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OATH OR AFFIRMATION

Dan Wegmann swear or affirm that to the best of

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

Securities Management and Research Inc
as

of December 31 20 12 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

MICHELLE HARTZELL

COMMISSION NO 163625 Siature

MMISSNj
Title

This report contains check all applicable boxes

Facing Page

Statement of Financial Condition

Statement of Income Loss
Statement of Changes in Financial Condition

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

fl Statement of Changes in Liabilities Subordinated to Claims of Creditors

Computation of Net Capital

Computation for Determination of Reserve Requirements Pursuant to Rule 15c3-3

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

Reconciliation including appropriate explanation of the Computation of Net Capital Under Rule 5c3- and the

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

fl 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

For conditions of confidential treatment of certain portions of this filing see section 240 17a-5e3
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McGladreyLLP

McGladrey

Independent Auditors Report

To the Board of Directors and Stockholder

Securities Management and Research Inc

Marion Iowa

Report on the Financial Statements

We have audited the accompanying statement of financial condition of Securities Management and

Research Inc Company as of December 31 2012 and the related statements of income changes in

stockholders 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

Managements Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in

accordance with accounting principles generally accepted in the United States of America 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 to 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 Companys

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 Companys internal control Accordingly we express no such opinion An audit also includes

evaluating 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 basis for

our audit opinion

Opinion

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

financial position of Securities Management and Research Inc as of December 31 2012 and the results

of its operations and its cash flows for the year then ended in accordance with accounting principles

generally accepted in the United States of America

Mombof tho RSM IntematIonI network of independent aounItng tax and contuhing
hrmc



Other Matter

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

The supplementary information contained in Schedules II and Ill is presented for purposes of additional

analysis and is 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 in Schedules II and Ill 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 II and III is fairly stated in all material respects in

relation to the financial statements as whole

Cedar Rapids Iowa

February 22 2013



Securities Management and Research Inc

Wholly Owned Subsidiary of Berthel Fisher Company

Statement of Financial Condition

December 31 2012

Assets

Cash and cash equivalents
1323745

Deposit with clearing firm 50000

Commissions receivable 161947

Other receivables 14861

Short-term investments 108365

Property and equipment 60818

Other assets 10000

Intangibles assets less accumulated amortization of $122472 489904

2219640

Liabilities and Stockholders Equity

Liabilities

Commissions payable
122239

Accounts payable and other accrued expenses 122656

Income taxes payable parent company 37358

Deferred income tax liability parent company 210000

Total liabilities 492253

Commitments and contingencies Note

Stockholders equity

Common stock par value $1 per share authorized issued and

outstanding 1000000 shares 1000000

Additional paid-in capital 999999

Retained earnings
1727386

Total stockholders equity
1727387

2219640

See Notes to Financial Statements



Securities Management and Research Inc

Wholly Owned Subsidiary of Berthel Fisher Company

Statement of Income

Year Ended December 31 2012

Revenues

Commissions 4013184

Fee income 11864

Interest and dMdends 14483

Other 337662

Total revenues 4377193

Expenses

Commissions 2864426

Employee compensation 148278

Employee benefits 26044

Management fees 408000

Professional fees 51350

Occupancy 5891

Reporting services 67.347

Data processing
199115

Depreciation and amortization 79300

Other general and administrative expenses 331614

Total expenses
4181365

Income before income taxes 195828

Income tax expense

Net Income

See Notes to Financial Statements

73417

122411



Secutities Management and Research Inc

WhoIy Owned Subsidiary of Berthel Fisher Company

Statement of Changes in Stockholders Equity

Year Ended December 31 2012

Additional

Common Paid-In Retained

Stock Capital Earnings Total

Balance December31 2011 1000000 999999 1604975 1604976

Netincome 122411 122411

Balance December31 2012 1000000 999999 1727386 1727387

See Notes to Financial Statements



Securities Management and Research Inc

Wholly Owned Subsidiary of Berthel Fisher Company

Statement of Cash Flows

Year Ended December 31 2012

Cash Flows from Operating Activities

Net income

Adjustments to reconcile net income to net cash flows provided by operating activities

