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Report of Independent Registered Public Accounting Firm

The Board of Directors

M1 Distributors LLC

We have audited the accompanying financial statements of Ml Distributors LLC wholly owned

subsidiary of BMO Financial Corp which comprise the statement of financial condition as of

December 31 2013 and the related statements of income changes in members capital 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 Responsibillip for I/ic 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 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 re1eant to the entitys 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 entitys 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 Ml Distributors LLC as of December 31 2013 and the results of its operations and its cash

flows for the year then ended in accordance with U.S generally accepted accounting principles



Other Matter

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

information contained in Schedules and i-I is presented for pwposes of additional analysis and is not

required part of the financial statements but is supplementaty 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 and 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 and is fairly stated in all material respects in relation to the financial

statement as whole

LCP

Chicago Illinois

February 28 2014
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Statement of Financial Condition

December 31 2013

Assets

Cash and cash equivalents 398903
Accounts receivable from affiliate 71973

Prepaid expenses 31729

Current taxes receivable 16554

Total 519159

Liabilities and Members Capital

Accrued expenses payable to affiliate 33577
Accrued expenses payable 10290
Members capital 475292

Total 519159

See accompanying notes to financial statements
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Statement of Income

Year ended December 31 2013

Revenue

Service fees from affiliate 386658

tL

Interest
173

Total revenue 386831

Expenses

Management service fees to affiliate 167421
Professional services 20590
Legal fees

11466
Regulatory fees 52646
Other expense 10594

Total expenses 262717

Income before income tax expense 24114

Income tax expense 50005

Net income 74109

See accompanying notes to financial statements
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Statement of Changes in Members Capital

Year ended December 31 2013

Paid-in Retained

capital earnings Total

Balance December 31 2012 110000 291183 401183

Net income
74109 74109

Balance December 31 2013 110000 365292 475292

See accompanying notes to financial statements
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Statement of Cash Flows

Year ended December 31 2013

Cash flow from operating activities

Net income 74109
Adjustments to reconcile net income to net cash used in operating activities

Increase in accounts receivable from affiliate 43223
Increase in prepaid expenses 12325
Increase in current taxes receivable 16554
Decrease in current taxes payable 22192
Increase in accrued expenses payable to affiliate 15955
Increase in accrued expenses payable 10290

Net increase in cash and cash equivalents 6060

Cash and cash equivalents

Beginning of year 392843

End of year 398903

Supplemental disclosure of cash flows information

Income taxes paid during year 88751

See accompanying notes to financial statements
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Notes to Financial Statements

December 31 2013

Summary of Significant Accounting Policies

Organization

MI Distributors LLC the Company is wholly owned subsidiary of BMO Financial Corp BFC
wholly owned subsidiary of Bank of Montreal BMO and was formed on October 2007 The

Company is organized as Wisconsin limited liability company is registered as broker-dealer with

the Securities and Exchange Commission SEC and is member of the Financial Industry

Regulation Authority Inc FINRA

The Company acts as mutual fund distributor to the BMO Mutual Funds

Estimates

The preparation of financial statements in conformity with accounting principles generally accepted

in the United States of America requires management to make estimates and assumptions that affect

the reported amounts of assets and liabilities and disclosure of contingent 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

Cash and Cash Equivalents

Cash and cash equivalents include investments in money market mutual funds As of December 31

2013 $292156 of the total cash and cash equivalents balance was invested in the Federated Money

Market Mutual Fund which represents
concentration of credit risk As of December 31 2013

$106747 was invested in BMO affiliated demand deposit accounts

Fair Value Measurement

The Company has adopted the Fair Value Measurements and Disclosures topic of the

FASB Accounting Standards Codification As of December 31 2013 the Companys Money Market

Mutual Fund is classified as Level as this money market fund is registered fund with daily

price quoted

Revenue Recognition

Service fees from affiliates include fees paid by BMO Harris Bank N.A and BMO Asset

Management Corp to the Company for its distribution of the BMO Funds as well as its review of

advertising materials prepared by BMO regarding its mutual funds Revenue is recorded as services

are performed

Income Taxes

The Company is included in the consolidated income tax returns of BFC which files its income tax

returns in the U.S and various state jurisdictions BFC charges or credits the Company for its share

of its consolidated income tax liability attributable to the Companys taxable income or loss as if the

