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OATH OR AFFIRMATION

1, Kelly T Ullom , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Sunset Financial Services, Inc , as
of February 21 ,2013 . are true and correct. I 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 a customer, except as follows:

[t

Sj‘{gnature

Interim Executive Officer

/ Title
. ] et L L%Z% JANET L. TATE
ﬂ Notary Public Ngt_f_grgUbﬁC-Notary Seal
This report ** contains (check all applicable boxes): Jacksoof’! "\élosusngJRl
4 (a) Facing Page. My Commission Expires Jan. 24, 2015
(b) Statement of Financial Condition. Commission # 10468889

(c) Statement of Income (Loss).
v (d) Statement of Changes in Financial Condition.
lZf (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors” Capital.
O (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
& (g) Computation of Net Capital.
M (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
E4 (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.
O () A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.
O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
" consolidation.
& (1) An Oath or Affirmation.
& (m) A copy of the SIPC Supplemental Report.
O (n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.
< (0) Internal Auditor's Report of Internal Control Structure
**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).



SUNSET FINANCIAL SERVICES, INC.
STATEMENT OF FINANCIAL CONDITION
December 31, 2012

(amounts in thousands, except share data)

ASSETS
Fixed maturity trading securities, at fair value
(amortized cost: $318) $ 326
Cash and cash equivalents 1,169
Accounts receivable
(net of allowance: $1) 638
Interest receivable 1
Income tax receivable 49
Deferred tax asset 417
Total assets $ 2,620
LIABILITIES
Commissions payable $ 855
Due to affiliated entities 2¢8
FINRA & administrative fees payable 160
Other liabilities 96
Total liabilities 1,409
STOCKHOLDER'S EQUITY
Common stock, par value $10 per share; authorized, 50,000
shares; issued and outstanding, 5,000 shares 50
Additional paid in capital 3,3C0
Retained deficit (2,129)
Total stockholder’s equity 1,221
Total liabilities and stockholder's equity $ 2,630

See accompanying Notes to Financial Statements.



SUNSET FINANCIAL SERVICES, INC.
STATEMENT OF OPERATIONS
Year Ended December 31, 2012

REVENUES
Commissions:
Unaffiliated
Affiliated
Investment income, net
Interest income
Realized gains, net
Total revenues

EXPENSES
Commission fees
Administrative fees
Legal expenses
Operating expenses

Loss before income tax benefit

Income tax benefit

NET LOSS

See accompanying Notes to Financial Statements.

(amounts in thousands)

16,038
2,621
12

18,680

16,689
1,850
974
41

19,554

874

(306)

(568)



SUNSET FINANCIAL SERVICES, INC.
STATEMENT OF STOCKHOLDER'S EQUITY
Year Ended December 31, 2012

(amounts in thousands)

COMMON STOCK, beginning and end of year $ 20

ADDITIONAL PAID IN CAPITAL

Beginning of year 2,800

Capital contribution 500
End of year 3,300

RETAINED DEFICIT

Beginning of year (1,5€1)

Net loss (5¢8)
End of year (2,129)

STOCKHOLDER'S EQUITY $ 1,221

See accompanying Notes to Financial Statements.



SUNSET FINANCIAL SERVICES, INC.
STATEMENT OF CASH FLOWS

Year Ended December 31, 2012

(amounts in thousands)

OPERATING ACTIVITIES

Net loss

Adjustments to reconcile net loss to net cash

used in operating activities:
Sale of fixed maturity securities
Accounts receivable
Interest receivable
Note receivable
Income tax receivable/payable
Deferred taxes
Commissions payable
Realized gain on fixed maturity securities
Due to affiliated entities
FINRA & administrative fees payable
Legal settlement
Other liabilities
Net cash used in operating activities

FINANCING ACTIVITIES

Capital contribution

Decrease in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

See accompanying Notes to Financial Statements.

(568)

348

86

1

157
@7
("8
(149)
5)

67

23
@13)

(567)

500

(67)

1,266

1,199



Sunset Financial Services, Inc.

