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INDEPENDENT AUDITORS REPORT

To the Board of Directors

Michigan Securities Inc

We have audited the accompanying statement of financial condition of Michigan Securities Inc the

Company as of December 31 2012 and the related statements of operations changes in stockholders

equity changes in note payable subordinated to claims of general creditors 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 fmancial statements

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

accordance with accounting principles generally accepted in the United Stated 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

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 fmancial 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 fmancial statements

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

audit opinion

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

financial position of Michigan Securities 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

February 19 2013
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MICHIGAN SECURITIES INC

STATEMENT OF FINANCIAL CONDITION

December 31 2012

ASSETS

ASSETS

Cash 124145

Cash equivalents with clearing organizations 136072

Receivable from brokers 89299

Income taxes refundable 1992

Furniture fixtures and equipment less

depreciation Notes A2 and 2705

354213

LIABILITIES AND STOCKHOLDERS EQUITY

LIABILITIES

Accounts payable 12504

Note payable to stockholder and subordinated to

claims of general creditors Note 100188

Accrued expenses 193989

306681

COMMITMENTS Note

STOCKHOLDERS EQUITY Note

Common stack authorized 10000 shares issued

and outstanding 1000 shares 5000

Retained earnings 42532

47532

354213

The accompanying notes are an integral part of this statement
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MICHIGAN SECURITIES INC

STATEMENT OF OPERATIONS

For the Year Ended December 31 2012

Revenues

Conunissions and fees 1339896

Investment advisory fees 986870

Annuity and insurance products 1192677

Interest 225

3519668

Expenses Note

Salaries wages commissions and benefits 3243666

Exchange fees and quotes 36779

Occupancy and equipment 61364

Interest 8008

Professional services 88309

Advertising and business promotion 38

Office supplies and expenses 16165

Other operating expenses 9550

Trade clearing costs 62145

3526024

Income loss before income taxes 6356

Income tax expense current Note 417

Net income loss 6773

The accompanying notes are an integral part of this statement
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MICHIGAN SECURITIES INC

STATEMENT OF STOCKHOLDERS EQUITY

For the Year Ended December 31 2012

Common Retained

Stock Earnings

Balance December 31 2011 5000 49305

Net income for year 6773

Balance at December 31 2012 5000 42532

The accompanying notes are an integral part of this statement
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MICHIGAN SECURITIES INC

STATEMENT OF CHANGES IN NOTE PAYABLE SUBORDINATED TO CLAIMS OF GENERAL

CREDITORS

For the Year Ended December 31 2012

Balance December 31 2011 100188

Net income for year _____________

Balance at December 31 2012 100188

The accompanying notes are an integral part of this statement
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MICHIGAN SECURITIES INC

STATEMENT OF CASH FLOWS

For the Year Ended December 31 2012

Cash flows from operating activities

Net income loss

Adjustments to reconcile net income loss to net

cash provided used by operating activities

Depreciation

Decrease in deposits and other

Decrease in accounts payable

Increase in receivables

Increase in accrued expenses

Decrease in income taxes payable

Net cash provided used by operating activities

Cash flows used by investing activities

Purchase of equipment

Cash flows used by financing activities

Issuance of common stock

Payments on note payable to shareholders

Net cash provided used by financing activities

Net increase decrease in cash

Cash and cash deposits at beginning of year

Cash and cash deposits at December 31 2012

Cash paid during the year for interest

Cash paid during the year for income taxes

6773

1393

1345

23228

80812

2045

48814

48814

211403

260217

8008

1970

The accompanying notes are an integral part of this statement
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MICifiGAN SECURITIES INC

NOTES TO FINANCIAL STATEMENTS

December 31 2012

NOTE SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

summary of the significant accounting policies consistently applied in the preparation

of the accompanying financial statements follows

Organization and Nature of Business

The Company conducts general securities business as securities broker/dealer and as

registered investment advisor and must meet the requirements of the 1934 Securities

Act and the 1940 Investment Advisors Act

The client base of the Company is retail and institutional accounts located primarily in

southeast Michigan The Company introduces all of its customers accounts to New York

Stock Exchange Inc member firms on fully disclosed basis As such the Company

does not carry customer funds or customer securities and is exempt from certain

provisions of SEC Rule 15c3-3

Advertising

The Company expenses advertising production costs as they are incurred and advertising

communication costs the first time the advertising takes place

Furniture Fixtures and Equipment

Furniture fixtures and equipment are stated at cost less accumulated depreciation

Maintenance and repairs are charged to operations as incurred Depreciation and

amortization is charged to operations over the useful lives of the assets five years using

accelerated depreciation methods

Commissions and Fees

Commissions and related clearing expenses are recorded on trade-date basis as

securities transactions occur Investment advisory fees and fees on insurance products

are recorded when income is reasonably determinable

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting

principles requires management to make estimates and assumptions that effect certain

reported amounts and disclosures Accordingly actual results could differ from those

estimates
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MICHIGAN SECURITIES INC

NOTES TO FINANCIAL STATEMENTS

December 31 2012

NOTE SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES continued

Depreciation

Depreciation is provided on straight-line basis using estimated useful lines of five to

seven years Depreciation expense was $1393 for the year then ended December 31
2012