Depreciation and amortization

Deferred income tax liability

Change in assets and liabilities

Deposit with clearing firm

Commissions receivable

Other receivables

Short term investments

Other assets

Income taxes payable

Commissions payable

Accounts payable and other accrued expenses

Net cash flows provided by operating activities

Increase in cash and cash equivalents

Cash and Cash Equivalents

Beginning

Ending

Supplemental Disclosure of Cash Flow Information

income taxes paid to parent company

See Notes to Financial Statements

122411

79300

32000

50000
49831
11851

831
17449

26414

62.801

57430
130134

130134

1193611

1323745

79002



Securities Management and Research Inc

Wholly Owned Subsidiary of Berthel Fisher Company

Notes to Financial Statements

Note Nature of Business and Significant Accounting Policies

Nature of business

Securities Management and Research Inc Company is wholly owned subsidiary of ONE Financial

Inc which is wholly owned subsidiary of Berthel Fisher Company the Parent The Company is

broker-dealer registered with the Securities and Exchange Commission and member of the Financial

Industry Regulatory Authority FINRA

The Company operates under the provisions of Paragraph k2Xii of Rule 5c3-3 of The Securities

Exchange Act of 1934 and accordingly is exempt from the remaining provisions of the Rule Essentially

the requirements of Paragraph k2ii provide that the Company clear all transactions on behalf of

customers on fully disclosed basis with clearing broker-dealer and promptly transmit all customer

funds and securities to the clearing broker-dealer The clearing broker-dealer carries all of the accounts of

the customers and maintains and preserves all related books and records as are customarily kept by

clearing broker-dealer

Significant accounting policies

Cash and cash equivalents The Company considers all highly liquid investments purchased with

maturity of three months or less to be cash equivalents

Short-term investments Short-term investments consist of certificate of deposit with maturity of

approximately eight months

Receivables Commissions receivable primarily consists of commission and transaction-related

receivables

Use of estimates The preparation of financial statements in conformity with generally accepted

accounting principles 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 significant

estimate included in the financial statements is the amortization period of definite-lived intangible

assets

Intangible assets The intangible assets relate to the purchase of the Company at the close of

business on December 31 2010 and consist of amounts attributable to brand name and relationships

with registered representatives These intangibles are amortized by the straight line method over ten

year time period The following is schedule by year of estimated amortization expense

Year ending December 31

2013 61236

2014 61236

2015 61236

2016 61236

2017 61236

Thereafter 183724

489904



Securities Management and Research Inc

Wholly Owned Subsidiary of Berthel Fisher Company

Notes to Financial Statements

Note Nature of Business and Significant Accounting Policies Continued

Income taxes The Company is included in the consolidated federal income tax return filed by Berthel

Fisher and Company Inc which is the 100% owner of ONE Financial Inc Federal income taxes are

calculated as if the Company filed on separate return basis as the amount of current tax or benefit

calculated is either remitted to or received from the Parent The amount of current and deferred taxes

payable or refundable is recognized as of the date of the financial statements utilizing currently

enacted tax laws and rates Deferred tax expenses or benefits are recognized in the financial

statements for changes in deferred tax liabilities or assets between years

Deferred taxes are provided on liability
method whereby deferred tax assets are recognized for

deductible temporary differences and deferred liabilities are recognized for taxable temporary

differences Temporary differences are the differences between the reported amounts of assets and

liabilities and their tax bases Deferred tax assets are reduced by valuation allowance when in the

opinion of management it is more likely than not that some portion or all of the deferred tax assets will

not be realized Deferred tax assets and liabilities are adjusted for the effects of changes in tax laws

and rates on the date of enactment

When tax returns are filed it is highly certain that some positions taken would be sustained upon

examination by the taxing authorities while others are subject to uncertainty about the merits of the

position taken or the amount of the position that would be ultimately sustained The benefit of tax

position is recognized in the financial statements in the period during which based on all available

evidence management believes it is more likely than not that the position
will be sustained upon

examination including the resolution of appeals or litigation processes if any As of and for the year

ended December 31 2012 the entity had no material uncertain tax positions that are required to be

recorded

Proertv and equipment Property and equipment is stated at cost less allowances for depreciation

