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OATH OR AFFIRMATION

Kenneth Ward __ swear or affirm that to the best of

my knowledge and belief the accompanying financial statement and supporting
schedules pertaining to the firm of

Legnd Equities Corporation

as

of
Decernber3l 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 customer except as follows

.-

NOTARY PUBUC-STATE OF FLORIDA

NancY
Shepherd

Commission DD43 6481

Expires JULY 23 2009

Bonded Thru At1afltC Bonding Co Inc

This report
contains check all applicable boxes

Facing Page

Statement of Financial Condition

Statement of Income Loss
IZI Statement of Changes in Financial Condition

121 Statement of Changes in Stockholders Equity or Partners or Sole Proprietors Capital

171 Statement of Changes in Liabilities Subordinated to Claims of Creditors

121 Computation of Net Capital

Computation for Determination of Reserve Requirements Pursuant to Rule 5c3-3

Information Relating to the Possession or Control Requirements Under Rule l5c3-3

Reconciliation including appropriate explanation of the Computation of Net Capital Under Rule 15c3-1 and the

Computation for Determination of the Reserve Requirements Under Exhibit of Rule 15c3-3

Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of

consolidation

121 An Oath or Affirmation

copy of the SIPC Supplemental Report

report describing any material inadequacies found to exist or found to have existed since the date of the previous audit

Treasurer

Title

Forconditions of confidential
treatment of certain portions of this filing see section 240.1 7a-5e3



LEGEND EQUITIES CORPORATION

Financial Statements Supplemental Schedules

and Report on Internal Control as Required by SEC Rule 17a-5

December 31 2008

With Independent Auditors Report Thereon
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KPMG LLP

Suite 1000

1000 Walnut Street

Kansas City MO 64106-2162

Independent Auditors Report

The Board of Directors

Legend Equities Corporation

We have audited the accompanying balance sheet of Legend Equities Corporation the Company
wholly owned indirect subsidiary of Waddell Reed Financial Inc as of December 31 2008 and the

related statements of operations owners equity comprehensive income and cash flows for the year then

ended that you are filing pursuant to Rule 17a-5 under the Securities Exchange Act of 1934 These

financial statements are the responsibility of the Companys 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 consideration of

internal control over financial reporting as basis for designing audit procedures that are appropriate
in the

circumstances but not for the purpose of expressing an opinion on the effectiveness of the Companys

internal control over financial reporting Accordingly we express no such opinion An audit includes

examining on test basis evidence supporting the amounts and disclosures in the financial statements

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 reasonable

basis for our opinion

In our opinion the financial statements referred to above present fairly in all material respects the

financial position of Legend Equities Corporation as of December 31 2008 and the results of its

operations and its cash flows for the year then ended in conformity with U.S generally accepted

principles

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as

whole The information contained in schedules and is presented for purposes of additional analysis and