Statement of Cash Flows

The Company has defined cash equivalents as highly liquid investments with original

maturities of less than three months

NOTE FURNITURE FIXTURES AND EQUIPMENT

Furniture fixtures and equipment consist of the following at December 31 2012

Office Equipment $27625

Less Accumulated Depreciation 24920

2705

NOTE NET CAPITAL REQUIREMENTS

The Company is subject to Securities and Exchange Commission Uniform Net Capital

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 shall not exceed

15 to At December 31 2012 the Company had net capital of $121911 which was

$71911 in excess of its required net capital of $50000 The Companys ratio of

aggregate indebtedness to net capital was 1.69 to

NOTE COMMITMENTS

The company leases office equipment and their facifities under operating leases Rent

expense under these leases for the period ended December 31 2012 was approximately

$52000

Future minimum lease payments required under operating leases as of December 31
2012 are as follows

2013 $22900

2014 3460
2015 1442

$27802
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MICHIGAN SECURITIES INC

NOTES TO FINANCIAL STATEMENTS

December 31 2012

NOTE NOTES PAYABLE TO STOCKHOLDERS AND SUBORDINATED TO CLAIMS OF

GENERAL CREDITORS

Borrowing under subordination agreements at December 31 2012 consist of

subordinated notes payable to stockholders of the company at 8% per annum due

March 31 2014 The note is approved by the Financial Industry Regulatory Authority

Inc and is thus available in computing net capital under the Securities and Exchange

Commissions uniform net capital rule To the extent such borrowings are required for

the companys continued compliance with minimum net capital requirements they may

not be repaid Note

NOTE INCOME TAXES

The income tax expense differs from expected income tax expense that would result

from applying federal statutory rates to income before income taxes as result of

certain expenses included in income being non-deductible for tax reporting purposes

The Company adopted ASC Topic 740-10 Accounting for Uncertainty in Income Taxes

which prescribes recognition threshold and measurement attribute for financial

statement recognition and measurement of tax position taken or expected to be taken

in tax return For those benefits to be recognized tax position must be more-likely-

than-not to be sustained upon examination by taxing authorities For the year ended

December 31 2012 the Company has no material uncertain tax positions to be

accounted for in the financial statements under the new rules

During the year ended December 31 2012 the Company did not incur any interest or

penalties on its income tax returns The Companys tax returns are subject to possible

examination by the taxing authorities For federal and state income tax purposes the

returns essentially remain open for possible examination for period of three years

after the respective filing deadlines of those returns

The Company has tax loss carryforward of approximately $4700 at December 31
2012 that can be used against future taxable income If not used the carryforward will

expire in the year 2032

NOTE EMPLOYEE BENEFIT PLAN

The Company has 401k Plan the Plan for substantially all employees meeting

minimum age and service requirements The Plan provides for elective contributions by

employees up to the maximum limit allowed by tax regulations Under the terms of the

plan the Company may make discretionary contributions Company contributions to

the Plan for the year ended December 31 2012 totaled $19687
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MICHIGAN SECURITIES INC

NOTES TO FINANCIAL STATEMENTS

December 31 2012

NOTE RELATED PARTY TRANSACTIONS

The Company receives insurance product commissions and advisory fees from certain

related parties Income received from related parties amounted to approximately

$1152000 for the year ended December 31 2012

NOTE FAIR VALUE OF FINANCIAL INSTRUMENTS

The Companys financial instruments are cash and cash equivalents receivables

accounts payable accrued expenses and notes payable The recorded values of cash and

cash equivalents receivables accounts payable and accrued expenses approximate their

fair value based on their short-term nature

The recorded values of notes payable approximate their fair values as interest

approximate market rates

NOTE SUBSEQUENT EVENTS

Management has evaluated subsequent events through February 19 2013 the date on

which the financial statements were available to be issued
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INDEPENDENT AUDITORS REPORT ON SUPPLEMENTARY INFORMATION REQUIRED BY
RULE 17a-5 UNDER THE SECURITIES EXCHANGE ACT OF 1934

Board of Directors

Michigan Securities Inc

We have audited the financial statements of Michigan Securities Inc as of and for the year ended

lecember 31 2012 and have issued our report thereon dated February 19 2013 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 supplementary information contained in

Schedule required by Rule 17a-5 under the Securities Exchange Act of 1934 is presented for

purposes of additional analysis and is not required part of the financial statements 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 Schedule

has been subjected to the auditing procedures applied in the audit of the fmancial 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 fmancial

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 Schedule is

fairly stated in all material respects in relation to the financial statements as whole

February 19 2013
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MICHIGAN SECURITIES INC

SCHEDULE

COMPUTATION OF NET CAPITAL UNDER RULE 15c3-1 OF THE SECURITIES AND EXCHANGE

COMMISSION

December 31 2012

NET CAPITAL

Total stockholders equity 47532

Qualifying subordinated loans 100188

Total capital and subordinated debt 147720

Deductions and haircuts on securities

Deposits and receivables 20000

Furniture fixtures and equipment 2705

Haircuts on securities-stocks and mutual funds 2721

Unsecured debits 383 25809

Net capital 121911

Net capital requirement 50000

Excess net capital 71911

AGGREGATE INDEBTEDNESS

Total liabilities 206493

Less liabilities excludable under SEC Rule 15c3-1

Aggregate indebtedness 206493

Net capital per above 121911

Ratio of aggregate indebtedness to net capital 1.69

RECONCILIATION WITH COMPANYS COMPUTATION

Net capital as reported in Companys Part II

Focus report 121911

Net audit adjustments

Net capital per above 121911
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