For financial reporting purposes depreciation is computed by the straight-line method over the

estimated useful lives The Company uses accelerated methods in computing depreciation for income

tax purposes

Common stock In the ordinary course of business the Parent of the Company will enter into financing

agreements requiring it to pledge the Companys common stock as collateral

Revenue recognition Commission revenue and related expenses are recorded on trade date basis

Other revenues consist of various fees that are typically earned in accordance with agreements with

registered representatives Interest income is accrued as earned and dividend income is recognized on

the ex-dividend date

Note Related Party Transactions

The Company enters into various transactions and arrangements with its Parent and affiliated companies

The Company has management agreement with its Parent in which the Companys Parent provided

management services totaling $408000 for the year ended December 31 2012

During the year ended December 31 2012 the Company paid $5848 to Berthel Fisher Company

Management Corp wholly owned subsidiary of the Parent for the use of office facilities The

Companys rental obligation is month to month The Company paid $80860 to an affiliate for license and

user fees for the year ended December 31 2012



Securities Management and Research Inc

Wholly Owned Subsidiary of Berthel Fisher Company

Notes to Financial Statements

Note Income Taxes

The results of the Companys operations are included in the consolidated tax returns of Berthel Fisher

and Company The entities included in the consolidated returns have adopted the policy of allocating

income tax expense or benefit based upon the pro rata contribution of taxable operating income or

losses Generally this allocation results in profitable companies recognizing tax provision as if the

individual company filed separate return and loss companies recognizing benefits to the extent their

losses contribute to reduce consolidated taxes Deferred income taxes have been established by each

member of the consolidated group based upon the temporary differences within the entity

Current and deferred components of the income tax expense for the year ended December 31 2012 are

summarized as follows

Current 105417

Deferred 32000

Income tax expense 73417

The provision for income taxes for the year ended December 31 2012 differs from the amounts

computed by applying the statutory federal income tax rate of 34% plus an estimate of 4.5% for state

income taxes to income before income taxes due to the following items

Computed expected amount 75394

Nondeductible expenses 3060

Federal tax benefit of state income taxes deduction 4363

Other 674
73417

Deferred taxes are provided on differences between financial reporting and income tax bases of

accounting The differences arise primarily from differing methods used to account for accrued expenses

depreciation of property and equipment and amortization of intangibles The deferred income tax assets

liabilities consist of the following

Gross deferred income tax assets 2000

Gross deferred income tax liabilities 212000

Net deferred income tax liabilities 210000

During the year ended December 31 2012 the Company did not record valuation allowance on the

deferred tax assets as management believes the full amount will ultimately be realized

The Parent files income tax returns in U.S federal jurisdiction and various states With few exceptions

the Parent is no longer subject to U.S federal state and local tax examinations by tax authorities for

years
before 2009



Securities Management and Research Inc

Wholly Owned Subsidiary of Berthel Fisher Company

Notes to Financial Statements

Note Property and Equipment

Property and equipment as of December 31 2012 consists of the following

Furniture fixtures 3127

Development fees 85699

Accumulated depreciation 28008

Property and equipment net 60818

Note Net Capital Requirements

The Company is subject to The SEC Uniform Net Capital Rule Rule 5c3-1 which requires the

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

net capital both as defined shall not exceed 15 to Rule 15c3-1 also provides that equity capital may

not be withdrawn or cash dividends paid if the resulting net capital ratio would exceed 10 to As of

