcke LP | :

Marchl 29, 2007
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Beneficial Investment Services, Inc.

SEC 1.D. No. 8-67011

STATEMENT OF FINANCIAL CONDITION .
AS OF DECEMBER 31, 2006

ASSETS

Cash and cash equivalents
Prepald commissions

TOTAL

LIABILITIES AND SHAREHOLDER'S EQUITY
LIAB]lLlTIES:
Accolunts payable

Accrued expenses
Due to affiliate—net

Total labilities
COMMITMENTS AND CONTINGENCIES

SHAREHOLDER'S EQUITY

Common stock ($1.00 par value, 50,000 shares authorized and outstanding

at December 31,°2006)
Addl}ronal paid-in capital
Retained earnings

Total shareholder's equity

TOTAL

See notes to financial statements.

$491,878

- 23,600

$515,478

$ 21,263
17,274
230,240.

268,777

50,000
50,000

146,701

246,701

$515,478
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Beneficial Investment Services, Inc.

SEC|I.D. No. 8-67011

STATEMENT OF INCOME
FOR |THE YEAR'ENDED DECEMBER 31, 2006

' R_EVENUE:

Comm1551on revenue

Total revenue

OPERATING EXPENSES:
Commlssmns expense _
Employee compensation and benefits
Legal and consulting
Regulatory fees and expenses
Office supplies and equipment
Rent
General and administrative
Travel expenses

Total operating expenses

NET lINCOME BEFORE INCOME TAX
Provision for income tax

NET INCOME

See notes to financial statements.

$658,430

_658:430

217,901

" 86,874
47,246
28,985
13,110
8,262
2,415
769

405,562

252,368
96,728

$156,140



SEC/|1.D. No. 8-67011

. Beneficial Investment Services, Inc.

STATEMENT OF CHANGES IN SHAREHOLDER'S EQUITY

FOR THE YEAR;ENDED DECEMBER 31, 2006

BALANCE—IJanuary 1, 2006

Net income

BALANCE—December 31, 2006

See notes to financial statements.

Common
Stock

!

ﬂ
Additional
Paid-in

Capital -

Retained
Earningas ,
(Deficit) Total

$ 50000 § 50,000 $ (9439) 5 90,561

‘ |
156,140 156,140

$ 50,000

$ 146,701  $ 246,701

$ 50,000
-

|
|
|
|

r
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Beneficial Investment Services, Inc.

1.D. No. 8-67011

STATEMENT OF CASH FLOWS |

FOR

THE YEAR.ENDED DECEMBER 31, 2006

CASH FLOWS FROM OPERATING ACTIVITIES:

Net i

lncome

Adj ustments to reconcile net income to net cash provided by
opei'ating activities:
Deferred income taxes
Cha'nges in assets and liabilities:
Pl‘t..pald commissions
Accounts payable
Accrued expenses’
Due to afﬁllate—net

Net cash provided by operating activities

NET INCREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS—Beginning of year

CASH AND CASH EQUWALEN’I‘S—End of year

See notes to financial statements.

[ S—

$ 156,140

5,835

(23,600)

21,263
17,274
229,881

406,793
406,793
85,085

$ 491,878




BENEFICIAL INVESTMENT SERVICES, INC. ;
SEC I.D. No. 8:-67011 ' i ;

NOTES TO FINANCIAL STATEMENTS | !
AS OF AND FOR THE YEAR ENDED DECEMBER 31, 2006 !

! i

1. (-)RGANIZATION AND DESCRIPTION OF OPERATION S .
|
Beneﬁcral Investmenl Services, Inc. (the “Company’ ) a securmes broker-dealer licensed in 41 states, ts
sub_}ect to regulation under the Securities Exchange Act of 1934land 15 2 member of the National
Assocnatlon of Securities Dealers, Inc. The Company was formed on March 12 12004 The Company-is a
wholly—owned subsidiary of Beneficial Life Insurance Company (“Beneficial Llfe”) As of December
27 2006, the Company changed its name to Beneficial Investment Services, lnc! Prior to that date, the
(I‘ sompany name was Salt Lake BSI, Inc. Beneficial Investment Services, Inc. is referred to as the
reporting entity in the accompanymg financial statements. : I]

d
The Company is a Utah registered limited scope broker-dealer and a member of] Jthe NASD and is in the

process of preparing filings to become a full scope broker-dealer

|
2. SUMMARY OF SIGNIFICANT ACCOUNTING P_OL]CIES |
!
basrs of Presentation—The Company prepares its financial statements in accordance with accounting
prmcnples generally accepted in the United States of America (“U S. GAAP”). |

