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To the Board of Directors 
Kercheville and Company 
San Antonio, Texas 

INDEPENDENT AUDITOR'S REPORT 

We have audited the accompanying financial statements of Kercheville and Company (the 
Company), which comprise the statements of financial condition as of December 31, 2013 and 
2012, and the related statements of operations, changes in stockholder's equity, and cash flows 
for the years 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 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. 

Auditor's Responsibility 

Our responsibility is to express an opinion on these financial statements based on our audits. 
We conducted our audits 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 from 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 auditor's 
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 Company'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 
Company's 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 a 
basis for our audit opinion. 

AN INDEPENDENT MEMBER OF 
BAKER TILLY INTERNATIONAL CERTIFIED PUBLIC ACCOUNTANTS AND ADVISORS 

24 GREENWAY PLAZA, SUITE 1800, HOUSTON, TX 77046 
P: 713.850.8787 f: 713.850.1673 



To the Board of Directors 
Kercheville and Company 

Page2 

Opinion 

In our opinion, the financial statements referred to above present fairly, in all material respects, 
the financial position of the Company as of December 31, 2013 and 2012, and the results of its 
operations, and its cash flows for the years then ended in accordance with accounting principles 
generally accepted in the United States of America. 

Other Matter 

Our audits were conducted for the purpose of forming an opinion on the financial statements as 
a whole. The Schedule of Computation of Net Capital, Aggregate Indebtedness and Ratio of 
Aggregate Indebtedness to Net Capital Under Rule 15c3-1 is presented for purposes of 
additional analysis and is not a required part of the financial statements, but is supplementary 
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 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 is fairly stated in all material respects in relation to the financial 
statements as a whole. 

WEAVER AND TIDWELL, L.L.P. 

Houston, Texas 
February 25, 2014 



KERCHEVILLE AND COMPANY 
STATEMENTS OF FINANCIAL CONDITION 

DECEMBER 31,2013 AND 2012 

ASSETS 
Cash and cash equivalents 
Securities owned, at fair value 
Receivables 

Brokers, dealers, and clearing agent 
Prepaid expenses 
Equipment and furniture, net 
Deposits with clearing agent 

Total assets 

LIABILITIES 
Accounts payable and accrued liabilities 
Securities sold short, at fair value 

Total liabilities 

COMMITMENTS AND CONTINGENCIES 

STOCKHOLDER'S EQUITY 
Common stock; $.50 par value, 600,000 shares 
authorized, 352,636 shares issued and outstanding 
in 2013 and 2012 

Additional paid in capital 
Retained earnings 

Total stockholder's equity 

TOTAL LIABILITIES AND STOCKHOLDER'S EQUITY 

The Notes to Financial Statements are 
an integral part of these statements. 
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2013 

$ 666,504 
1,894,722 

5,610 
9,132 

54,933 
196,407 

$ 2,827,308 

$ 149,201 

149,201 

176,318 
470,563 

2,031,226 

2,678,107 

$ 2,827,308 

2012 

$ 1,459,896 
3,545,650 

936,316 
14,021 
79,231 

196,407 

$ 6,231,521 

$ 1,135,441 
902,722 

2,038,163 

176,318 
470,563 

3,546,477 

4,193,358 

$ 6,231,521 



KERCHEVILLE AND COMPANY 
STATEMENTS OF OPERATIONS 

YEARS ENDED DECEMBER 31,2013 AND 2012 

REVENUES 

Commissions 
Interest and dividends 
Realized and unrealized gains (losses) 

on securities, net 
Other income 

Total revenues 

OPERATING EXPENSES 

Employee compensation and benefits, 
including commissions 

Transaction charges 
General, administrative, and other expenses 
Interest expense 
Communications 
Depreciation 
Property and other taxes 
Occupancy 

Total operating expenses 

NET INCOME 

The Notes to Financial Statements are 
an integral part of these statements. 
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2013 

$ 2,352,215 
74,059 

314,602 
5,383 

2,746,259 

1,568,576 
156,537 
189,174 

1,922 
36,981 
32,957 
44,305 

231,058 

2,261,510 

$ 484,749 

2012 

$ 1,980,993 
80,681 

338,202 
5,423 

2,405,299 

1,394,454 
126,100 
161,179 

3,992 
35,544 
31,862 
44,006 
44,312 

1,841,449 

$ 563,850 



BALANCE, December 31,2011 

Contributions 

Distributions 

Net income 

BALANCE, December 31, 2012 

Distributions 

Net income 

BALANCE, December 31,2013 

The Notes to Financial Statements are 
an integral part of these statements. 

