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OATH OR AFFIRMATION

John Larson
swear or affirm that to the best of

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

Richards Merrill Peterson Inc as

of December 31 20 09 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 Public

This report contains check all applicable boxes

Facing Page

Statement of Financial Condition

Statement of Income Loss
Statement ofXJl JOt JXX Cash Flows

l1 Statement of Changes in Stockholders Equity or Partners or Sole Proprietors Capital

l1 Statement of Changes in Liabilities Subordinated to Claims of Creditors

IXI 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 15c3-3

Reconciliation including appropriate explanation of the Computation of Net Capital Under Rule 15c3-3 and the

Computation for Determination of the Reserve Requirements Under Exhibit of Rule 5c3-3

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

consolidation

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

Independent Auditors Report on Internal Control

For conditions of confidential treatment of certain portions of this filing see section 240.1 7a-5e

President

Title
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INDEPENDENT AUDITORS REPORT

Stockholders and Board of Directors

Richards Merrill Peterson Inc

Spokane Washington

We have audited the accompanying statements of financial condition of Richards Merrill

Peterson Inc as of December 31 2009 and the related statements of income changes in

stockholders equity 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 Richards Merrill Peterson Inc.s management Our responsibility is to

express an opinion on these financial statements based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the United

States of America Those standards require that we plan and perform the audit to obtain

reasonable assurance about whether the financial statements are free of material misstatement

An audit includes 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 An audit also

includes assessing the accounting principles used and significant estimates made by

management as well as evaluating the overall financial statement presentation We believe that

our audit provides reasonable basis for our opinion

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

the financial position of Richards Merrill Peterson Inc as of December 31 2009 and the

results of its operations and its cash flows for the year then ended in conformity with accounting

principles generally accepted in the United States of America

Our audit was made for the purpose of forming an opinion on the basic financial statements

taken as whole The supplemental information presented on pages 10 through 12 contained in

Schedules II and III is presented for purposes of additional analysis and is not required part

of the basic financial statements but is supplementary information required by Rule 7a-5 under

the Securities Exchange Act of 1934 Such information has been subjected to the auditing

procedures applied in the audits 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

t44L.t
Spokane Washington

February 17 2010



RICHARDS MERRILL PETERSON INC
STATEMENT OF FINANCIAL CONDITION

ASSETS

December 31

2009

Cash 1070394

Cash segregated under federal regulations 29978

Receivable from customers 17174

Furniture and equipment at cost less accumulated

depreciation of $303583 23484

Prepaid expenses 32749

TOTAL ASSETS 1173779

LIABILITIES AND STOCKHOLDERS EQUITY

LIABILITIES

Payable to customers 1269

Accounts payable and accrued liabilities 19071

Dividend and interest payable 3518

Federal income tax payable 7329

Deferred income taxes net 3617

Total liabilities 34804

STOCKHOLDERS EQUITY

Common stock $1 par value 50000 shares authorized

1021 shares issued and outstanding 1021

Additional paid-in capital 120339

Accumulated retained earnings 1017615

Total stockholders equity 1138975

TOTAL LIABILITIES AND STOCKHOLDERS EQUITY 1173779

See accompanying notes



RICHARDS MERRILL PETERSON INC
STATEMENT OF INCOME

Year Ended

December 31

2009

REVENIJES

Commission income 1880835

Fee income 268989

Trading gains 2122

2151946

EXPENSES

Commissions 893999

Employee compensation 493860

Service provider charges 133046

Professional services 122575

Occupancy 93385

Sales expenses 76014

Communications 54586

Subscriptions 28847
Taxes other than income taxes 37354

Quotation services 50330

Regulatory fees 18745

Other operating expenses 88978

2091719

Income from operations 60227

OTHER INCOME

Interest and dividends earned 3219

Other 10420

13639

Income before income tax 73866

Income tax expense benefit

Current 19124

Deferred 2941

16183

NET INCOME 57683

See accompanying notes



RICHARDS MERRILL PETERSON INC
STATEMENT OF CHANGES IN STOCKHOLDERS EQUITY

Additional

Common Paid-In Retained

Stock Capital Earnings Total

Balance December 31 2008 1021 120339 999928 1121288

Net income 57683 57683

Dividends paid to shareholders 39996 39996

Balance December 31 2009 1021 120339 1017615 1138975

See accompanying notes



RICHARDS MERRILL PETERSON INC
STATEMENT OF CASH FLOWS

Year Ended

December 31

2009

CASH FLOWS FROM OPERATING ACTIVITIES

Net income 57683

Adjustments to reconcile net income to net cash

provided by operating activities

Cash segregated under federal regulations 79591

Depreciation 18705

Change in assets and liabilities

Receivable from customers 17174
Receivable from broker-dealer and clearing organizations 4578