is not 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 whole

KPc LL1

Kansas City Missouri

February 25 2009

Kansas City Office

Celebrating

KPMG LL U.S limited liability partnership is the 190B2008

member tirm of KPMG International Swiss cooperative



LEGEND EQUITIES CORPORATION

Balance Sheet

December 31 2008

Assets

Assets

Current assets

Cash and cash equivalents 3202656

Accounts receivable 2124775

Prepaid expenses and other current assets 249922

Income tax receivable 230248

Deferred income taxes 953

Total current assets 5808554

Deferred income taxes 268139

Deposits 53408

Total assets 6130101

Liabilities and Owners Equity

Liabilities

Current liabilities

Commissions payable 1589398

Accounts payable and accrued expenses 273080

Payable to affiliate 604672

Pension liability 101161

Total current liabilities 2568311

Other liabilities 8469

Total liabilities 2576780

Contingencies

Owners equity

Common stock no par Authorized 1500 shares issued and outstanding 100 shares

Additional paid-in capital 1079425

Retained earnings 2629717

Accumulated other comprehensive loss 155821

Total owners equity 3553321

Total liabilities and owners equity 6130101

See accompanying notes to financial statements



LEGEND EQUITIES CORPORATION

Statement of Operations

Year ended December 31 2008

Revenues

Distribution fees 28812883

Marketing and other fees 1405083

Total revenues 30217966

Expenses
Commission expense 22871249

Selling expense 741973

General and administrative 6657311

Total expenses 30270533

Operating loss 52567

Investment and other income 1522

Loss before provision for income taxes 51045

Provision for income taxes 4890

Net loss 55935

See accompanying notes to financial statements



See accompanying notes to financial statements

LEGEND EQUITIES CORPORATION

Statement of Owners Equity

Year ended December 31 2008

Common
stock

Balance at December 31 2007

Net loss

Excess tax benefits from

share-based payment arrangements

Pension benefits

Balance at December 31 2008

Additional

paid-in

capital

1046733

Retained

earnings

2685652

55935

Accumulated

other

comprehensive

income loss

4132

Total

owners

equity

3736517

55935

32692 32692

159953 159953

1079425 2629717 155821 3553321



LEGEND EQUITIES CORPORATION

Statement of Comprehensive Loss

Year ended December 31 2008

Net loss 55935

Other comprehensive loss

Pension benefits net of income taxes of $104845 159953

Comprehensive loss 215888

See accompanying notes to financial statements



LEGEND EQUITIES CORPORATION

Statement of Cash Flows

Year ended December 31 2008

Cash flows from operating activities

Net loss 55935
Adjustments to reconcile net loss to net cash provided by operating activities

Excess tax benefits from share-based payment arrangements 32692
Changes in assets and liabilities

Accounts receivable 1119615

Prepaid expenses and other current assets 220245

Deferred income taxes 73079
Income tax receivable 197556
Deposits 1020
Commissions payable 728459
Accounts payable and accrued expenses 31705

Income taxes payable 7131
Pension liability 156866
Payable to affiliate 585797

Other liabilities 6027

Net cash provided by operating activities 698597

Cash flows from financing activity

Excess tax benefits from share-based payment arrangements 32692

Net increase in cash and cash equivalents 731289

Cash and cash equivalents at beginning of year 2471367

Cash and cash equivalents at end of year 3202656

Supplemental disclosure of cash flow information

Cash paid during the year for income taxes 288717

See accompanying notes to financial statements



LEGEND EQUITIES CORPORATION

Notes to Financial Statements

December 31 2008

Summary of Significant Accounting Policies

Description of Business

Legend Equities Corporation the Company is wholly owned subsidiary of Legend Group

Holdings LLC the Parent The Company is broker-dealer registered with the Securities and

Exchange Commission SEC and member of the Financial Industry Regulatory Authority Inc

FINRA In addition the Company is also licensed insurance agency The Company is an

indirect wholly owned subsidiary of Waddell Reed Financial Inc WDR publicly traded

company

The Company sells mutual funds variable insurance products stocks and insurance products The

Company also enters into securities and insurance transactions in its capacity as agent for customers

The Companys major sources of revenues consist of commissions earned on new sales of mutual

fund products and distribution Rule 12b-1 fees on existing eligible assets Other sources of revenue

include fees for marketing meeting support networking fees and insurance commissions The

Companys clients are located throughout the United States

Ii Cash and Cash Equivalents

Cash and cash equivalents include cash on hand and short-term investments The Company considers

all highly liquid debt instruments with original maturities of 90 days or less to be cash equivalents

Revenue Recognition

Distribution Rule 12b-l fees and related expense and the related receivables and payables

resulting from securities transactions are recorded in the period the revenue is earned Marketing

meeting support and networking fees are also recorded in the period they are earned

Income Taxes

The Company is included in the consolidated federal income tax return filed by WDR The Company
is also included in combined state tax returns filed by WDR The Companys provision for income

taxes has been recorded on the same basis as if separate returns had been filed using the maximum

statutory rate applicable to the consolidated group Separate company state income tax returns are

also filed in jurisdictions in which the Company operates

The recognition or derecognition of income tax expense related to uncertain tax positions is

determined under the guidance as prescribed by Financial Accounting Standards Board FASB
Interpretation No 48 Accounting for Uncertainty in Income Taxes an interpretation of FASB
Statement No 109 FIN 48 Deferred tax assets and deferred tax liabilities are recognized for the

expected tax consequences of temporary differences between the tax basis of the assets or liabilities

and their amounts as reported under U.S generally accepted accounting principles Deferred tax

assets and deferred tax liabilities are measured using enacted tax rates expected to be recovered or

settled The effect of change in tax rates on deferred tax assets and deferred tax liabilities is

recognized in earnings in the period that includes the enactment date

The Company recognizes tax benefits from equity awards in WDR stock granted to its employees