Notes to Financial Statements
(amounts in thousands)

1. Nature of Operations and Significant Accounting Policies

Business

Sunset Financial Services, Inc. (the Company) is a full-service brokerage firm offering a wide range of financial
products. The Company is a wholly-owned subsidiary of Kansas City Life Insurance Company (Kansas City Life).
The Company is registered as a broker/dealer with the Securities and Exchange Commission (SEC) and is a member
of the Financial Industry Regulatory Authority (FINRA). The sales force of the Company consists primarily of
agents of Kansas City Life. Revenue is primarily generated from the sale of variable life and anauity proprietary
and non-proprietary products, as well as other fee based products.

Basis of Presentation
The accompanying financial statements have been prepared on the basis of accounting principles generally accepted
in the United States of America (GAAP).

Use of Estimates

The preparation of financial statements 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 reported period. Actaal results could
differ from such estimates.

Cash and Cash Equivalents
The Company considers all highly liquid instruments purchased with original maturity of three months or less when
purchased to be cash equivalents.

Securities Transactions
Customers’ securities and commodities transactions cleared through National Financial Services (NFS), a clearing
broker, are reported on a trade date basis along with the related commission income and expenses.

Amounts receivable and payable for securities transactions that have not reached their contractual settlement date
are recorded on the statement of financial condition.

Investments - Fixed Maturity Trading Securities

Fixed maturity trading securities are reported at fair value as a trading portfolio. The Company receives fair values
from an independent third party pricing service (note 4). Changes in fair value were recorded in realized gains and
losses.

Revenue Recognition
Commissions are recorded on a trade date basis as securities transactions occur.

Investment Advisory Services Revenue
Included in total revenues is income received from investment advisory services. During 2012, the Company
recorded $2,842 in investment advisory services revenue.

Income Taxes

The Company files a consolidated federal tax return with other insurance and non-insurance affiliates of Kansas City
Life. Deferred tax assets and liabilities are recognized for future tax consequences attributable to differences
between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases.
Gross deferred tax assets and liabilities are measured using enacted tax rates. Income taxes receivable are deducted
in computing net capital in accordance with Rule 15¢3-1(c)(2)(iv)(C)/02.

Agreement with Clearing Broker

The Company acts as an introducing broker/dealer and clears all general securities transactioas with and for
customers on a fully disclosed basis with NFS. The Company is exempt from Rule 15c3-3 of the SEC under
paragraph (k)(2)(ii) of that Rule. All customer funds and securities are received by the clearing broker, which
carries the customer accounts and maintains the records of customer transactions pursuant to the requirements of
Rules 17a-3 and 17a-4 of the Securities Exchange Act of 1934. For these services, the Company will pay clearing



Sunset Financial Services, Inc.

Notes to Financial Statements
(amounts in thousands)

charges as set forth in the agreement between the Company and the clearing broker. The Company is contingently
liable to the clearing broker for any losses incurred that may result from the clearing of customer transactions for the
Company.

As of December 31, 2012, the Company had a receivable of $17 and a payable of $57 with the clearing broker.

New Accounting Pronouncements
New accounting standards and updates of existing standards issued during 2012 did not relate to accounting policies
and procedures pertinent to the Company at this time.

Other Regulatory Activity

The Dodd-Frank Wall Street Reform and Consumer Protection Act (the Act) was passed in July of 2010. This Act
focuses on financial reform, specifically changes to derivatives regulation, regulatory framework for executive pay,
corporate governance, investor protection, clawback provisions, mortgage reform, and numerous other issues. The
Company will continue to assess the information contained in this Bill as additional guidance becomes available and
as additional implications are clarified. The Company expects that additional disclosures will beccme required and
additional costs may be associated with this Act as these changes are promulgated.

2. Going Concern

The Company is currently a defendant in a number of lawsuits and a regulatory examination related to the sale of its
products. It is not possible to predict the ultimate outcome of these pending legal proceedings or to reasonably
estimate the ranges of potential losses related thereto.