Prepaid expenses 1303
Payable to customers 42329

Accounts payable and accrued liabilities 89875
Dividends and interest payable 2941
Federal income taxes receivable 968

Deferred federal income taxes net 1923

Net cash provided by operating activities 94484

CASH FLOWS FROM iNVESTING ACTIVITIES

Purchase of furniture and equipment 1771

Net cash used by investing activities 1771

CASHFLOWS FROM FINANCING ACTIVITIES

Dividends paid to shareholders 39996

Net cash used by investing activities 39996

NET CHANGE IN CASH 52717

Cash beginning of year 1017677

Cash end of year 1070394

SUPPLEMENTAL DISCLOSURE OF CASH FLOWS

INFORMATION

Cash paid during the year for income taxes 11795

See accompanying notes



RICHARDS MERRILL PETERSON INC
NOTES TO FINANCIAL STATEMENTS

Note Organization and Nature of Business

Richards Merrill Peterson Inc the Company is registered broker/dealer engaged primarily

in providing brokerage and investment advisory services to clients in Spokane Washington and

the surrounding area

The Company is incorporated in the state of Washington and is registered with the Securities and

Exchange Commission SEC The Company is also member of the Financial Industry

Regulatory Authority F1NRA

Note Significant Accounting Policies

Basis of accounting

Customers securities transactions are recorded on settlement-date basis generally three

business days after trade date for municipal corporate and equity securities and one business

day after trade date for U.S government securities Related commission income and expenses

are recorded on settlement date basis As of December 31 2009 and for the year then ended

the Companys fmancial condition and results of operations using the settlement date basis are

not materially different from recording transactions on trade date basis

Cash and cash equivalents

For the purposes of reporting cash flows cash and cash equivalents include deposits with

financial institutions in amounts that periodically exceed the federal insurance limit See Note

for additional details

Depreciation

Furniture and equipment are stated at cost less accumulated depreciation Depreciation is

computed by straight-line and accelerated methods over estimated useful lives of five to seven

years Depreciation expense for the year ended December 31 2009 was $18705

Paid time offi

Employees are entitled to paid vacation sick and personal days off depending on job

classification length of service and other factors These benefits do not carry over and must be

used by year end Accordingly no provision for such benefits is appropriate in the

accompanying financial statements

Accounting estimates

The preparation of financial statements in conformity with accounting principles generally

accepted in the United States of America requires management to make estimates and

assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent

assets and liabilities at the date of the financial statements and the reported amounts of revenues

and expenses during the reporting period Actual results could differ from those estimates

Commissions

Commissions and related clearing expenses are recorded on settlement date basis as securities

transactions occur



RICHARDS MERRILL PETERSON INC
NOTES TO FINANCIAL STATEMENTS

Note Significant Accounting Policies Continued

Investment advisory fees

Investment advisory fees are billed on quarterly basis at the beginning of each quarter

Income taxes

Income taxes are accounted for using an asset and liability approach that requires the recognition

of deferred tax assets and liabilities for the expected future tax consequences of temporary

differences between the financial statement and tax basis of assets and liabilities at the applicable

enacted tax rates valuation allowance is provided when it is more likely than not that some

portion or all of the deferred tax assets will not be realized The Company evaluates the

realizability of its deferred tax assets by assessing its valuation allowance and by adjusting the

amount of such allowance if necessary As of December 31 2009 the Company had no deferred

tax assets recorded

The Company adopted the provisions of Financial Accounting Standards Board FASB
Accounting Standards Codification ASC 740-10 Income Taices relating to accounting for

uncertain tax positions on January 2009 which had no financial statement impact to the

Company The Company recognizes the tax benefit from uncertain tax position only if it more

likely than not that the tax positions will be sustained on examination by the tax authorities

based on the technical merits of the position The tax benefit is measured based on the largest

benefit that has greater than 50% likelihood of being realized upon ultimate settlement See