KERCHEVILLE AND COMPANY 
STATEMENTS OF CHANGES IN STOCKHOLDER'S EQUITY 

YEARS ENDED DECEMBER 31,2013 AND 2012 

Common Additional 
Stock Paid in Capital 

$ 176,318 $ - $ 

- 470,563 

- -

- -

176,318 470,563 

- -

- -

$ 176,318 $ 470,563 $ 

5 

Retained 
Earnings Total 

3,982,627 $ 4,158,945 

- 470,563 

(1 ,000,000) (1 ,000,000) 

563,850 563,850 

3,546,477 4,193,358 

(2,000,000) (2,000,000) 

484,749 484,749 

2,031,226 $ 2,678,107 



KERCHEVILLE AND COMPANY 
STATEMENTS OF CASH FLOWS 

YEARS ENDED DECEMBER 31,2013 AND 2012 

CASH FLOWS FROM OPERATING ACTIVITIES 
Net income 

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

Depreciation 
Changes in operating assets and liabilities 

Securities owned 
Receivables 
Brokers, dealers, and clearing agent 

Prepaid expenses 
Deposits with clearing agent 
Accounts payable and accrued liabilities 
Securities sold short 

Net cash provided by operating activities 

CASH FLOWS FROM INVESTING ACTIVITIES 
Proceeds from sale of property and equipment 
Purchase of equipment and furniture 

Net cash provided by (used in) investing 
activities 

CASH FLOWS FROM FINANCING ACTIVITIES 
Distributions 

Net cash used in financing activities 

Net change in cash 

CASH AND CASH EQUIVALENTS, beginning of year 

CASH AND CASH EQUIVALENTS, end of year 

CASH PAID DURING THE YEAR FOR 
State taxes 

Interest 

SUPPLEMENTAL DISCLOSURE OF NONCASH 
FINANCING ACTIVITIES 
Contribution from gain on sale of property (Note 7) 

The Notes to Financial Statements are 
an integral part of these statements. 
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2013 

$ 484,749 

32,957 

1,650,928 

930,706 
4,889 

(986,240) 
{902,722} 

1,215,267 

{8,659} 

(8,659) 

{2,000,000} 

(2,000,000) 

(793,392) 

1,459,896 

$ 666,504 

$ 18,888 

$ 1,922 

$ 

2012 

$ 563,850 

31,862 

(400,952) 

(931,512) 
(1,704) 

(63,660) 
997,881 
902,722 

1,098,487 

850,000 
{3,438} 

846,562 

{1 ,000,000} 

(1 ,000,000) 

945,049 

514,847 

$ 1,459,896 

$ 5,885 

$ 3,992 

$ 470,563 



KERCHEVILLE AND COMPANY 
NOTES TO FINANCIAL STATEMENTS 

NOTE 1. ORGANIZATION AND NATURE OF BUSINESS 

Organization 

Kercheville and Company (the Company) was incorporated in Texas in October 1984, in 
compliance with the broker dealer registration requirements imposed by Rule 3b-9 of the 
Securities Exchange Act of 1934. 

Nature of Business 

The Company conducts business as a registered securities broker dealer and operates 
under a clearing agreement with Pershing LLC (Pershing), a member of BNY Securities 
Group and a subsidiary of Bank of New York. Under this clearing agreement, Pershing 
clears transactions for the Company's customers, who are located primarily in Texas, 
and carries the accounts of the customers on a fully-disclosed basis as customers of 
Pershing. The Company does not hold cash or securities in connection with these 
transactions. 