I
Cash and Cash Equivalents—Cash and cash equivalents mclude alt highly 11qu1d investments with

o'ngmal maturities of three months or less. The carrying values approximate fair; values due to the
short-term maturities of these investments. I
Due to Affi lmte—Amounts due to affiliate include commissions payable, income taxes payable and
other amounts due to Beneficial Life. :
( ‘ommissions—The Company, as a limited scope broker-dealer receives overw!nte commissions based
on the sale of regrstered products. Certain agents are mdependent contractors of the clearing-broker
dealer The commissions paid to these agents are paid directly to them by the clearmg broker-dealer.
As a result, the Company records the net commission received as revenue. Other agents are employees
of Beneficial Life. Commissions paid to these agents are paid by Beneficial Llfe and charged to the
Clompany through due to affiliate. The Company records the gross amount received as commission
revenue and the amount paid to the agents as commission expense.

Al
!
Income Taxes—The Company’s operations are included in the consolidated federal and state income
tax returns of Beneficial Life. The Company is allocated a provision or benefit for income taxes based
prmcrpally on the effect of including its operations in the consolidated pr0v1510n‘ for income taxes.
Deferred income taxes are provided for timing differences in the recognition of revenue and expenses
for financial reportmg and income tax purposes. :

f
Llfse of E: stimates—The preparation of financial statements in confonmty with U 5. GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosure of commgent assets and labilities at the date of the financial statements and the reported
| . »f
= !
| :
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amounts of revenues and expenses during the reporting period. Actual results could differ from those
estlmates

Recently Adopted Accounting PronouncementsmEffectlve J anuary. 1, 2006, the Company adopted
Fmancml Accounting Standards Board (“FASB”™), Statement of Flnanmal Accountmg Standard
('1‘SFAS”) No. 154, “Accounting Changes and Error Corrections!” This statement changes the
requirements for the accounting for and reporting of a change in|accounting prmcrple and applies to all
vloluntary changes in accounting principle as well as changes requlred by a new accountmg
pronouncement. SFAS No. 154 climinates the requirement in Accountmg Prmmples Board No. 20,
“Accountmg Changes,” to include the cumulative effect of changes in aeeountmg principle in the
statement of operations in the period of change Tnstead, this statement requires retrospectwe application
of changes in accounting principle to prior periods’ financial statements The adoptron of SFAS No. 154
Has not impacted the Company’s financial statements. ‘

Future Adoption of New Accoummg Pronouncements—]n September 2006, the FASB issued SFAS
No 157, “Fair Value Measurements.” SFAS No. 157 defines farr value, estabhshes a framework for
nlleasurmg fa1r value in U.S. GAAP, and expands disclosures about fair value measurements This
statement is effective beginning January 1, 2008. The Company is currently eva]uatmg the impact of
SFAS No. 157 on its financial statements, ;
In February 2007, the FASB issued SFAS No. 159, “The Fair Vﬁilue Option for i?inancial Assets and
Fmancra] Liabilities.” The fair value option established by this Statement pernnts all entities to choose
to measure eligible items at fair value at specified election dates. ! A business entlty shall report
unreallzed gains and losses on items for which the fair value optllon has been elelc':ted in eamnings (or
another performance indicator if the business.entity does not report earnings) at eaeh subsequent _
ré cporting date. Although this statement 1s voluntary, it is effective as of the begmnmg of an entity’s first
ﬁscal year that begins after Novemnber 15, 2007. Early adoption,is permitted as of the beginning of a
ﬁsca] year that begins on or before November 15, 2007, provrded the entity also elects to apply the
p‘irowsrons of FASB Statement No. 157, “Fair Va]ue Measurements.” SFAS Nol 159 is not expected to

have a material impact on the Company s consolidated financial condition and résults of operations at
adoption. il

Irt June 2006, the FASB 1ssued FASB Interpretation (“FIN") No' 48, “Aceountullg for Uncertainty in
Income Taxes, an Interpretation of FASB Statement No. 109.” F IN No. 48 presents a recognition
tl‘lnreshold and measurement attribute for the financial statement recogmtlon and measurement of a tax
position taken or expected to be taken in a tax return. There is a two- -step evaluahon process. The first
step is recognition and a company must determine whether it is rnore likely than not that a tax position
will be sustained. The second step is measurement. A company that meets the more likely than not tax
position should measure the tax position at the largest amount of] benefit that has‘fgreater than 50%
chance of belng realized upon ultimate settlement. FIN No, 48 is effective for the Company beginning
Jcmuary 1, 2007. The adoption of FIN No. 48 is not expected to have a material 1h1pact on the
Company s financial statements. I

TlAXES i
The provision for income taxes for the year ended December 31,2006, is as follows:

Current | t $90,893
Deferred - 5,835
Provision for income taxes ‘ $96,728

i

;

i

-8- *
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i
The Company has included the current income taxes in due to afﬁhate The Company paid no income
tax during the. year ended December 31, 2006. 1

l .
Tlhc Company utlhzed $5,835 from a deferred tax asset for net operatmg loss carryforwards from'prior
years to offset the Company’s current year tax liability. As therq Were no temporary or permanent
di fferences, the Company did not record any deferred tax assets or liabilities at December 31, 2006.

