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INDEPENDENT AUDITORS REPORT

To the Board of Directors and Stockholder of

The Strategic Financial Alliance Inc

We have audited the accompanying statement of financial condition of The Strategic

Financial Alliance Inc the Company as of December 31 2011 and the related statements

of operations 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 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 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 also 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 The Strategic Financial Alliance Inc as of

December 31 2011 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 StatesJc
Certified Public Accountants

February 17 2012



The Strategic Financial Alliance Inc

Statement of Financial Condition

December 31 2011

Assets

Cash

Certificate of deposit

Deposits with clearing organization

Commissions receivable

Other receivables

Due from affiliates

Prepaid expenses

Property and equipment at cost less accumulated

depreciation of $252623

Total assets

Liabilities and Stockholders Equity

Liabilities

Short-term notes payable

Commissions payable

Due to affiliates

Capital lease obligation

Accounts payable and accrued expenses

Total liabilities

Commitments and contingencies

Stockholders equity

Common stock $0.01 par value 5000000 shares authorized

15650 shares issued and outstanding

Additional paid-in capital

Retained earnings

Total stockholders equity

2547385

256129

100000

974629

65885

31011

331925

96269

4403233

220706

1581291

126309

15253

640465

2584024

157

562867

1256185

1819209

4403233

See accompanying notes to financial statements



The Strategic Financial Alliance Inc

Income Statement

For the Year Ended December 31 2011

Revenue

Commissions and fees

Other income

Interest income

21282536

2470796

52

23753384

Expenses

Commissions

General and administrative

Income before income taxes

Provision for income taxes

Net income

1010141

395050

19490521

3252722

22743243

615091

See accompanying notes to financial statements



The Strategic Financial Alliance Inc

Statement of Stockholders Equity

For the Year Ended December 31 2011

Additional Total

Common Stock Paid-in Retained Stockholders

Shares Amount Capital Earnings Equity

Balance at January 12011 15650 157 562867 641094 1204118

Net income 615091 615091

Balance at December 31 2011 15650 157 562867 1256185 1819209

See accompanying notes to financial statements



The Strategic Financial Alliance Inc

Statement of Cash Flows

For the Year Ended December 31 2011

Cash flows from operating activities

Net income 615091

Adjustments to reconcile net income to net cash

provided by operating activities

Depreciation 51 590

Changes in assets and liabilities

Commissions receivable 309509
Other receivables 68823

Due to affiliates 52864

Prepaid expenses 136202
Commissions payable 581392

Accounts payable and accrued expenses 366146

Net cash provided by operating activities 11 84467

Cash flows from investing activity

Purchases of property and equipment 45446

Net cash used in investing activities 45446

Cash flows from financing activities

Change in due to Parent 75406

Payments under capital lease 10836

Borrowings under short-term notes payable 283201

Repayments of short-term notes payable 214233

Net cash provided by financing activities 133538

Net increase in cash 1272559

Cash at beginning of period 1274826

Cash at end of period 2547385

Supplemental Disclosure of Cash Flow Information

Cash paid during the period for interest 5978

Cash paid to the Parent during the period for income taxes

See accompanying notes to financial statements



The Strategic Financial Alliance Inc

Notes to Financial Statements

December 31 2011

Note Nature of Operations and Summary of Significant Accounting Policies

Formation of Company

The Strategic Financial Alliance Inc the Company was formed in 2003 and conducts business as

securities broker-dealer and registered investment adviser The Company is registered with the Securities

and Exchange Commission SEC and is member of the Financial Industry Regulatory Authority FINRA
The Company is wholly owned subsidiary of SFA Holdings Inc the Parent The Company is

incorporated under the laws of the state of Georgia is privately held and is headquartered in Atlanta