NOTE 2. SIGNIFICANT ACCOUNTING POLICIES 

The following is a summary of significant accounting policies that are in conformity with 
accounting principles generally accepted in the United States of America and which are 
applied consistently by the Company in the preparation of its financial statements. The 
preparation of financial statements in accordance with generally accepted accounting 
principles requires management to make estimates and assumptions that affect the reported 
amounts and disclosures in the financial statements. Actual results could differ from those 
estimates. 

Securities Transactions 

Securities transactions and related revenue and expense are recorded on a trade date 
basis. Dividends are recognized on the ex-dividend date and interest income is 
recognized on the accrual basis. 

Commissions 

Commissions and related transaction charges are recorded on a trade-date basis as 
securities transactions occur. 

7 



KERCHEVILLE AND COMPANY 
NOTES TO FINANCIAL STATEMENTS 

NOTE 2. SIGNIFICANT ACCOUNTING POLICIES- CONTINUED 

Securities Valuation 

Investments are generally valued as follows: 

1. Securities listed on a securities exchange - at the last sales price on the date of 
determination on the largest securities exchange in which such securities have 
been traded on such date. 

2. Securities traded in the over-the-counter market- at the closing "bid" price if held 
long and at the closing "asked" price if held short unless included in the NASDAQ 
National Market System, in which case they shall be valued based upon their last 
sale price on the date of determination. 

3. Securities for which no market prices are available - at such value as the 
Company may reasonably determine in its sole discretion. Because of the 
inherent uncertainty of valuation, those estimated values may be materially 
higher or lower than the values that would have been used had a ready market 
for the securities existed. 

Statement of Cash Flows 

Cash and cash equivalents consist of noninterest-bearing demand accounts with 
financial institutions with original maturities of three months or less. 

Equipment and Furniture 

Equipment and furniture are carried at cost less accumulated depreciation or 
amortization. Equipment and furniture is depreciated on a straight-line basis over 
estimated useful lives, which range from 3-5 years. 

8 



KERCHEVILLE AND COMPANY 
NOTES TO FINANCIAL STATEMENTS 

NOTE 2. SIGNIFICANT ACCOUNTING POLICIES -CONTINUED 

Income Taxes 

The Company has elected to be taxed as an S-Corporation and will be treated as a 
flow-through entity for income tax purposes, similar to a partnership. As a result, the net 
taxable income of the Company and any related tax credits, for federal income tax 
purposes, are deemed to pass to the shareholder of the Company and are included in 
their personal tax returns even though such net taxable income or tax credits may not 
have actually been distributed. Accordingly, no tax provision has been made in the 
financial statements of the Company since the income tax is a personal obligation of the 
individual shareholder of the Company. 

The Company recognizes and measures any unrecognized tax benefits in accordance 
with Financial Accounting Standards Board (FASB) Accounting Standards Codification 
(ASC) 740, Income Taxes. ASC 740 provides guidance on derecognition, measurement 
and classification of amounts relating to uncertain tax positions, accounting for and 
disclosure of interest and penalties, and disclosures. As of December 31, 2013, the 
Company believes there are no uncertain tax positions that qualify for either recognition 
or disclosure in the financial statements. 

As of December 31, 2013, the Company's tax years 2010 to 2013 remain subject to 
examination. 

The Company recognizes interest and penalties on state income taxes in the statements 
of operations. For the years ended December 31, 2013 and 2012, the Company 
recognized no interest and penalties on state income taxes. 

The Company has recorded a provision for estimated Texas margin tax totaling $17,890 
and $17,151 for the years ended December 31, 2013 and 2012, respectively. 
The Company paid $18,888 and $5,885 for 2012 and 2011 Texas margin taxes during 
the years ended December 31, 2013, and 2012, respectively. 