NET CAPITAL REQUIREMENTS , | l

The Companytls subject to the Securities and Exchange Commls|s10r1 s UmformiNet Capital Rule

(¢ ERule 15¢3-17"), which requires the maintenance of minimum net capital and requrres that the ratio of
aggregate 1ndebtedness to net capital, both as defined, shall not exceed i5tol. Regulatory net capital is
calculated as total capital plus subordinated liabilities, less nonallowable assets. At December 31, 2006,
the Company | had regulatory net capital of $223,101, which was $189 504 in excess of its required net
cap1tal of $33, 597. At December 31, 2006, the Company’s aggregate indebtedness was 1. 20 times its net
capltal ‘

RESERVE AND POSSESSION Oll CONTROL REQUIREMENTS

Rule 15¢3-3 (the “Rule”) of the Securities and Exchange Commrlssmn prov1des a formula for the
mamtenanee by broker~dealers of reserves in connection with customer-related tfansactions and

standards regardmg the phys1cal possession or control of fully pard and excess miargm securities.

There are allowable exemptions to the Rule provided that certam‘ conditions are met. As the Company 1s
a noncleanng broker-dealer, these conditions are satisfied and the Company claims an exemption under
subparagraph (k)(2)(11) of the Rule.

. |
RELATED-PARTY.TRANSACTIONS ‘ ‘ i
Beneficial Llfe pays certain expenses and i income taxes on the Company S behalf At December 31,
2()06 the balance due to affiliate for reimbursement of such ¢ expenses was $230, 240 For the year ended
December 31, 2006 Beneficial Life allocated total operatmg_ expenses to the Company of $363,631-and
allocated i mcome tax expense to the Company of $96,728.

COMMITMENTS AND CONTINGENCIES |

The Companyts exposure to credit risk associated with nonperfor'mance of eustomers in fulfilling their
C(lmtractual obligations pursuant to securities transactions can be Idrrectly 1mpacted by volatile trading
markets whrch may impair the Company’s ability to liquidate the customer’s collateral at an amount
equal to the ongmal contracted amount. Agreements between theI Company and 1ts clearing agent§
pr'owde that thte Company is obligated to assume any exposure related to nonperfonnance by the ,
C;;)mpany s customers in fulfilling their contractual oblrganons pursuant to securities transactions, to the
ex ‘tent that the, (transactions relate to agents who are employees of Beneficial Llfe‘ It is the opinion of
management that the amount of losses, if any, resulting from this. exposure is not lrkely to be material to
the financial posmon or results of operations of the Company. | : : -

K ok K k ok K
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Beneficial Investment Services, Inc.

SEC|1.D. No. 8-67011 : | i
|

SUPPLEMENTAL SCHEDULE OF COMPUTATION OF ‘ |
NET CAPITAL FOR BROKERS AND DEALERS PURSUANT |T0 RULE 15c3 1 UNDER
THE SECURITIES EXCHANGE ACT OF 1934
AS O_F DECEMBER 31, 2006

|

NET CAPITAL: L
Total shareholder's equity qualified for net capital ! $ 246,701

Deductions—nonallowable assets: !{

Prepaid commissions - ;; (23,600)
NET CAPITAL - i $ 223,101
AGGREGATE INDEBTEDNESS !‘ $ 268,777
MINIMUM CAPITAL REQUIRED :| $ 33,597
NET CAPITAL IN EXCESS OF MINIMUM CAPITAL REQUIRED :I $ 189,504 |
RATIO OF AGGREGATE INDEBTEDNESS TO NET CAPITAL 1.20to 1

Note: | There are no differences between the computatlons using the amounts reported in the
accompanying audited financial statements and the computations as reported i m the

Companys amended unaudited FOCUS report, Part lIA, Form'X17a-5 as of b

December 31, 2006. ’.

-1l -
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SUPPLEMENTAL REPORT ON INTERNAL CONTROL !