These uncertainties raise substantial doubt about the Company’s ability to continue as a going conczm. If as a result
of losses from litigation the Company was to fail to meet regulatory net capital requirements, it would be required to
raise additional capital to continue operations. Although the Company’s parent may assist from time to time with
funding for the Company, there can be no assurance that the Company will be successful in obtaining additional
capital. The accompanying financial statements do not contain any adjustments that might be necessary as a result of
this uncertainty. Please see note 8, Contingencies, for additional information.

3. Investments

Investment Income

The following table provides investment income by major category. As the Company manages a trading portfolio,
gains and losses resulting from fluctuations in the fair value are realized as they are incurred. Realized gains and
losses on the sale of investments are determined on the basis of the specific identification method. Recognized from
the sale of investments in 2012 are gross proceeds of $348 and net realized losses of $3.

2012
Investment Income $ 12
Realized gains and losses attributable to:
Change in fair value of securities 8
Sales of securities 3)
Total investment income $ 17



Sunset Financial Services, Inc.

Notes to Financial Statements
(amounts in thousands)

Contractual Maturities

The following table provides the distribution of maturities for fixed maturity investment securities as of December
31, 2012. Expected maturities may differ from these contractual maturities since borrowers may have the right to
call or prepay obligations.

Fair Value
Due after one year through five years $ 326
Total $ 326

4. Fair Value Measurements

Fair Values Hierarchy
The Company groups its financial assets and liabilities measured at fair value in three levels, based on the inputs and
assumptions used to determine the fair value. These levels are as follows:

Level 1 - Valuations are based upon quoted prices for identical instruments traded in active markets.

Level 2 - Valuations are based upon quoted prices for similar instruments in active markets, quoted prices for
identical or similar instruments in markets that are not active, and model-based valuation techniques for which all
significant assumptions are observable in the market.

Level 3 - Valuations are generated from techniques that use significant assumptions not observable in the market.
These unobservable assumptions reflect the Company’s assumptions that market participants would use in pricing
the asset or liability.

Determination of Fair Value

The carrying amount of cash and cash equivalent investments as reported approximates their fair values. The fair
values for fixed maturity securities are based on quoted market prices, where available. The Company reviews
prices received from service providers for unusual fluctuations but generally accepts the price identified from the
primary pricing service without adjustment. However, if the primary pricing service does not provide a price, the
Company utilizes a second pricing service if a price is available. In the event a price is not available from either
third-party pricing service, the Company pursues external pricing from independent brokers.

The Company performs an analysis on the prices received from third-party security pricing services and independent
brokers to ensure that the prices represent a reasonable estimate of the fair value. The Company corroborates and
validates the primary pricing sources through a variety of procedures that include but are not limited to comparison
to additional independent third-party pricing services or brokers, where possible, a review of third-party pricing
service methodologies, back testing and comparison of prices to actual trades for specific securities where
observable data exists. In addition, the Company analyzes the third-party pricing services’ methodologies and
related inputs and also evaluates the various types of securities in its investment portfolio to determine an
appropriate fair value hierarchy.



Sunset Financial Services, Inc.

Notes to Financial Statements
(amounts in thousands)

The following table presents assets and liabilities that are measured at fair value on a recurring basis at December
31,2012:

Quoted Prices Significant
in Active Other Significant
Markets for Observable Unobservable
Identical Assets Inputs Inputs
Total (Level 1) (Level 2) (Level 3)
Fixed maturity securities -
U.S. Agency Bonds $ 326 $ - $ 326§ -

There were no transfers between levels 1, 2, or 3 in 2012,

5. Federal Income Taxes

The components of income tax benefit on operations are as follows:

2012
Current income tax benefit $ (229
Deferred income tax benefit (78)
Total income tax benefit $ (306

Total income tax benefit on income from operations is equal to the statutory rate of 35% of income before income
tax expense.