9 



KERCHEVILLE AND COMPANY 
NOTES TO FINANCIAL STATEMENTS 

NOTE 3. FAIR VALUE MEASUREMENTS 

The Company adopted FASB ASC 820, Fair Value Measurement (FASB ASC 820), as of 
January 1, 2008. FASB ASC 820 establishes a framework for using fair value to measure 
assets and liabilities and defines fair value as the price that would be received to sell an 
asset or paid to transfer a liability as opposed to the price that would be paid to acquire the 
asset or received to assume the liability. A fair value measurement assumes that the 
transaction to sell the asset or transfer the liability occurs in the principal market for the 
asset or liability or, in the absence of a principal market, the most advantageous market. A 
fair value measure should reflect the assumptions that market participants would use in 
pricing the asset or liability, including the assumptions about the risk inherent in a particular 
valuation technique, the effect of a restriction on the sale or use of an asset, and the value 
based on inputs the Company uses to derive fair value measurements. The fair value 
hierarchy prioritizes the inputs to valuation techniques used to measure fair value into three 
broad levels: 

Level 1 inputs are quoted market prices (unadjusted) for identical assets or liabilities 
traded in active markets. 

Level 2 inputs are quoted market prices for similar instruments traded 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 inputs are unobservable inputs for the asset or liability and rely on 
management's own estimates for assumptions that market participants would use in 
pricing the asset or liability that include option pricing models, discounted cash flow 
models and similar techniques, but may also include the use of market prices of assets 
or liabilities that are not directly comparable to the subject asset or liability. 

10 



KERCHEVILLE AND COMPANY 
NOTES TO FINANCIAL STATEMENTS 

NOTE 3. FAIR VALUE MEASUREMENTS- CONTINUED 

The following table presents the classification of the securities by level at 
December 31, 2013: 

Securities owned, at fair value 
Common stocks 

Energy 
Technology 
Services 
Healthcare 
Transportation 

Exchange traded funds 
Emerging markets 
Europe 
Emerging markets bond 

Level 1 

$ 104,680 
599,342 
486,150 

73,350 
188,400 

127,700 
164,950 
150,150 

Level2 

$ 

$ 1,894,722 =$=== 

Level3 

$ 

$ 

The Company did not have any securities sold short as of December 31, 2013. 

Total 

$ 104,680 
599,342 
486,150 

73,350 
188,400 

127,700 
164,950 
150,150 

$ 1,894,722 

The Company recognizes transfers between fair value levels as of the beginning of the 
period in which the transfer occurs. There were no significant transfers between Levels 1, 2 
or 3 during the years ended December 31, 2013 and 2012. 

Realized and unrealized gains and losses are included in revenues in the accompanying 
statements of operations. 

11 



KERCHEVILLE AND COMPANY 
NOTES TO FINANCIAL STATEMENTS 

NOTE 3. FAIR VALUE MEASUREMENTS -CONTINUED 

The following table presents the classification of the securities by level at December 31, 
2012: 

Level 1 Level2 Level3 Total 
Securities owned, at fair value 

Common stocks 
Energy $ 62,010 $ $ $ 62,010 
Technology 745,041 745,041 
Services 992,956 992,956 
Transportation 204,800 204,800 
Healthcare 64,734 64,734 
Basic materials 146,850 146,850 

Mutual funds 
Value funds 123,685 123,685 
Bond funds 1,000,073 1,000,073 
Blend funds 205,501 205,501 

$ 3,545,650 $ $ $3,545,650 

Liabilities 
Securities sold short Level 1 Level2 Level3 Total 

Common stocks 
Technology $ (532, 172) $ $ $ (532,172) 
Transportation (102,400) (102,400) 
Services (268, 150) (268, 150) 

$ (902,722) $ $ $ (902,722) 

Total investments $2,642,928 $ $ $2,642,928 

12 



KERCHEVILLE AND COMPANY 
NOTES TO FINANCIAL STATEMENTS 

NOTE 4. EQUIPMENT AND FURNITURE, NET 

Equipment and furniture consists of the following at December 31: 

2013 

Equipment and furniture $ 541,099 

541,099 

Accumulated depreciation {486, 166) 

Equipment and furniture, net $ 54,933 

2012 

$ 532,440 

532,440 

(453,209) 

$ 79,231 

Depreciation expense for the years ended December 31, 2013 and 2012 totaled $32,957 
and $31,862, respectively. 