March 29, 2007

To the Board of Directors and Shareholders of
Beneﬁcral Investment Services, Inc.
Salt Lake Clty, Utah 84136

In planning and performlng our audit of the financial statements of Bencﬁcral Investmcnt Services, Inc.
(the “Company ") as of and for the year ended December 31, 2006, (on which we 1ssued our report dated
March 29, 2007), in accordance with auditing standards generally accepted in the Unlted States of
America, we considered the Company’s internal control over ﬁnanmal reporting (mtemal control} as a
basis for designing our auditing procedures for the purpose of expressing our opmlori[ on the financial
staterients, but not for the purpose of expressing an opinion on the effectiveness of the Company’s
internal control. Accordingly, we do not express an opinion on the effectweness of the Company’s
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 consrderatron of
control activities for safeguarding securities. This study included tests of compliance! with such practices -
and pr'ocedures that we considered relevant to the objectives stated ml Rule 17a-5(g) in making the
periodic computations of aggregate indebtedness and net capital under Rule 17a- 3(a)(1 1) and for
determmmg compliance with the exemptlve provisions of Rule 15¢3- 3 We did not rev1ew the practices
and procedures followed by the Company in making the quarterly securrtles exammat:ons cournts,
verlﬁc'atlons and comparisons, and the recordation of differences requrred by Rule 17a-1 Jorin
complymg with the requirements for prompt payment for securities under Section 8 of Federal Reserve
Regulptlon T of thé Board of Governors of the Federal Reserve System because the (130mpany does not
carry securities accounts for customers or perform custodial functrons relating to customer securities.

I |
The management of the Company is responsible for establishing and mamtammg mtemal control and the
practlees and procedures referred to in the preceding paragraph. In fuIﬁllmg this responsrbrllty, estimates
and Judgments by management are required to assess the expected beneﬁts and related costs of controls
and the practices and procedures referred to in the preceding paragraph and to assess lwhether those
practrees and procedures can be expected to achieve the SEC’s above-mentioned objéctives. Two of the
objectives of internal control and the practices and procedures are to provide managehrent with
reason'able but not absolute, assurance that assets for which the Company has responsd)rlrty are
safeguarded agamst loss from unauthorized use or disposition, and that transactions are executed in
accordance with management’s authorization and recorded properly to permit the preparatlon of financial
statements in conformity with generally accepted accounting principles. Rule 17a-5(g) lists additional
obJectwes of the practices and procedures listed in the preceding paragraph '
i
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 tolfuture periods is

[
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subject to the risk that they may become inadequate because of changes in conditionsfor that the
effectiveness of their design and operation may deteriorate. - ‘

A conirol deficiency exists when the design or operation of a control does not allow management or
employees in the normal course of performing their assigned functrons to prevent or \detect
misstatements on a tlmely basis. A significant deficiency is a control deﬁ01ency, or combination of control .
deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process or report
financial data rellably in accordance with generally accepted accountmg pr1nc1p1es such that there is more
than a remote likelihood that a misstatement of the entity’s financial statements that 1§ more than
mconsequentral will not be prevented or detected by the entity’s mtema] control. ’

A material weakness is a significant deficiency, or combination of srglmﬁcant deﬁcnencnes that results in
more than a remote likelihood that a material misstatement of the ﬁnancra! statements will not be
prevenlted or detected by the entity’s internal control.

Our coinsrderatron of internal control was for the limited purpose descrlbed in the first.and second
paragraphs and would not necessarily identify all deficiencies in 1ntema1 control that mlght be material
weaknesses However, we identified the following deficiency in mternal control that we consider to be
material weaknesses, as defined above. This condition was con51dered in determmmg the nature, timing,
and extent of the procedures.

A material weakness was identified related to the fact that the Company did not adequately design control
proced‘ures over the recording of commissions received and paid, Wthh resulted in se"veral material
mlsstatements to the financial statements that were not detected on a tlmely basis. A matenal amount of
commlsswns paid were not properly allocated to the Company’s accountmg records by its parent ‘-
comparlly, Beneficial Life Insurance Company. A material amount of advances to agelnts had been
improperly expensed instead of deferred. The Company also had recorded commissions revenue as the
amount of cash received, which resulted in overpayments being recorded as revenue while amounts
recerved after year end were not properly accrued for. ) !

i

We understand that practices and procedures that accomplish the ObjCCthCS referred t(I) in the second
paragraph of this report are considered by the SEC to be adequate for lts purposes in accordance with the
Secuntlres Exchange Act of 1934 and related regulations, and that practrces and procedures that do not
accompl]sh such objectives in all material respects indicate a material lnadequacy for Such purposes.
Based ¢ on this understanding and on our study, we believe that the Company s practlces and procedures,
as descnbed in the second paragraph of this report, were adequate at December 31, 2006 to meet the
SEC’s objectwes except for the material weakness described in the ) prev1ous paragrap;h

This report is intended solely for the information and use of the Board! of Directors, mlanagernent the
SEC, the National Association of Securities Dealers, Inc., and other regulatory agencrgs that rely on
Rule 17a- 5(g) under the Securities Exchange Act of 1934 in their regulatlon of reglstered broker-dealers,
and is not intended to be, and should not be, used by anyone other than these Specrﬁedlpames

Yours truly,

B@ loitte + Toucke LLP | | |
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