These tax benefits are reflected as an increase to additional paid-in capital with corresponding

Continued



LEGEND EQUITIES CORPORATION

Notes to Financial Statements

December 31 2008

reduction to income taxes payable The excess tax benefits from share-based payments were $32692

for 2008

Use of Estimates

Management of the Company has made number of estimates and assumptions relating to the

reporting of assets and liabilities and the disclosure of contingent liabilities to prepare its financial

statements in conformity with U.S generally accepted accounting principles Actual results could

differ from those estimates

Net Capital Requirements

The Company is subject to the SEC Uniform Net Capital Rule Rule 15c3-1 which requires the

maintenance of minimum net capital and requires that the ratio of aggregate indebtedness to net capital

both as defined shall not exceed 15.0 to 1.0 At December 31 2008 the Company had net capital of

$2147999 which was $1976214 in excess of its required net capital of $171785 The Companys ratio

of aggregate indebtedness to net capital was 1.20 to 1.0 at December 31 2008 The difference between net

capital and owners equity is nonallowable assets which are excluded from net capital

Transactions with Related Parties

Advisory Services Corporation ASC an affiliated company pays expenses which include home office

overhead expenses salaries benefits and federal and state income taxes for all subsidiaries of the Parent

including the Company The Company then reimburses ASC for expenses paid on the Companys behalf

At December 31 2008 the Company owed ASC $604672 for expenses incurred Costs are also incurred

by several entities in the WDR affiliated group that benefit the Company These costs are allocated to the

Company and other members and consist of legal internal audit finance and accounting human resource

IT support and other shared costs The Company paid an administrative fee allocation to WDR of

$818100 in 2008 The Company received commission and distribution Rule 12b-1 fee revenue from

WDR of $3333842 in 2008

Restructuring

In 2008 we initiated restructuring plan to reduce our operating costs We completed the restructuring by

December 31 2008 which included voluntary separation of employees We recorded pre-tax

restructuring charge of $171043 consisting of employee compensation and other benefit costs No cash

payments were made prior to December 31 2008 The restructuring charge is included in general and

administrative expenses in the statement of operations and accounts payable and accrued expenses in the

balance sheet

Continued



LEGEND EQUITIES CORPORATION

Notes to Financial Statements

December 31 2008

Income Taxes

The provision for income taxes for the year ended December 31 2008 consists of the following

Current income tax expense

Federal 59454

State and local 18515

77969

Deferred taxes 73079

Provision for incon taxes

expense 4890

The difference between the expected income tax expense computed at the U.S statutory income tax rate

and the Companys actual income tax expense is primarily due to state income tax expense and

nondeductible meals and entertainment expenses

The tax effect of temporary differences that give rise to significant portions of deferred tax liabilities and

deferred tax assets at December 31 2008 is as follows

Deferred tax assets

Nonvested stock 182996

Accrued expenses 68139

Additional pension liability 102206

Other 2955

Total gross
deferred tax assets 356296

Deferred tax liabilities

Benefit plans 19692
Prepaid expenses 66689
Federal liability on unrecognized state benefits 823

Total gross
deferred tax liabilities 87204

Net deferred tax assets 269092

valuation allowance for deferred tax assets was not necessary at December 31 2008

As disclosed in note the Company joins in filing certain consolidated federal and state income tax

returns with its parent WDR WDR has unrecognized tax benefits under FIN 48 that if settled would

result in the allocation of the FIN 48 liability to each subsidiary under an intercompany tax sharing

arrangement that includes the Company based on the taxable income generated by each subsidiary For

some tax positions if WDR realizes its unrecognized tax benefits due to future event the Company

would be reimbursed by WDR as the Companys portion of the tax uncertainty would reduce the WDR
consolidated FIN 48 liability including penalties and interest The Company had an asset recorded of

$3923 $3100 net of federal tax as of December 31 2008 for the reimbursement it would receive from

Continued



LEGEND EQUITIES CORPORATION

Notes to Financial Statements

December 31 2008

WDR based on settlement of the uncertainty through the intercompany tax sharing arrangement These

unrecognized tax liabilities would impact the Companys effective tax rate if recognized