Georgia

Description of the Business

The Company through network of registered representatives sells various securities to customers including

stocks bonds direct participation programs through private placements interests in limited partnerships

limited liability companies real estate investment trusts business development companies and variable

annuities on fully disclosed basis All of the Companys trades are cleared through an unrelated clearing

broker The Companys independent registered representatives are licensed throughout the United States and

operate under the jurisdiction of local offices of supervisory jurisdiction

Use of Estimates in Financial Statements

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

Revenue Recognition

Commission revenues and related clearing expenses are recorded on trade-date basis as securities

transactions occur Direct participation program real estate investment trust and business development

company commission revenues and the related commission expenses are recorded when the underlying

investment is accepted by the product sponsor

Cash

Cash includes interest and non-interest bearing deposits in banks At times cash balances may exceed federally

insured amounts The Company believes it mitigates risks by depositing cash and periodically investing in cash

equivalents with stable financial institutions

Deposits with Clearing Organization

Deposits are held by the clearing broker as condition of the Companys Fully Disclosed Clearing Agreement



Property and Equipment

Equipment is recorded at cost Improvements are capitalized and maintenance and repairs are expensed

Depreciation is provided using the straight-line method over the estimated useful lives of the individual assets

as follows office and computer equipment three years computer software three years and furniture and

fixtures seven years

Income Taxes

The Company is corporation for federal and state income tax purposes and is included in the consolidated

return of the Parent Federal and state income taxes are calculated as if the companies filed on separate return

basis and the amount of current tax or benefit is transferred to or received from the Parent Accordingly at the

Parent company deferred income taxes are provided for temporary differences between the financial reporting

bases and the tax bases of the Companys assets and liabilities

Subsequent Events

Management evaluates events occurring subsequent to the date of the financial statements in determining the

accounting for and disclosure of transactions and events that affect the financial statements Subsequent events

have been evaluated through the date of issuance

Note Related Party Transactions

The Company pays to the Parent any salaries and benefits for Parent personnel acting on behalf of the Company

and for estimated income taxes incurred by the Company Total amounts owed by the Company to the Parent at

December 31 2011 were $126309 and expenses incurred by the Company totaled $2230749 during 2011

The Parent has bonus pooi agreement in place at December 31 2011 The bonus is calculated based on the

consolidated income of the Parent and is equal to 25% of the first $2 million in earnings before taxes depreciation

amortization and stock-based compensation EBTDA plus 15% of the second $2 million of EBTDA plus 10% of

any excess above $4 million in EBTDA At December 31 2011 the Companys portion of the bonus pool

allocated to it by the Parent included in the $2230749 above was $354000

The Parent has stock option plan under which employees of the Parent and registered representatives of the

Company may receive options to purchase shares of the Parents stock The expense of these options is booked by

the Company During 2011 options to purchase 45800 shares of stock were issued to employees of the Parent

and registered representatives of the Company The aggregate fair value of these options was not significant

These options remain outstanding as of December 31 2011

The Company pays commissions to its registered representatives on behalf of an affiliated company SFA

Insurance Services Inc SFAI Additionally the Company charged SFAI an administrative fee during 2011 of

$16503 As of December 2011 the amount due from SFA Insurance Services Inc was $3 1011



Note Property and Equipment

summary of
property

and equipment at December 31 2011 follows

Office and computer equipment $153080

Furniture and fixtures 69735

Computer software 126.077

348892

Less accumulated depreciation 252623

96269

Depreciation expense associated with property and equipment was $51590 in 2011

During 2010 the Company entered into capital lease agreement for $29970 of computer equipment and $3528

of computer software The capital lease has term of 36 months with monthly payments of $1090 including

interest at 10.58% Future payments under the capital lease are as follows

Year Amount

2012 $13080

2013 3270

16350

Less Amount representing interest 1097

Total $15253

For assets under capital lease amortization expense for 2011 was $11166 which is included in depreciation

expense and accumulated amortization as of December 31 2011 was $19541

Note Short-Term Note Payable

The short-term note payable for insurance premiumsat December 31 2011 is summarized as follows

