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INDEPENDENT AUDITORS REPORT

The Board of Directors of

Smith Associates Inc

We have audited the accompanying statement of financial condition of Smith Associates Inc

as of April 30 2012 that you are filing pursuant to Rule 17a-5 under the Securities Exchange Act of

1934 This financial statement is the responsibility of the Companys management Our responsibility is

to express an opinion on this financial statement 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 statement of financial condition is 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 also includes examining on test basis evidence supporting the amounts and

disclosures in the statement of financial condition assessing the accounting principles used and

significant estimates made by management as well as evaluating the overall statement of financial

condition presentation We believe that our audit provides reasonable basis for our opinion

In our opinion the statement of financial condition referred to above presents fairly in all material

respects the financial position of Smith Associates Inc as of April 30 2012 in conformity

with accounting principles generally accepted in the United States of America

Greenwood Village Colorado

June 2012



SMITH ASSOCIATES INC

STATEMENT OF FINANCIAL CONDITION
APRIL 3O 2012

ASSETS

Cash and cash equivalents 1378590

Receivables

Commission receivable 79920

Other 7117

Deposit with clearing broker 52073

Furniture equipment and leasehold improvements at cost

net of accumulated depreciation of $391257 Note 47499

Prepaid assets and deposits 91782

1656981

LIABILITIES AND SHAREHOLDERS EOUITY

LIABILITIES

Due to clearing broker 24596

Accounts payable and accrued expenses 211084

TOTAL LIABILITIES 235680

COMMITMENTS AND CONTINGENCIES Notes and

SHAREHOLDERS EQUITY Note

Common stock series $0.25 par value voting

200000 shares authorized 58419 shares issued and outstanding 14605

Common stock series no par value nonvoting

1500000 shares authorized 525771 shares issued and outstanding

Additional paid-in capital 2839032

Deficit 1432336

TOTAL SHAREHOLDERS EQUITY 1421301

1656981

The accompanying notes are an integral part of this statement



SMITH ASSOCIATES INC

NOTES TO STATEMENT OF FINANCIAL CONDITION

NOTE ORGANIZATIONAND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Oranization and business

Smith Associates Inc the Company is registered as Fixed income inter dealer broker as

defined in subsection ii of Rule 15c-1a2 ii under the Securities Exchange Act of 1934 The Company

was incorporated in May 1985 under the laws of the state of Washington In December 2005 ADC
Investments LLC purchased all outstanding shares of the Company The Company has nine branch

offices and transacts business with broker-dealers and dealer-banks and institutions throughout the

United States

Securities fransactions

Fixed income transactions are recorded on trade-date basis Commission revenue and related expenses

are recorded on trade-date basis Dividend income is recorded ex-dividend date and interest income

and expense are recorded on the accrual basis

AJreement with clearing broker

The Company under Rule 15c3-3k1 is exempt from the reserve and possession or control

requirements of Rule 15c3-3 of the Securities and Exchange Commission The Company does not carry

or clear customer accounts The Company clears certain of its interdealer counterparty transactions

through clearing firm on fully disclosed basis

Furniture equipment and leasehold improvements

Office furniture equipment and leasehold improvements are carried at cost and depreciated over five to

seven years using the straight-line method Maintenance and repairs are expensed when incurred

Cash and cash equivalents

For purposes of cash flows the Company considers all highly liquid debt instruments purchased with

maturity of three months or less to be cash equivalents

Income taxes

The Company files its own separate tax return not consolidated with its parent The Company utilizes

the asset and liability method of accounting for income taxes as prescribed by Accounting Standards

Codification 740 Income Taxes ASC 740 Under this method deferred tax assets and liabilities

are recognized for the future tax consequences attributable to differences between the financial

statement carrying amounts of existing assets and liabilities and their respective tax bases Deferred tax

assets and liabilities are measured using enacted tax rates expected to apply in the years in which these

temporary differences are expected to be recovered or settled Changes in tax rates are recognized in

income in the period that includes the enactment date



SMITH ASSOCIATES INC

NOTES TO STATEMENT OF FINANCIAL CONDITION

continued

NOTE 1- ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

concluded

Income taxes concluded

The Company is required to determine whether tax position is more likely than not to be sustained

upon examination by the applicable taxing authority including resolution of any tax related appeals or

litigation processes based on the technical merits of the position The Company files an income tax

return in the U.S federal jurisdiction and may file income tax returns in various U.S states The