December 31 2012 the Company had net capital of $1178064 which was $1078064 in excess of its

required net capital of $100000 The Companys net capital ratio was .24 to

Note Profit Sharing Plan

Substantially all employees are covered by the Parents qualified profit sharing plan under internal

Revenue Code Section 401a including qualified cash or deferred arrangement under Section 40 1k
The 401k plan provides 3% non-elective safe harbor employer contribution and discretionary

matching contribution Eligible employees receive 3% of qualifying compensation The discretionary

matching contribution will not apply to deferrals exceeding 6% of eligible compensation Each participant

may elect to defer compensation up to 60% The Companys contributions for the year ended

December 31 2012 aggregated $3943

Note Commitments and Contingencies

In the ordinary course of business the Company may be subject to various litigation and arbitration

matters Although the effects of these matters cannot be determined the Companys management

believes that their ultimate outcome will not have material effect on the Companys financial position

results of operations or net cash flows

10



Securities Management and Research Inc

Wholly Owned Subsidiary of Berthet Fisher Company

Notes to Financial Statements

Note Financial instruments

Off-balance-sheet risk and concentration of credit risk

Customer transactions are introduced to and cleared through clearing brokers Under the terms of its

clearing agreement the Company is required to guarantee the performance of its customers in meeting

contracted obligations Such transactions may expose the Company to significant off-balance-sheet risk

in the event margin requirements are not sufficient to fully cover losses that customers may incur in the

event the customer fails to satisfy its obligations the Company may be required to purchase or sell

financial instruments at prevailing market prices to fulfill the customers obligations In conjunction with the

clearing brokers the Company seeks to control the risks associated with its customer activities by

requiring customers to maintain collateral in compliance with various regulatory and internal guidelines

Compliance with the various guidelines is monitored daily and pursuant to such guidelines the

customers may be required to deposit additional collateral or reduce positions where necessary

The Company does not anticipate nonperformance by customers or its clearing brokers In addition the

Company has policy of reviewing as considered necessary the clearing broker with which it conducts

business

The Company maintains its cash in bank deposit accounts which at times may exceed federally insured

limits The Company has not experienced any losses in such accounts and believes it is not exposed to

any significant credit risk on cash and cash equivalents

Note Indemnlfications

In the normal course of its business the Company indemnifies and guarantees certain service providers

such as custody agents trustees and administrators against specified potential losses in connection with

their acting as an agent of or providing services to the Company or its affiliates The Company also

indemnifies some clients against potential losses incurred in the event specified third-party service

providers including sub-custodians and third-party brokers improperly execute transactions The

maximum potential amount of future payments that the Company could be required to make under these

indemnifications cannot be estimated However the Company believes that it is unlikely it will have to

make material payments under these arrangements and has not recorded any contingent liability in the

consolidated financial statements for these indemnifications

The Company provides representations and warranties to counterparties in connection with variety of

commercial transactions and occasionally indemnifles them against potential losses caused by the

breach of those representations and warranties The Company may also provide standard

indemnifications to some counterparties to protect them in the event additional taxes are owed or

payments are withheld due either to change in or adverse application of certain tax laws These

indemnifications generally are standard contractual terms and are entered into in the normal course of

business The maximum potential amount of future payments that the Company could be required to

make under these indemnifications cannot be estimated However the Company believes that it is

unlikely it will have to make material payments under these arrangements and has not recorded any

contingent liability
in the consolidated financial statements for these indemnifications