Note 10 for additional details

Subsequent events

The Company has evaluated subsequent events through February 17 2010 and has recognized

the effects of those subsequent events if any as required by accounting principles generally

accepted in the United States of America

Note Net Capital Requirement

The Company is subject to the Securities and Exchange Commissions uniform net capital rule

Rule 15c3-1 which requires the maintenance of minimum net capital of $250000 The SEC
also requires the ratio of aggregate indebtedness to net capital shall not exceed 1500% 15 to

At December 31 2009 the Company had net capital of $1082742 which was $832742 in

excess of its total Rule l5c3-1 required net capital of $250000 The Companys ratio of

aggregate indebtedness to net capital was 0.029 to

The Company is also subject to the Depository Trust Company and the National Securities

Clearing Corporation $500000 capital requirement At December 31 2009 the Company

exceeded this requirement by $582742

Note Cash Segregated Under Federal Regulations

Under Rule 15c3-3 of the Securities and Exchange Commission cash of $29978 has been

segregated in special reserve bank account for the benefit of customers



RICHARDS MERRILL PETERSON INC
NOTES TO FINANCIAL STATEMENTS

Note Securities Owned

The Company did not own any securities at December 31 2009

Note Line of Credit

The Company has available 1000000 unsecured line of credit from bank Borrowings

bear interest at the banks prime rate which averaged 3.25% for 2009 however the minimum

rate on the line is 4.50% The agreement expires March 31 2010 No borrowings were

outstanding at December 31 2009

Note Defined Contribution 401k Plan

The Company sponsors defined contribution 401k plan that covers all employees who

regularly work 1000 hours or more per year Employees may contribute up to 100% of eligible

compensation up to federally mandated maximum Employer contributions are discretionary

with minimum contribution of 4% of participants compensation For the year ended

December 31 2009 the Company contributed $41623

Note Concentration of Credit Risk

The Company is engaged in various trading and brokerage activities in which counterparties

primarily include broker-dealers banks and other financial institutions In the event

counterparties do not fulfill their obligations the Company may be exposed to risk The risk of

default depends on the creditworthiness of the counterparty of issuer of the instrument It is the

Companys policy to review as necessary the credit standing of each counterparty

The amount on deposit with financial institutions fluctuates and frequently exceeds the insured

limit by the U.S Federal Deposit Insurance Corporation which potentially subjects the

Company to credit risk As of December 31 2009 the Company had approximately $768389 in

uninsured deposits held at corresponding financial institutions

Note Lease Agreement

The Company is leasing office space on month-to-month basis Monthly rental expense at year

end was $6366 Pursuant to the terms of noncancelable lease agreements in effect at

December 31 2009 pertaining to premises and equipment future minimum rent commitments

under various operating leases are as follows

Years Ended December 31

2010 2880

2011 480

TOTAL MINIMUM PAYMENTS REQUIRED 3360



RICHARDS MERRILL PETERSON INC
NOTES TO FINANCIAL STATEMENTS

Note 10 Income Taxes

Federal income tax was computed at statutory rates after giving effect to nondeductible items and

general business tax credits and contribution carryovers

The components of income tax expense consist of the following at December 31 2009

Current tax expense 19124

Deferred tax benefit 2941

INCOME TAX EXPENSE 16183

The deferred tax liability at December 31 2009 relates to differences between book and tax

depreciation The components of the net deferred income tax liability in the statement of

financial condition are as follows

Deferred tax liability

Depreciation 3617

The effective tax rate differs from the statutory federal rate at December 31 2009 presented as

follows

Federal income tax at statutory rates 25114

Effect of permanent differences 606
Effect of lower brackets 11648
Other 3323

INCOME TAX EXPENSE 16183

The Company files income tax returns in the U.S federal jurisdiction The Company is no

longer subject to tax examinations by U.S tax authorities for years before 2006 The Company

does not have any uncertain tax positions As of December 31 2009 there is no accrued interest

or penalties recorded in the financial statements
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RICHARDS MERRILL PETERSON INC
SCHEDULE COMPUTATION OF NET CAPITAL UNDER SEC RULE 15c3-1