Differences between the tax basis of assets and liabilities and their reported amounts in the financial statements that
will result in taxable or deductible amounts in future years are called temporary differences. The tax effects of
temporary differences that give rise to the deferred tax assets and deferred tax liabilities are oresented in the
following table:

2012

Deferred tax assets:

Accrued expenses $ 2

Net operating loss carryforward 418

Gross and net deferred tax assets 420

Deferred tax liabilities:

Net unrealized gains of securities 3)
Net deferred tax assets $ 417

A valuation allowance is established for deferred tax assets that the Company does not believe a future tax benefit
will be realized using a more likely than not standard. The Company did not record a valuation allowance in 2012
as management believes the Company will more likely than not realize the benefit of its deferred tax asset.

The deferred tax asset is primarily attributable to a net operating loss carryforward. The Company is a member of a
consolidated tax return group that expects to generate sufficient future taxable income to utilize the existing net
operating loss during the statutory carryforward period.

The Company did not have any unrecognized tax benefits at December 31, 2012. The Company recognizes interest
and penalties accrued related to unrecognized tax benefits in income tax expense. In 2012, the Company did not
recognize any expense related to interest and penalties.



Sunset Financial Services, Inc.

Notes to Financial Statements
(amounts in thousands)

6. Net Capital Requirements

The Company is subject to the SEC Uniform Net Capital Rule (Rule 15¢3-1), 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 to 1. At December 31, 2012, the Company had net capital of $678, which was in excess of its required
net capital of $94. The Company’s ratio of aggregate indebtedness to net capital was 2.08 to 1. See Schedule I for
additional information. Historically and in the foreseeable future, the Company is dependent upon support from its
parent to support operations.

7. Related Party Transactions

Pursuant to terms of an agreement, Kansas City Life furnishes certain administrative services, including but not
limited to legal, accounting, human resources, information technologies and fixed assets to the Company. The
administrative fees for providing such items amounted to $1,850. At December 31, 2012, the Company had an
accounts payable due to affiliates of $268. The cost of these services is determined based upon internal cost studies
performed by Kansas City Life on behalf of the Company, which may be different than if the services were either
provided by an unrelated third party or from the Company.

The Company executed brokerage transactions for Kansas City Life and Sunset Life Insurance Company of America
(Sunset Life) and recorded brokerage commissions of $2,621 related to these transactions. The cost of these
services was also determined by Kansas City Life based upon internal cost studies. Affiliated revenues, net of
related commission expenses, amounted to $109.

8. Contingencies

The Company is currently a defendant in several legal proceedings described below. It is ofter: not possible to
predict the ultimate outcome of pending legal proceedings or to provide with any degree of certainty the reasonable
ranges of potential losses related thereto. The matters referred to below are at stages where the Company does not
have sufficient information to make an assessment of the claims for liability or damages. The claimants are seeking
undefined amounts of damages or other relief, which are difficult to quantify and cannot be estimated based on the
information currently available. Additionally, based on the events over the last year involving these matters, the
Company does not have sufficient information at present to be able to determine the likelihood or amount of an
outcome, but the resolution of any of these matters could have a material adverse effect on its financial position,
results of operations, or cash flows.

The legal proceedings that are contingencies include:

(a) Four lawsuits filed originally during 2008 and early 2009, related to the actions of a former registered
representative who has since been convicted of federal securities fraud. The proceedings involve claims
that the representative engaged in a fraudulent Ponzi scheme under which the claimants loaned money to a
corporation owned by the representative in exchange for a promise of repayment plus interest. The cases
were initially dismissed by the trial court on the grounds that the plaintiffs failed to state a claim for which
relief could be granted. The judgments were appealed to the United States Court of Appeals for the Eighth
Circuit, which remanded portions of the cases for trial during 2010. One of the cases is now in Federal
Bankruptcy Court, while the other three have had a change in venue. Due to these procedural matters, the
discovery process is in its early stages and the likelihood of success of the plaintiffs or the Company is
difficult to quantify and cannot be estimated based on the information currently available.