Note 10 Subsequent Events

The Company has evaluated subsequent events for potential recognition and/or disclosure through the

date these financial statements were issued noting none

11



Securities Management and Research Inc

Wholly Owned Subsidiary of Berthel Fisher Company

Schedule Computation of Net Capital Under Rule 5c3-1

December 31 2012

Computation of net capital

Total stockholders equity

Total non-allowable assets and other charges

Non-allowable receivables

Property and equipment

Other assets

Intangible assets

Other addition for deferred tax liability

Net capital before haircuts on securities positions

Haircuts on securities positions

Net capital

Computation of aggregate indebtedness

Items from statement of financial condition

Commissions payable

Accounts payable and other accrued expenses

Income taxes payable

Total aggregate indebtedness

Computation of basic net capital requirement

Minimum net capital required the greater of 2/3% of total

aggregate indebtedness or $100000

Excess net capital net capital less net capital requirement

1727387

176808

60818

10000

489904

188613

1178470

406

1178064

122239

122656

37358

282253

100000

1078064

Percentage of aggregate indebtedness to net capital

Statement pursuant to paragraph of Rule 17a-5

.24 to

There are no material differences between the amounts presented in the computations of net capital set forth

above and the amounts reported in the Companys unaudited Part IIA Focus report as of December 31

2012

12



Securities Management and Research1 Inc

Wholly Owned Subsidiary of Berthel Fisher Company

Schedule II Computation for Determination of Reserve Requirements

Under Rule 15c3-3

December 31 2012

None the Company is exempt from Rule 15c3-3 pursuant to the provisions of

subparagraph k2Xii thereof

Schedule Ill Information Relating to Possession or Control Requirements

Under Rule 15c3-3

December 31 2012

None the Company is exempt from Rule 5c3-3 pursuant to the provisions of

subparagraph k2ii thereof

13



McGI.drey LLP

McGladrey

Independent Accountants Report

To the Audit Committee

Securities Management and Research Inc

701 Tama Street

Marion Iowa 52302

Attention Audit Committee

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 Schedule of Assessment and Payments

and 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 Securities Management and

Research Inc the Company the Securities and Exchange Commission the Financial Industry

Regulatory Authority Inc and SIPC solely to assist you and these other specified parties in evaluating

the Companys compliance with the applicable instructions of the General Assessment Reconciliation

Form SIPC-7 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-7 with respective cash disbursement

record entries noting no differences

Compared the amounts reported on the audited Form X-1 7A-5 Part Ill 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

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

papers such as interim quarter end financials noting no differences

Proved the mathematical accuracy of the calculations reflected in Form SIPC-7 and in the related

schedules and working papers supporting the adjustments noting no differences

Compared the amount of any overpayment applied with the Form SIPC-7 on which it was

computed 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

e4e47
Cedar Rapids Iowa

February 22 2013

Mnber of the RSM lntemattonal network or tndependnt accounting tax and consulttng
frnn



SECURITIES INVESTOR PROTECTION CORPORATION
P.O Box 92185 WashIngton D.C 20090-2185

202-871 -8300

General Assessment Reconciliation

For the fIscal year ended 1215112012

Read carefully the instructions In your Working Copy before completing this Form

TO BE FILED BY ALL SIPC MEMBERS WITH FISCAL YEAR ENDINGS

Name of Member address Designated Examining AuthorIty 1934 Act registration no and month In which fIscal year ends for

purposes of the audit requirement of SEC Rule ha-Sr

General Assessment item 2e from page

Less payment made with SIPC-6 fIled exclude Interest

Note if any of the information shown on the

mailing label requires correction please e-mail

any corrections to form@sipc.org and so

indicate on the form flied

Name and telephone number of person to

contact respecting this form

Date Paid

Less prior overpayment applied

Assessment balance due or overpayment

Interest computed on late payment see Instruction for __days at 20% per annum

Total assessment balance and Interest due or overpayment carried forward

PAID WITH THIS FORM
Check enclosed payable to S1PO 136
Total must be same as above $___________________________

Overpayment carried forward

Subsidiaries and predecessors
included in this form give name and 1934 Act registration number

The SIPO member submitting this form and the

person by whom It Is executed represent thereby

that au information contained herein Is true correct

and complete

Dated the______ day of klAflt4 20j.....
Til

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 perIod of not less than years the latest years In an easily accessible place