October 2011 original principal balance $283201 term note

interest at 2.4% nine monthly installments of principal and

interest of $31782 matures July 2012 unsecured $220106



Note Income Taxes

Provision for federal and state income taxes consists of the following

Current

Federal $335400

State 59650

Total $395.050

The income tax expense for 2011 differs from the amount determined by applying the U.S statutory federal

income tax rate to income before income taxes primarily as result of state income taxes and permanent

differences including meals and entertainment expenses

The Company accounts for income taxes under the provisions of FASB Accounting Standards Codification

ASC 740 Income Taxes ASC 740 defines criterion that an individual tax position must meet for any part of

the benefit of that position to be recognized in an enterprises financial statements This requires the Company

to review all tax positions and apply more-likely-than-not recognition threshold tax position that meets the

more-likely-than-not recognition threshold is initially and subsequently measured as the largest amount of tax

benefit that is greater than 50 percent likely of being realized upon ultimate settlement with taxing authority

that has full knowledge of all relevant information Subsequent recognition de-recognition and measurement is

based on managements best judgment given the facts circumstances and information available at the reporting

date

As of December 31 2011 the Company had no unrecognized tax benefits The Company is no longer subject to

U.S federal income or state tax return examinations by tax authorities for tax years before 2008 The Company

will recognize accrued interest and penalties related to unrecognized tax benefits in income tax expense when

and if incurred The Company had no interest or penalties
related to unrecognized tax benefits accrued as of

December 31 2011 The Company does not anticipate that the amount of the unrecognized benefit will

significantly increase or decrease within the next 12 months

Note Commitments

The Company leases office space At December 31 2011 aggregate
minimum rent commitments under operating

leases with initial terms of one year or more consisted of the following

Year Amount

2012 $101611

2013 104268

2014 106260

Total $312.139

The leases contain provisions for increases in rent resulting from an escalation in building operating expenses

above the base year Rental expense amounted to $147651 for 2011



Note Net Capital Requirements

The Company is subject to the SEC Uniform Net Capital Rule SEC 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 not exceed 15 to At December 31 2011 the Company had net capital of $1225652 which

was $1053384 in excess of its required net capital



Supplemental Information
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INDEPENDENT AUDITORS REPORT ON SUPPLEMENTARY INFORMATION

To the Board of Directors and Stockholder of

The Strategic Financial Alliance Inc

We have audited the financial statements of The Strategic Financial Alliance Inc as of and

for the year ended December 31 2011 and have issued our report thereon dated

February 17 2012 which contained an unqualified opinion on those financial statements

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

whole The computation of net capital reconciliation of stockholders equity

reconciliation of net capital computation of aggregate indebtedness and computation for

determination of reserve requirements at December 31 2011 are presented for purposes of

additional analysis and are not required part of the financial statements but is

supplementary information required by Rule 7a-5 under the Securities Exchange Act of

1934 Such information is the responsibility of management and was derived from and

relates directly to the underlying accounting and other records used to prepare the financial

statements The information has been subjected to the auditing procedures applied in the

audit of the financial statements and certain additional procedures including comparing and

reconciling such information directly to the underlying accounting and other records used to

prepare the financial statements or to the financial statements themselves and other

additional procedures in accordance with auditing standards generally accepted in the United

States In our opinion the information is fairly stated in all material respects in relation to

the financial statements as whole

Certified Public Accountants

February 17 2012



The Strategic Financial Alliance Inc

Computation of Net Capital Under Rule 15c3-1

of the Securities and Exchange Commission

December 31 2011

Total stockholders equity

Deduct amounts not allowable for net capital

Commissions receivable

Property and equipment

Prepaid expenses

Total stockholders equity qualified for net capital

Deduction

Other

1819209

145363

96269

331925

1245652

20000

Net capital 1225652

Minimum net capital 25000

Minimum net capital based on aggregate indebtedness 172268

Excess net capital 1053384

Note There were no material differences between the calculation of net capital per Part hA of the Focus