(b) A lawsuit was filed in North Carolina State Court in March of 2011 by an investor in a real estate private
placement transaction alleging misrepresentation, fraud, unfair trade practices and fiduciary violation in
sale of investments by a SFS representative as well as negligent supervision of the represzntative by SFS.
The Company petitioned the trial court to remove the matter to FINRA arbitration. The Appellate Court
has since remanded the case to the trial court for reconsideration. Due to the appellate process, the litigation
process remains in its early stages and the ultimate venue for this matter remains unresolved. The
likelihood of success of the plaintiffs or the Company is difficult to quantify and cannot be estimated based
on the information currently available.



Sunset Financial Services, Inc.

Notes to Financial Statements
(amounts in thousands)

(c) The Company has received a number of complaints to be heard in arbitration proceedings before the
Financial Regulatory Authority (FINRA). These complaints, which include tenant-in-common investments
in real estate and a particular private placement transaction in real estate, allege most if not all of the
following: that the product was unsuitable for the particular investor; that the representative and/or the
Company engaged in misrepresentation, unfair trade practices, breach of fiduciary duty, breach of contract,
and fraud; and that the Company failed to supervise the representative. The specific claims were made:

(1) A claim filed in North Carolina in November 2011 related to a real estate based grivate placement
offering.

(2) A claim filed in California in December 2011 related to the same private placement offering.

(3) A claim filed in California in January 2012 related to an investment in a healthcare-based real
estate investment offering.

(4) A claim filed in Minnesota in May 2012 related to an attempted tax-exempt transfer of funds into
a real estate investment trust.

(5) A claim filed in Nebraska in January 2013 related to a set of investments in three separate real
estate based private placement offerings.

The process for all of the above claims are in the early stages and the likelihood of success of the plaintiffs
or the Company is difficult to quantify and cannot be estimated based on the information currently
available.

The Company is also subject to regulation under the federal securities laws administered by the SEC. Federal
securities laws contain regulatory restrictions and criminal, administrative, and private remedial provisions. From
time to time, the SEC and the Financial Industry Regulatory Authority ("FINRA") examine or investigate the
activities of the Company. These examinations often focus on the activities of the registered representatives and
registered investment advisors doing business through that entity. It is possible that any examination may result in
payments of fines and penalties, payments to customers, or both, as well as changes in systems or procedures, any of
which could have a material adverse effect on the Company's financial condition or results of operations.

As of December 31, 2012, the Company had an open FINRA examination relating to certain private placement
products. The subsidiary continues to fully cooperate with FINRA in addressing the issues that are the subject of the
examination.

9. Subsequent Events

Subsequent events have been evaluated through the date that the financial statements have been issued.

10



SUNSET FINANCIAL SERVICES, INC.
COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1
OF THE SECURITIES AND EXCHANGE COMMISSION
SCHEDULE I
December 31, 2012

(amounts in thousands)

Total stockholder’s equity $ 1,221
Non-allowable assets 512
Haircuts on securities (computed pursuant to
Rule 15¢3-1(c)(2)(vi}D)) 31
Net Capital 678
Minimum requirement 94
Excess $ 584
AGGREGATE INDEBTEDNESS
Commissions payable $ 855
Due to affiliated entities 268
FINRA & administrative fees payable 190
Accounts payable and accrued liabilities 96
Aggregate indebtedness $ 1,409
Ratio of aggregate indebtedness to net capital 2.0&to 1

Statement regarding Rule 17a-5(d)(4)

There were no material differences between the computation of net capital under Rule 15¢3-1 included in this
audited report and the computation included in the Company's corresponding unaudited Form X-17A-5 Part IIA
filing as of December 31, 2012.

11



SUNSET FINANCIAL SERVICES, INC.
COMPUTATION FOR DETERMINATION OF RESERVE
REQUIREMENTS UNDER RULE 15¢3-3 OF THE
SECURITIES AND EXHANGE COMMISSION
SCHEDULE 11

The Company is exempt from Rule 15¢3-3 of the Securities and Exchange Commission under paragraph (k)(2)(ii) of
that Rule. The Company clears transactions through National Financial Services.