NOTE 5. NET CAPITAL REQUIREMENTS 

The Company is subject to the Securities and Exchange Commission Uniform Net Capital 
Rule (SEC Rule 15c3-1) which requires the maintenance of minimum net capital and 
requires that the ratio of aggregate indebtedness to net capital, both as defined, shall not 
exceed 15 to 1. At December 31, 2013, the Company's net capital ratio was 0.06 to 1, and 
its net capital of approximately $2,310,000 was in excess of its required net capital of 
$250,000, resulting in excess net capital of approximately $2,060,000. 

NOTE 6. SECURITIES OWNED AND SECURITIES SOLD SHORT 

Securities owned consist of marketable securities carried at fair value. Securities sold short 
also consist of marketable securities, which are carried at fair value. When the Company 
sells a security short, it must borrow the security sold short and deliver it to the clearing 
organization through which it made the short sale. A gain, limited to the price at which the 
Company sold the security short, or a loss, unlimited in size, will be recognized upon the 
termination of a short sale. Resulting unrealized gains and losses from securities owned 
and securities sold short are included in revenues in the accompanying statements of 
operations. 

13 



KERCHEVILLE AND COMPANY 
NOTES TO FINANCIAL STATEMENTS 

NOTE 7. RELATED PARTY TRANSACTIONS 

The Company sold its land and building to a related party owned by the Company's sole 
stockholder during 2012. The land and building were sold for $850,000, which resulted in a 
gain of $470,563. As a result of the related party nature of the transaction, the gain is 
recorded as a contribution for the year ended December 31, 2012. Subsequent to the sale, 
the Company entered in a 1 0-year lease agreement with the related party for the use of the 
land and building. Rent expense totaled $180,000 and $0 during the years ended 
December 31, 2013 and 2012, respectively, and is included in occupancy expense in the 
accompanying statements of operations. 

NOTE 8. CLEARING ORGANIZATION 

As described in Note 1 , the Company has an agreement with a clearing organization 
whereby the clearing organization performs clearing functions for all securities transactions 
with brokers and dealers (clearing agreement). Under the clearing agreement, the 
Company is required to maintain a $100,000 balance. At December 31, 2013 and 2012, the 
cash balance was $196,407. Amounts receivable from the clearing organization at 
December 31, 2013 and 2012 consisted of receivables for unsettled trades, commission's 
receivable, deposits for purchases on margin and securities sold short totaling $5,610 and 
$936,316, respectively. Amounts payable to the clearing organization at December 31, 
2013 and 2012 consisted of amounts related to unsettled trades totaling $0 and $1,053,019 
which is included in accounts payable and accrued liabilities in the accompanying 
statements of financial condition at December 31, 2013 and 2012, respectively. 

NOTE 9. COMMITMENTS AND CONTINGENCIES 

Operating Leases 

Effective January 1, 2013, the Company began leasing office space and equipment from 
a related party under a long-term operating lease that expires on December 31, 2023. 
On January 1 of each year during the term of the lease, the then current year's rent is 
adjusted by the change in the prior year of the Consumer Price Index ("CPI 
Adjustment"). 

Future minimum rental payments consisted of the following at December 31, 2013: 

2014 $ 180,000 
2015 180,000 
2016 180,000 
2017 180,000 
2018 and thereafter 900,000 

$ 1,620,000 

14 



KERCHEVILLE AND COMPANY 
NOTES TO FINANCIAL STATEMENTS 

NOTE 9. COMMITMENTS AND CONTINGENCIES- CONTINUED 

Litigation 

The Company is subject to various claims arising in the normal course of business. 
Management believes any such claims will not have a material adverse impact on the 
Company's financial position or results of operations. 

Market Risks and Credit Risks 

In the normal course of business, the activities of the Company and the clearing 
organization involve the execution, settlement and financing of various securities 
transactions. These activities may expose the Company to credit and market risks in the 
event the customer or counterparty is unable to fulfill its contractual obligations. Such 
risks may be increased by volatile trading markets. 

The clearing organization, through which accounts are introduced, and the Company 
seek to control the risks associated with their customer activities by requiring customers 
to maintain margin collateral in compliance with various regulatory and internal 
guidelines. The Company is contingently liable for any customer account deficits with 
the clearing broker which are not otherwise satisfied. 