Company filed separate income tax return Deferred income taxes are accounted for using the

Continued



MI DISTRIBUTORS LLC
Wholly Owned Subsidiary of BMO Financial Corp

SEC I.D 8-67845

Notes to Financial Statements

December 31 2013

asset and liability method Under this method deferred tax asset or liability is determined based

on the enacted tax rates that will be in effect when the differences between the financial statement

carrying amounts and tax bases of existing assets and liabilities are expected to be realized

Transactions with Related Parties

The Company has service agreement with the BMO Funds whereby the Company receives revenue for

acting as the distributor of the BMO Funds In addition the Company may enter into agreements with

entities related through common ownership for various support services In 2013 the Company recorded

the following transactions with BMO affiliates

Revenue

expense

Service fees 386658
Management service fees 167421

These transactions may not be reflective of those that would have been incurred between unrelated parties

Net Capital and Other Requirements

As registered broker-dealer the Company is subject to the SEC Uniform Net Capital Rule

SEC Rule 5c3- 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 15.0 to 1.0 As of December 31
2013 the Company had capital of $349193 which was $344193 in excess of the required net capital of

The Company is exempt from the requirements of Rule 5c3-3 of the SEC the customer protection rule
under subparagraph

Income Taxes

The Company is included in the consolidated income tax returns of BFC which files its income tax returns

in the U.S and various state jurisdictions During the year ended December 31 2013 there were no

unrecognized tax benefits The Company does not anticipate that within twelve months of December 31
2013 the total amount of unrecognized tax benefits will significantly increase due to any separate tax

position

The Company recognizes accrued interest related to unrecognized tax benefits and penalties as income tax

expense

As of December 31 2013 the Company had no deferred taxes

Continued
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Notes to Financial Statements

December 31 2013

The current income tax provision for the
year

ended December 31 2013 is as follows

Current

Federal 39905

State 10100

Total provision for taxes 50005

Subsequent Events

In preparing these financial statements the Company has evaluated events and transactions for potential

recognition or disclosure resulting from subsequent events through February 28 2014 the date the

financial statements were issued
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Schedule

M1 DISTRIBUTORS LLC

Wholly Owned Subsidiary of BMO Financial Corp
SEC I.D 8-67845

Computation of Net Capital for Brokers and Dealers

Pursuant to Rule 15c3-1

December 31 2013

Members capital
475292

Nonallowable assets

Receivables from affiliates 71973

Other nonallowable assets 48283

Total nonallowable assets 120256

Net capital before securities haircuts 355036

Haircuts on securities 5843

Net capital
349193

Minimum net capital required greater of 2/3% of aggregate
indebtedness or $5000 5000

Excess net capital
344193

Total aggregate indebtedness 43867

Ratio of aggregate indebtedness to net capital
13%

The amount of net capital in this Schedule is in agreement in all material respects
with the unaudited

Focus Report Part hA FORM X- 7A-5 filed by the Company on January 27 2014

See accompanying independent auditors report

10



Schedule

MI DISTRIBUTORS LLC

Wholly Owned Subsidiaiy of BMO Financial Corp
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Exemptive Provision under Rule 5c3-3

December 312013

The Company is exempt from the requirements of Rule 5c3-3 of the Securities and Exchange Commission

under the provision of subparagraph

11
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Report of independent Registered Public Accounting Firm

on Internal Control Pursuant to Securities and Exchange Commission Rule l7a-5

The Board of Directors

Ml Distributors LLC Inc

In planning and performing our audit of the financial statements of M1 Distributors LLC Inc

the Company wholly owned subsidiary of BMO Financial Corp. as of and for the year ended

December31 2013 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-5gl of 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 or aggregate debits and net capital under Rule l7a-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 the quarterly securities examinations counts verifications and comparisons and the

recordation of differences required by Rule 17a-l3 and

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 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

managements authorization and recorded properly to permit the preparation of financial statements in

conformity with U.S generally accepted accounting principles
Rule 7a-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

12



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 and correct 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 dehciency 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 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 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 December31 2013 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 Inc and other regulatory agencies that rely on Rule 7a-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

LCP

February 28 2014
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