12



SUNSET FINANCIAL SERVICES, INC.
INFORMATION RELATING TO POSSESSION OR
CONTROL REQUIREMENTS UNDER RULE 15¢3-3 OF THE
SECURITIES AND EXHANGE COMMISSION
SCHEDULE I1I

The Company is exempt from Rule 15¢3-3 of the Securities and Exchange Commission under paragraph (k)(2)(ii) of
that Rule. The Company clears transactions through National Financial Services.

13
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KPMG LLP

Suite 1000

1000 Walnut Street

Kansas City, MO 64106-2162

Report of Independent Registered Public Accounting Firm on
Internal Control Pursuant to Securities and Exchange Commission Rule 17a-3

The Board of Directors
Sunset Financial Services, Inc.:

In planning and performing our audit of the financial statements of Sunset Financial Services,
Inc. (the Company), as of and for the year ended December 31, 2012, in accordance with
auditing standards generally accepted in the United States of America, we considered the
Company’s internal control over financial reporting (internal control) as a 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 Company’s internal
control. Accordingly, we do not express an opinion on the effectiveness of the Corapany’s
internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we
have made a 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 17a-5(g) in making the periodic computations of aggregate indebtedness (or
aggregate debits) and net capital under Rule 17a-3(a)(11) and for determining compliance with
the exemptive provisions of Rule 15¢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:

1. Making the quarterly securities examinations, counts, verifications, and compariscns, and
the recordation of differences required by Rule 17a-13, and

2. Complying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T 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 fulfillng 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 SEC’s previously 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
management’s authorization and recorded properly to permit the preparation of financial
statements in conformity with U.S. generally accepted accounting principles. Rule 17a-5(g) lists
additional objectives of the practices and procedures listed in the preceding paragraph.

KPMG LLP is a Delaware limited liability partnership,
the U.S. member firm of KPMG International Cooperative
("KPMG International”), a Swiss entity.



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.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct, misstatements on a timely basis. A significant deficiency is a
deficiency, or a combination of deficiencies, in internal control that is less severe than a raaterial
weakness, yet important enough to merit attention by those charged with governance.

A material weakness is a deficiency, or combination of deficiencies, in internal control, such that
there is a reasonable possibility that a material misstatement of the company’s financial
statements will not be prevented, or detected and corrected, on a 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 previously.

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 a raaterial
inadequacy for such purposes. Based on this understanding and on our study, we believe that the
Company’s practices and procedures, as described in the second paragraph of this report, were
adequate at December 31, 2012, to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors,
management, the SEC, and other regulatory agencies that rely on Rule 17a-5(g) 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.

KP e LLP

February 22, 2013
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KPMG LLP

Suite 1000

1000 Walnut Street

Kansas City, MO 64106-2162

Report of Independent Registered Public Accounting Firm

The Board of Directors
Sunset Financial Services, Inc.:

We have audited the accompanying financial statements of Sunset Financial Services, Inc.,
which comprise the statement of financial condition as of December 31, 2012, and the related
statements of operations, stockholder’s equity, and cash flows for the year then ended, that are
filed pursuant to Rule 17a-5 under the Securities Exchange Act of 1934 and the related notes to
the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements
in accordance with U.S. generally accepted accounting principles; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to
fraud or error.

Auditors’ Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditors’®
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the circumstances,
but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control. Accordingly, we express no such opinion. An audit also includes evaluaiing the
appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by management, as well as evaluating the overall presentation of the financial
statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

KPMG LLP is a Delaware limited liability partnership,
the U.S. member firm of KPMG International Cooperative
("KPMG International”), a Swiss entity.



Opinion
In our opinion, the financial statements referred to above present fairly in all material respects,
the financial position of Sunset Financial Services, Inc. as of December 31, 2012, and the results

of its operations and its cash flows for the year then ended in accordance with U.S. generally
accepted accounting principles.