Company is not subject to income tax return examinations by major taxing authorities for years before

2008 The tax benefit recognized is measured as the largest amount of benefit that has greater than

fifty percent likelihood of being realized upon ultimate settlement De-recognition of tax benefit

previously recognized results in the Company recording tax liability that reduces net assets However

the Companys conclusions regarding this policy may be subject to review and adjustment at later date

based on factors including but not limited to on-going analyses of and changes to tax laws regulations

and interpretations thereof The Company recognizes interest accrued related to unrecognized tax

benefits and penalties related to unrecognized tax benefits in income taxes payable if assessed No

interest expense or penalties have been recognized as of and for the year ended April 30 2012

Use of 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

NOTE 2- FURNITURE EQUIPMENT AND LEASEHOLD IMPROVEMENTS

Furniture equipment and leasehold improvements at April 30 2012 consist of the following

Data processing equipment 302620

Office equipment 28100

Office furniture 51221

Telephone equipment 16070

Leasehold improvements 40745

438756

Less accumulated depreciation and amortization 391257

47499



SMITH ASSOCIATES INC

NOTES TO STATEMENT OF FINANCIAL CONDITION

continued

NOTE 3- INCOME TAXES

For the year ended April 30 2012 the Company carried forward approximately $800000 of net

operating loss The Company has approximately $1300000 of remaining net operating losses expiring

through 2028 which may be used to offset future taxable income Deferred income taxes reflect the net

tax effects of temporary differences between the carrying amounts of assets and liabilities for financial

reporting purposes and the amounts used for income tax purposes

The Company has approximately $450000 in deferred tax benefit relating to these net operating loss

carry forwards but realization of this benefit is uncertain at the present time and accordingly valuation

allowance in the same amount has been recorded

Significant components of the Companys deferred tax liabilities and assets as of April 30 2012 are as

follows

Deferred tax liabilities

Deferred tax asset

Net operating loss 450000

Valuation allowance for deferred tax asset 450000

The valuation allowance for the deferred tax asset was increased by $282000 during the year ended

April 30 2012

NOTE 4- LEASE OBLIGATIONS

The Company leases office space under non-cancelable operating leases expiring through 2012 At

April 30 2012 aggregate minimum future rental commitments under these leases with initial or

remaining terms in excess of one year are as follows

Year ending

April 30 Amount

2013 163809

2014 137665

2015 140592

2016 135682

2017 62502

640250

Total rental expense of $253431 including the non-cancelable leases referred to above was charged to

operations during the year ended April 30 2012



SMITH ASSOCIATES INC

NOTES TO STATEMENT OF FINANCIAL CONDITION

concluded

NOTE 5- NET CAPITAL REQUIREMENTS

Pursuant to the net capital provisions of Rule 15c3-1 of the Securities Exchange Act of 1934 the

Company is required to maintain minimum net capital as defined under such provisions At April 30
2012 the Company had net capital and net capital requirements of $1274903 and $100000
respectively The Companys net capital ratio aggregate indebtedness to net capital was 0.18 to

According to Rule 15c3-1 the Companys net capital ratio shall not exceed 15 to

NOTE 6- 401K PLAN

The Company maintains voluntary defined contribution retirement plan qualified under Section

401k of the Internal Revenue Code that is available to all eligible employees The Company does not

currently match employees contributions to the plan but does pay all administrative fees for the plan

NOTE 7- FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK
CONTINGENCIES AND UNCERTAINTIES

In the normal course of business the Company is involved in activities related to securities transactions

with broker-dealers and dealer-banks and other institutions These activities may expose the Company
to off-balance sheet risk In the event the counterparty fails to satisfy its obligations the Company may
be required to purchase or sell financial instruments at prevailing market prices in order to fulfill the

counterpartys obligations

The Companys financial instruments including cash commission receivable other receivable deposit

with clearing broker prepaid assets and deposits due to clearing broker and accounts payable and

accrued expenses are carried at amounts that approximate fair value due to the short-term nature of those

instruments

The Company has deposit and receivables from its clearing broker as shown on the accompanying

statement of fmancial condition These amounts are subject to loss should the clearing organization

cease business

NOTE 8- SUBSEQUENT EVENTS

The Company has performed an evaluation of subsequent events through the date the financial

statements were issued The evaluation did not result in any subsequent events that required disclosures

and/or adjustments