Dales
Postmarked

LU

Caicuiations

Exceptions

cn Disposition of exceptions

Received Reviewed

DocumentatIon Forward Copy

SIPC-7

33REV 7/10

SIPC-7

33-REV 7/10

012745 F1NRA DEC

sEcuRmE8 MANAGEMENT RESEARCH INC

701 TAWi ST BLDG

PMRIO% IA 04605

.1016

6486

3350

3136

3.136

Securities Management Research Inc
-- Nam of Co ration Psrln.rship or oih.r nrgsnlntloi

c._ Atitkiignsfovef



DETERMINATION OF S1PC NET OPERATING REVENUES
AND GENERAL ASSESSMENT

Item No
2a Total revenue FOCUS Line 12/Part hA Line Code 4030

2b Additions

Total revenues from the securities business of subsidiaries except foreign subsidiaries and

predecessors not included above

flat loss from principal transactions In securities In trading accounts

Net loss from principal transactions In commodities In trading accounts

interest and dividend expense deducted In determining Item 2a

Net loss from management of or participation in the underwriting or distribution of securities

Expanses other than advertising printing registration fees and legal teas deducted in determining net

profit
from management of or participation in underwriting or distribution of securibes

Net 1088 from securities in Investment accounts

Total additions

Total interest and dividend expense FOCUS line 22/PART hA LIne 13

Code 4075 plus line 2b4 above but not in excess

oi total interest and dividend income

ii 40% of margin inierest earned on customers securities

accounts 40% of FOCUS use Code 3960

Enter the greater of line or II

Tolal deductions

2d SiPC Net Operating Revenues

2e Oenerai Assessment .0025

Amounts for the fiscal period

beginning 111/2012

and ending 1213112012

Eliminate cents

4377193

2c Deductions

Revenues From the distribution of shares of registered open end investment company or unit

investment trust from the sale of variable annuities from the business of Insurance from investment

advisory services rendered to registered investment companies or insurance compafly separate

accounts and mom transactions in security futures products

Revenues from commodity transactions

CommissIons floor brokerage and clearance paid to other SIPC members in connection with

securities transactions

Reimbursements icr postage in connection with proxy solicitation

Net gain from securities In investment accounts

100% of commissions and markup8 earned from transactions In certificates of deposit and

ii Treasury blue bankers acceptances or commercial paper that mature nine months or less

from Issuance date

Direct expenses of printing advertising and legal fees incurred in connection with other revenue

related to the securities business revenue defined by Section tB9L of lhe Act

Other revenue not related either directly or indirectly to the securities business

See Instruction

4377.193

1782862

2594331

Deductions in excess of $100000 require documentation

6486

to page line 2.A



McGladr.y LLP

McGladrey

Independent Auditors Report

on Internal Control

To the Board of Directors and Stockholder

Securities Management and Research Inc

Marion Iowa

In planning and performing our audit of the financial statements of Securities Management and Research

Inc 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 Companys internal control over

financial reporting internal control as basis for designing our auditing procedures for the purpose of

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

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

effectiveness of the Companys internal control

Also as required by Rule 17a-5g1of 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 making the periodic

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

compliance with the exemptive provisions of Rule 5c3-3 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 and the

recordation of differences required by Rule 7a-1

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

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 generally accepted accounting principles Rule 17a-

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 that the

effectiveness of their design and operation may deteriorate
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deficiency in internal control 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 identify any deficiencies in internal control and control activities for safeguarding

securities that we consider to be material weaknesses as defined above

We understand that practices and procedures that accomplish the objectives referred to in the second

paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with

the Securities Exchange Act of 1934 and related regulations and that practices and procedures that do

not accomplish such objectives in all material respects indicate material inadequacy for such purposes

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

as described in the second paragraph of this report were adequate at December 31 2012 to meet the

SECs objectives

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

SEC the Financial Industry Regulatory Authority and other regulatory agencies that rely on Rule 17a-

5g under the Securities Exchange Act of 1934 in their regulation of registered brokers and dealers and

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

Cedar Rapids Iowa

February 22 2013
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