Emphasis of Matter

The accompanying financial statements have been prepared assuming that Sunset Financial
Services, Inc. will continue as a going concern. As discussed in note2 to the financial
statements, the Company has suffered recurring losses from operations in addition to unresolved
legal proceedings that could result in substantial costs to the Company, and have a raaterial
adverse effect on the Company’s business, financial condition, net capital, and results of
operations. At December 31, 2012, these circumstances raise substantial doubt about the entities
ability to continue as a going concern. The financial statements do not include any adjustments
that might result from the outcome of this uncertainty. Our opinion is not modified with respect
to this matter.

Other Matter

Our audit was conducted for the purpose of forming an opinion on the financial statements as a
whole. The information contained in Schedules I, II, and III is presented for purposes of
additional analysis and is not a required part of the financial statements, but is suppleraentary
information required by Rule 17a-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 in Schedules I, II, and III 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 of
America. In our opinion, the information in Schedules I, II, and III is fairly stated in all roaterial
respects in relation to the financial statements as a whole.

KPMe LLP

February 22, 2013



SECURITIES INVESTOR PROTECTION CORPORATION
P.O. Box 92185 Zﬂ{)aasgi_,mgté);ﬂ,oD.C. 20090-2185

General Assessment Reconciliation

For the fiscal year ended 12/31/2012
(Read carefully the instructions in your Working Copy belore completing this Form)

TO BE FILED BY ALL SIPC MEMBERS WITH FISCAL YEAR ENDINGS

1. Name of Member, address, Designated Examining Authority, 1934 Act registration no. and mentir in whach fiscal year ends for
purposes of the audit requirement of SEC Rule 17a-5:

SIPC-7

(33-REV 7/10)

SIPG-7

(33-REV 7/10)

I l Note: If any of the imormaticn shown on the
014148 FINRA DEC | mailing label requires correction, please e-mail
SUNSET FINANCIAL SERVICESINC ~ 17*17 «, * any corsections to form@sips.org and so
3520 BROADWAY « j} indicate on the form filed.
PO BOX 219365 : -~ F
KANSAS CITY MO B4121-9365 Name ahd tdep}’mne number of person to

contact respecting this form.

L_ ‘ Q‘\w D()nne,v A0 -BXN-558

2. A. General Assessment {item 2e from page 2) $ Lf ) L‘ ?)

®

Less payment made with SIPC-6 filed (exclude Interest)

2, 4R2

—

-2k~ 20172
Date Paid
Less prior overpayment applied . {

Assessment balance due or (overpayment) L? (ﬂ l

Interest computed on late payment (see instruction E) for days at 20% per annum

Total assessmenl balance and interest due (or overpayment carried forward) $ l" 8 (P /

® m m o o

PAID WITH THIS FORM:
Check enclosed, payable to SIPC ’ g (0 I
Total (must be same as F above) $ i

H. Overpayment carried forward $( . )

3. Subsidiaries (S) and predecessors (P) included in this form (give name and 1834 Act registration number):

The SIPC member submitting this form and the

- person by whom it is executed represent thereby \SULY\SC:\' F - \ '
; . ; res LnonGaed oServices 1 NC.
tahna(; g(;'n':g:gtrgla"on contained herein is true, correct {Name of Corporation, Parinership or other organi:ation) Y
' FaIATY)
i {Authorized Signature) O
Dated the 1 day ot FEYUary 50 1 3 VP JCOO
¥ (Tlile)

This form and the assessment payment is due 60 days after the end of the fiscal year. Retain the Working Copy of this form
for a period of not less than 6 years, the latest 2 years in an easily accessible place.

&5 Dates: : '

= Postmarked Received Reviewed

(o)

E Calculations — Documentation — Forward Copy
: .

cs Exceptions:

-

e«n Disposition of exceptions:




DETERMINATION OF “SIPC NET OPERATING REVENUES”
AND GENERAL ASSESSMENT

Amounts for tne fiscal period
beginning 1/1/2012

and ending 12/31/2012

Eliminate cents

ftem No. -
2a. Total revenue (FOCUS Line 12/Part 1A Line 9, Code 4030} $ ‘@; (DEDO; 8&’

2b. Additions:
(1) Total revenues from the securities business of subsidiaries (except foreign subsidiaries) and
predecessors not included above.