December 31

2009

NET CAPITAL

Total stockholders equity 1138975

Deduct nonallowable assets 56233

NET CAPITAL 1082742

AGGREGATE INEBTEDNESS

Total liabilities 34804

Deduct deferred federal income tax 3617

TOTAL AGGREGATE INDEBTEDNESS 31187

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT
Net capital 1082742

Minimum net capital required 250000

CAPITAL IN EXCESS OF MiNIMUM REQUIREMENT 832742

RATIO OF AGGREGATE INDEBTEDNESS TO NET CAPITAL 2.88%

The computation of net capital pursuant to SEC Rule 15c3-1 as of December 31 2009 computed

by the Company in its Form X-17A-5 Part hA does not differ materially from the above

computation which is based on the audited financial statements

10



RICHARDS MERRILL PETERSON INC
SCHEDULE II- COMPUTATION OF RESERVE REQUIREMENTS UNDER
SEC RULE 15c3-3

CREDIT BALANCES

Free credit balances and other credit balances in customers security accounts 1269

Dividend and interest payable 3518

TOTAL CREDITS 4787

DEBIT BALANCES

Debit balances in customers cash accounts excluding unsecured accounts

and accounts doubtful of collection 17174

17174

RESERVE COMPUTATION
Excess of total debits over total credits 12387

Required deposit

NET AMOUNT IN RESERVE BANK ACCOUNT 29978

The computation of reserve requirements pursuant to SEC Rule 15c3-3 as of December 31 2009

computed by the Company in its Form X-17A-5 Part hA does not differ materially from the

above computation which is based on the audited financial statements

11



RICHARDS MERRILL PETERSON INC
SCHEDULE III INFORMATION RELATING TO THE POSSESSION OR

CONTROL REQUIREMENTS UNDER RULE 15c3-3

Customers fully paid securities and excess margin securities not in the respondents

possession or control as of the report date for which instructions to reduce to possession or

control had been issued as of the report date but for which the required action was not taken

by the respondent within the time frames specified under Rule 15c3-3

Amount None

Number of items None

Customers fully paid securities and excess margin securities for which instruction to reduce

to possession or control had not been issued as of the report date excluding items arising from

temporary lags which result from normal business operations as permitted under Rule 15c3-3

Amount None

Number of items None

12



CERTIFIED PUBLIC ACCOUNTANTS BUSINESS CONSULTANTS

INDEPENDENT AUDITORS REPORT ON INTERNAL CONTROL STRUCTURE

REQUIRED BY SEC RULE 18a-5

Stockholders and Board of Directors

Richards Merrill Peterson Inc

Spokane Washington

In planning and performing our audit of Richards Merrill Peterson Inc for the year ended

December 31 2009 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 Richards Merrill Peterson Inc.s 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-5g1 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

compliance with such practices and procedures that we considered relevant to the objectives

stated in rule 7a-5g in the following

Making the periodic computations of aggregate indebtedness or aggregate debits and net

capital under rule 17a-3a1 and the reserve required by rule 15c3-3e

Making the quarterly securities examinations counts verifications and comparisons and

the recordation of differences required by rule 7a- 13

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

Federal Reserve Regulation of the Board of Governors of the Federal Reserve System

and

Obtaining and maintaining physical possession or control of all fully paid and excess margin

securities of customers as required by Rule 15c3-3

13



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 the preparation of financial

statements in conformity with accounting principles generally accepted in the United States of

America Rule 7a-5g lists additional objectives of the practices and procedures listed in the

preceding paragraph

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 the effectiveness of their design and operation may deteriorate

control deficiency exists when the design or operation of control does not allow management
or employees in the normal course of performing their assigned functions to prevent or detect

misstatements on timely basis significant deficiency is control deficiency or combination

of control deficiencies that adversely affects the entitys ability to initiate authorize record

process or report fmancial data reliably in accordance with accounting principles generally

accepted in the United States of America such that there is more than remote likelihood that

misstatementof the entitys fmancial statements which is more than inconsequential will not be

prevented or detected by the entitys internal control

material weakness is significant deficiency or combination of significant deficiencies that

results in more than remote likelihood that material misstatement of the financial statements

will not be prevented or detected by the entitys internal control

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 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 the

Companys practices and procedures were adequate at December 31 2009 to meet the SECs

objectives

14
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This report is intended solely for the information and use of the Board of Directors management

the SEC Financial Industry Regulatory Authority and other regulatory agencies that rely on rule

7a-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

Spokane Washington

February 17 2010
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