Report as of December 201 and the calculation of net capital per the audited financial statements

as of December 312011 of The Strategic Financial Alliance Inc

See independent auditor report on supplementary information



The Strategic Financial Alliance Inc

Exemption From Rule 15c3-3 of the Securities and Exchange Commission

December 31 2011

Exemption from Rule 5c3-3 is claimed under Reg Section 240.1 5c3-3k2

See independent auditors report and accompanying notes to financial statements
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Independent Auditors Report on Internal Control 404 898 2000

tax 404.898.2010

Required by SEC Rule 7a5 www windharnhrannon corn

To the Board of Directors and Stockholder of

The Strategic Financial Alliance Inc

In planning and performing our audit of the financial statements of The Strategic Financial Alliance Inc

the Company for the year ended December 2011 in accordance with auditing standards generally

accepted in the United States we considered the Companys internal control over financial reporting 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 7a-5g of the Securities and Exchange Commission SEC we have made

study of the practices and procedures followed by the Company This study included tests of such practices

and procedures that we considered relevant to the objectives stated in Rule 7a-5g in making the periodic

computations of aggregate indebtedness or aggregate debits and net capital under Rule 17a-3a1 and for

determining compliance with the exemptive provisions of Rule 15c3-3 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 comparisons

Recordation of differences required by Rule 17a-13

Complying with the requirements for prompt payment for securities under 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 the preparation of financial statements in accordance with

accounting principles generally accepted in the United States Rule 17a-5g lists additional objectives of the

practices and procedures listed above

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



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 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 Companys 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 identif 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 and 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 were

adequate at December 31 2011 to meet the SECs objectives

This report is intended solely for the use of the Company management the SEC and other regulatory

agencies that rely on Rule 17a-5g under the Securities and 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

iC

February 17 2012
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INDEPENDENT ACCOUNTANTS REPORT
ON APPLYING AGREED-UPON PROCEDURES

To the Board of Directors and Stockholder of

The Strategic Financial Alliance Inc

In accordance with Rule 7a-5e4 under the Securities Exchange Act of 1934 we have

performed the procedures enumerated below with respect to the accompanying Transitional

Assessment Reconciliation Form SIPC-7T to the Securities Investor Protection Corporation

SIPC for year ended December 31 2011 which were agreed to by The Strategic Financial

Alliance Inc the Company and the Securities and Exchange Commission Financial

Industry Regulatory Authority Inc and SIPC solely to assist you and the other specified

parties in evaluating the Companys compliance with the applicable instructions of the

Transitional Assessment Reconciliation Form SIPC-7T The Companys management is

responsible for the Companys compliance with those requirements This agreed-upon

procedures engagement was conducted in accordance with attestation standards established

by the American Institute of Certified Public Accountants The sufficiency of these

procedures is solely the responsibility of those parties specified in this report Consequently

we make no representation regarding the sufficiency of the procedures described below either

for the purpose for which this report has been requested or for any other purpose The

procedures we performed and our findings are as follows

Compared the listed assessment payments in Form SIPC-7T attached with

respective cash disbursement records noting no differences

Compared the Total Revenue amounts of the audited Form X-17A-5 for the year

ended December 31 2011 as applicable with the amounts reported in Form SIPC-7T

for the year ended December 31 2011 noting no differences

Compared any adjustments reported in Form SIPC-7T with supporting schedules and

working papers There were no adjustments reported in Form SIPC-7T and

Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7T and in

the related schedules and working papers noting no differences

We were not engaged to and did not conduct an examination the objective of which would

be the expression of an opinion on compliance Accordingly we do not express such an

opinion Had we performed additional procedures other matters might have come to our

attention that would have been reported to you



This report is intended solely for the information and use of the specified parties listed above

and is not intended to be and should not be used by anyone other than these specified parties

2c

February 17 2012
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