The clearing broker and the Company monitor required margin levels daily, and pursuant 
to such guidelines, require customers to deposit additional collateral or to reduce 
positions where necessary. 

As part of its normal brokerage activities, the Company sells securities not yet 
purchased (short sales) for its own account. The establishment of short positions 
exposes the Company to market risk in the event prices increase, as the Company may 
be obligated to acquire the securities at prevailing market prices. 

The Company maintains its cash accounts primarily with one financial institution. At 
times, the amounts on deposit may be in excess of the FDIC insured limits. 

NOTE 10. PROFIT SHARING PLAN 

The Company participates in a profit sharing plan under Internal Revenue Code Section 
401 (k) for the benefit of its employees. Under the plan, employees may make contributions 
up to prescribed limits. The plan provides for Company discretionary matching contributions 
and profit sharing contributions. Participants vest ratably over five years in the Company's 
discretionary matching and profit sharing contributions. The Company made matching 
contributions to the participants' accounts of $31 ,655 and $32,535 during 2013 and 2012, 
respectively. 

15 



KERCHEVILLE AND COMPANY 
NOTES TO FINANCIAL STATEMENTS 

NOTE 11. EXEMPTION FROM RULE 15c3-3 

The Company is exempt from reserve requirements and the related computations for the 
determination thereof under paragraph (k)(2)(ii) of Rule 15c3-3 under the Securities 
Exchange Act of 1934, as the Company clears all customer transactions on a fully disclosed 
basis with a clearing broker-dealer and promptly transmits all customer funds and securities 
to such clearing broker-dealer. 

During the year ended December 31, 2013, in the opinion of management, the Company 
has maintained compliance with the conditions for the exemption specified in 
paragraph (k)(2)(ii) of Rule 15c3-3. 

NOTE 12. SUBORDINATED LIABILITIES 

The Company had no subordinated liabilities during the years ended December 31, 2013 
and 2012. Therefore, a statement of changes in liabilities subordinated to claims of general 
creditors has not been presented. 

NOTE 13. SUBSEQUENT EVENTS 

The Company has planned shareholder distributions of $250,,000 per quarter for the first six 
months of 2014. No distributions have been paid through February 25, 2014. The 
Company has evaluated subsequent events through February 25, 2014, the date the 
financial statements were available to be issued and has determined that no transactions 
occurred which warrant disclosure. 
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KERCHEVILLE AND COMPANY 
SCHEDULE OF COMPUTATION OF NET CAPITAL, AGGREGATE 

INDEBTEDNESS AND RATIO OF AGGREGATE 
INDEBTEDNESS TO NET CAPITAL UNDER RULE 15c3-1 

DECEMBER 31, 2013 

-15-
FINANCIAL AND OPERATION COMBINED UNIFORM SINGLE REPORT 

PART IIA 

BROKER OR DEALER: KERCHEVILLE AND CO. as of DECEMBER 31, 2013 

COMPUTATION OF NET CAPITAL 

1. Total ownership equity from Statement of Financial Condition ................................ (1) $ 2,678,107 

2. Deduct ownership equity not allowable for Net Capital .......................................... -'( ____ _ 

3. Total ownership equity qualified for Net Capital............................................... 2,678,107 

4. Add: -
A. 

B. 
Liabilities subordinated to claims of general creditors allowable in computation of net capital ..... ··------1-3::.:5:.:2~0 

Other (deductions) or allowable credits (List) ........................................... ------1-3::.:5:.:2~5 

?· Total capital and allowable subordinated liabilities ............................................. __ ..::2.!..:,6;.;..7::.;8,;.;..10:..;7....~-3;;;.;5:.:3:.::.~0 

6. Deductions and/or charges: 

A. Total nonallowable assets from Statement of Financial Condition (Note) 64,165 

B. Secured demand note deficiency ................................ ---....L._;;.;;..;;..;;;J 

C. Commodity futures contracts and spot commodities-

Proprietary capital charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . r-:OOJ _ 
D. Other deductions and/or charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ~ 64,165 3620 

7. Other additions and/or allowable credits (List) ................................................ ------1-.;;..;36:;.;:3"'"~0 