(2) Net loss from principal transactions in securities in trading accounts.

(3) Net loss from principal transactions in commodities in trading accounts,

(4) Interest and dividend expense deducted in determining item 2a.

{5) Net loss from management of or participation in the underwriling or distribution of securities.

(6) Expenses other than advertising, printing, reglstraﬂon tees and legal fees deducted in determining net
profit trom managemenl of or parﬂcxpahon in underwriting or distribution of securities.

(7) Net loss from securities in investment accounts.

Total additions

2¢. Déductions:
(1) Revenues from the distribution of shares of a registered open end investment company or unit
investment trust, from the sale of variabis annuities, from the business of insurance, from investment

advisory services rendered lo registered investment companies or insurance company separate ‘ b ) qL} 3 b S 5

accounts, and from transactions in security futures products.

{2) Revenues from commodity transactions.

(3) Commissions, floor brokerage and clearance paid to other SIPC members in connection with
secumies transactions.

{4) Reimbursements for postage in connection with proxy solicitation.

(5) Net gain from securities in investment accounts.

{6) 100% of commissions and markups earned from transactions in (i) certificates of deposit and
(ii) Treasury bills, bankers acceptances or commerclal paper that mature nine months or less
. from issuance date.

(7) Direct expenses of printing advertising and legal fees incurred in connection with other revenue
related to the securities business (revenue defined by Section 16(9)(L) of the Actj.

(8) Other revenue not related either directly or indirectly to the securities business.
(See Instruction C):

{Deductions in excess of $100,000 require documentation)

{9) (i) Total interest and dividend expense (FOCUS Lins 22/PART IIA Line 13,
Code 4075 plus line 2b(4) above) but not in excess
of total interest and dividend income.

(il) 40% of margin Interest earned on customers securities
accounts (40% of FOCUS line 5, Code 3960). $

Enter the greater of line (i) or (ii)

Total deductions 1 b, G432 LS 3

2d. SIPC Net Operating Revenues $ l ] 37. 1OH

2e. General Assessment @ .0025 $ L‘ 5 L{' %

(to page 1, line 2.A.)
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KPMG LLP

Suite 1000

1000 Walnut Street

Kansas City, MO 64106-2162

Report of Independent Registered Public Accounting Firm on
Applying Agreed-Upon Procedures Pursuant to SEC Rule 17a-5(e)(4)

The Board of Directors
Sunset Financial Services, Inc.:

In accordance with Rule 17a-5(e)(4) under the Securities Exchange Act of 1934, we have
performed the procedures enumerated below with respect to the accompanying Schedule of
Assessment and Payments [General Assessment Reconciliation (Form SIPC-7)] to the Securities
Investor Protection Corporation (SIPC) for the year ended December 31, 2012, which were
agreed to by Sunset Financial Services, 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 Company’s compliance with the applicable
instructions of the General Assessment Reconciliation (Form SIPC-7). The Company’s
management is responsible for the Company’s 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:

1. Compared the listed assessment payments in Form SIPC-7 with respective cash
disbursement records entries noting no differences;

2. Compared the amounts reported on the audited Form X-17A-5 for the year ended
December 31, 2012, as applicable, with the amounts reported in Form SIPC-7 for the year
ended December 31, 2012 noting no differences;

3. Compared any adjustments reported in Form SIPC-7 with supporting schedules and working
papers noting no differences;

4, Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7 and in the
related schedules and working papers supporting the adjustments noting no differences; and

5. Verified there were no overpayments applied to the current assessment with the
Form SIPC-7 on which it was originally computed.

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.

KPMG LLP is a Delaware limited liability partnership,
the U.S. member firm of KPMG International Cooperative
("KPMG International”), a Swiss entity.



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.

KPMme P

February 22, 2013