The unrecognized tax benefits that are not expected to be settled within the next 12 months are included in

other liabilities in the accompanying balance sheet unrecognized tax liabilities that are expected to be

settled within the next 12 months are included in income taxes receivable

The Companys accounting policy with respect to interest and penalties related to tax uncertainties is to

classify these amounts as income taxes The total amount of penalties and interest net of federal liability

related to tax uncertainties recognized in the statement of income for the period ended December 31 2008

was benefit $2669 The total amount of accrued penalties and interest related to uncertain tax positions at

December 31 2008 of $2819 $2387 net of federal liability is included in the asset for total unrecognized

tax liabilities described below

The following table summarizes the Companys reconciliation of unrecognized tax benefits liabilities for

the year ended December 31 2008

Balance at January 2008 14139

Increases during the year

Gross increases tax positions in prior period 7534
Gross increases current-period tax positions 306

Decreases during the yeac

Decreases due to settlements with taxing authorities 7065
Decreases due to lapse of statute of limitations 338

Balance at December 31 2008 1104

The Company received notification in late 2008 of favorable outcome on tax position in which the

Company had previously considered partially uncertain and therefore had not previously recognized the

full tax benefit

In the ordinary course of business many transactions occur for which the ultimate tax outcome is

uncertain In addition respective tax authorities periodically audit the Companys income tax returns

These audits examine the Companys significant tax filing positions including the timing and amounts of

deductions and the allocation of income among tax jurisdictions The 2005 2006 and 2007 federal income

tax returns are the only open tax years that remain subject to potential future audit State income tax returns

for all years after 2004 and in certain states income tax returns after 2003 are subject to potential future

audit by tax authorities in the Companys major state tax jurisdictions

The Company is included in audits in three state jurisdictions in which it participated in the filing of

consolidated tax returns with WDR It is reasonably possible that audit settlement will occur in these

jurisdictions within the next 12-month period It is estimated that the Companys asset for unrecognized

tax uncertainties could increase by approximately $3935 to $6203 $2559 to $4058 net of federal

benefit upon settlement of these audits Such settlements are not anticipated to have significant impact

on reported income

10 Continued



LEGEND EQUITIES CORPORATION

Notes to Financial Statements

December 31 2008

Employee Savings Plan

The Company participates in WDRs 401k plan This plan provides for 100% Company match on the

first 3% of income and 50% on the next 2% of income not to exceed 4% of the employees eligible salary

The Companys matching contributions to the WDR 401k plan for the year ended December 31 2008

were $73413

Pension Plan

The Company participates in the WDR sponsored noncontributory retirement plan the Plan that covers

substantially all employees Benefits payable under the Plan are based on an employees years of service

and compensation during the final ten years of employment WDR allocates pension expense to the

Company for the Plan and such costs for 2008 were $91564

The total projected benefit obligation of the Plan is $98594101 of which $716872 relates to the

Company The total pension benefits liability representing the projected benefit obligations in excess of

pension plan assets recorded on the balance sheet of WDR at December 31 2008 was $20574265 of

which $101161 relates to the Company

Rental Expense and Lease Commitments

The Company leases its home office buildings and certain sales and other office space under long-term

operating leases Rent expense was $668742 for the year ended December 31 2008 Future minimum

rental commitments under noncancelable operating leases for the years ending December 31 are as

follows

2009 550827

2010 248762

2011 119508

2012 59754

978851

New leases are expected to be executed as existing leases expire Thus future minimum lease

commitments are not expected to be less than those in 2008

Contingencies

The Company is involved from time to time in various legal proceedings regulatory investigations and

claims incident to the normal conduct of business which may include proceedings that are specific to us

and others generally applicable to business practices within the industries in which we operate

substantial legal liability or significant regulatory action against us could have an adverse effect on our

business financial condition and on the results of operations in particular year

11 Continued



LEGEND EQUITIES CORPORATION

Notes to Financial Statements

December 31 2008

10 Concentrations

The Company has dealer agreements with several hundred broker-dealer firms During the year ended

December 31 2008 four firms one of which is an affiliate were responsible for approximately 30% 20%

17% and 12% of the Companys mutual fund sales

Of the Companys total revenue 25% is earned from transactions with Oppenheimer Funds 13% is earned

from transactions with American Funds 11% is earned from transactions with Waddell Reed Mutual

Funds and 9% is earned from transactions with Franklin Templeton Funds decline in the performance

of these mutual funds or the securities markets in general could have an adverse effect on the Companys

revenues

12



Schedule

LEGEND EQUITIES CORPORATION

Computation of Net Capital under Rule l5c3-1

December 31 2008

Computation of net capital

Total owners equity from balance sheet 3553321
Deduct total nonallowable assets 1405322

Net capital 2147999

Computation of aggregate indebtedness

Total liabilities from balance sheet 2576780

Aggregate indebtedness 2576780

Computation of basic net capital requirement

Minimum net capital 171785
Excess net capital 1976214
Ratio Aggregate indebtedness to net capital 1.20

Nonallowable assets and other deductions

Receivables and other current assets 1405322

Note reconciliation of the Companys net capital computation under Rule 15c3-1 is not necessary

pursuant to Rule 17a-5d4

See accompanying independent auditors report

13



Schedule

LEGEND EQUITIES CORPORATION

Computation for Determination of Reserve Requirements under Rule 15c3-3

of the Securities and Exchange Commission

Information Relating to the Possession or Control Requirements under Rule 15c3-3

of the Securities and Exchange Commission

December 31 2008

The Company is not required to file the above schedules as they are exempt from Rule 5c3-3 under the

provisions of Rule 15c3-3k2ii as all broker/dealer transactions are cleared on fully disclosed basis with

clearing broker or dealer In addition the Company promptly transmits all funds and delivers securities received

in connection with the Companys activities as broker or dealer and does not otherwise hold funds or securities

for or owe money or securities to customers

See accompanying independent auditors report

14
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KPMG LLP

Suite 1000

1000 Walnut Street

Kansas City MO 64106-2162

Independent Auditors Report on Internal

Control Required by SEC Rule 17a-5

The Board of Directors

Legend Equities Corporation

In planning and performing our audit of the financial statements and supplemental schedules of Legend

Equities Corporation the Company as of and for the year ended December 31 2008 in accordance with

auditing standards generally accepted in the United States of America we considered the Companys

internal control over financial reporting internal control as basis for designing our auditing procedures

for the purpose of expressing our opinion on the financial statements but not for the purpose of expressing

an opinion on the effectiveness of the Companys internal control Accordingly we do not express an

opinion on the effectiveness of the Companys internal control

Also as required by Rule 17a-5gl of the Securities and Exchange Commission SEC we have made

study of the practices and procedures followed by the Company including consideration of control

activities for safeguarding securities This study included tests of such practices and procedures that we

considered relevant to the objectives stated in Rule 17a-5g in making the periodic computations of

aggregate indebtedness and net capital under Rule 17a-3a1 and for determining compliance with the

exemptive provisions of Rule 15c-3-3 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

Making quarterly securities examinations counts verifications and comparison and

recordation of differences required by Rule 17a-13

Complying with requirements for prompt payment for securities under Section of Federal

Reserve Regulation 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 SECs 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

managements authorization and recorded properly to permit preparation of financial statements in

conformity with U.S generally accepted accounting principles Rule 17a-5g lists additional objectives of

the practices and procedures listed in the preceding paragraph

Kansas City Office

Celebrating

KPMG LL U.S hmited IiabIity partoership is the

member firm of KPMG International Swiss cooperative



Because of inherent limitations in internal control and 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

deficiency in internal control exists when the design or operation of the control does not allow

management or employees in the normal course of performing their assigned functions to prevent or

detect and correct misstatements on timely basis significant deficiency is deficiency or combination

of deficiencies in internal control that is less severe than material weakness yet important enough to

merit attention by those charged with governance

material weakness is deficiency or combination of deficiencies in internal control such that there is

reasonable possibility that material misstatement of the entitys financial statements will not be

prevented or detected and corrected on timely basis

Our consideration of internal control was for the limited purpose described in the first and second

paragraphs and would not necessarily identify all deficiencies in internal control that might be material

weaknesses We did not identify any deficiencies in internal control and 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 material inadequacy for such purposes

Based on this understanding and on our study we believe that the Companys practices and procedures as

described in the second paragraph of this report were adequate at December 31 2008 to meet the SECs

objectives

This report is intended solely for the use of the Board of Directors management the SEC and other

regulatory agencies that rely on Rule 17a-5g 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

LCP

Kansas City Missouri

February 25 2009
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