8. Net capital before haircuts on securities positions ............................................. ___ 2;_,6_1...:3,_94_2_.._3_6_4_,0 

9. Haircuts on securities (computed, where applicable, 

pursuant to 15c3-1 (f): 

A. Contractual securities commitments .............................. ..::$_-___ Ci6Q1~3::..::6~60:,t 
B. Subordinated securities borrowings .............................. ··----~L-...:3::..:::6;.;..70::.~ 
C. Trading and investment securities: 

1. Exempted securities ....................................... . 

2. Debt securities ........................................... . 

3. Options ................................................. . 

4. Other securities .......................................... . 

D. Undue Concentration ........................................ . 

E. Other (List) ................................................ . 

10. Net Capital. ...................................................... . 

(1) See reconciliation ofthese amounts to the 2013 fourth quarter 

FOCUS filed on January 17, 2014 on page 19. 

-- 3735 

- 3733 

- 3730 

284,208 3734 

19,583 3650 

- 3736 

.. .. .. . ... . .. . .. (2) 
I 303,791 f374ol 

$ 2,31 o, 151 I 375ol (1) 

See Independent Auditor's Report 
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KERCHEVILLE AND COMPANY 
SCHEDULE OF COMPUTATION OF NET CAPITAL, AGGREGATE 

INDEBTEDNESS AND RATIO OF AGGREGATE 
INDEBTEDNESS TO NET CAPITAL UNDER RULE 15c3-1 

DECEMBER 31,2013 
(CONTINUED) 

FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT 
PART IIA 

BROKER OR DEALER: KERCHEVILLE AND CO. as of DECEMBER 31, 2013 

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT 

Part A 

11. Minimum net capital required (6-2/3% of line 19) .............................................. ...;$:::._ __ 9::.l'.::.94.:.:7...J[3756)L-3~7:..::5~6 
12. Minimum dollar net capital requirement of reporting broker or dealer and minimum net capital requirement 

of subsidiaries computed in accordance with Note (A) ................................... . $ 250,000 3758 
13. Net capital requirement (greater of line 11 or 12) ............................................. . $ 250,000 3760 
14. Excess net capital (line 10 less 13) ....................................................... . . $ 2,060,151 3770 
15. Excess net capital at 1000% (line 10 less 10% of line 19) ...................................... . $ 2,295,231 3780 

COMPUTATION OF AGGREGATE INDEBTEDNESS 

16. Total A. I. Liabilities from Statement of Financial Condition ....................................... __ _...;1_;4.:..;9,:;;;20.:...1;....[3790]L...;;..37~9;.;;.,~0 
17. Add: 

A. Drafts for immediate credit ..................................... ·....;$:;__ ____ 08W]L..-....;3:..:8.::.00::..~ 
B. Market value of securities borrowed for which no equivalent 

value is paid or credited . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ nB10] 
C. Other unrecorded amounts (List) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ Q820I $ - 3830 

19. Total aggregate indebtedness ......................................................... (3) $ 149,201 3840 ( 
20. Percentage of aggregate indebtedness to net capital (line 19 by line 1 0) .......................... . 6% 3850 
21. Percentage of debtto debt-equity total computed in accordance with Rule 15c3-1 (d) ................ . 0% 3860 

COMPUTATION OF ALTERNATE NET CAPITAL REQUIREMENT- N/A 

Part B 

22. 2% of combined aggregate debt items as shown in Fomnula for Reserve Requirements pursuant to Rule 
15c3-3 prepared as of the date of the net capital computation including both brokers or dealers 
and consolidated subsidiaries' debits ................................................... $. ___ _...;N..::./:....:A...J[J"@)l...;3::.::8:..:.7.::.~0 

23. Minimum dollar net capital requirement of reporting broker or dealer and minimum net capital 
requirement of subsidiaries computed in accordance with Note (A) ............................ $ ___ _...;N..::./:....:A+3::.::8::.:::8~0 

24. Net capital requirement (greater of line 22 or 23) ............................................. $ ___ _...;N,.::I:..:.A+3::.:7:..::6~0 
25. Excess net capital (line 10 less 24) ....................................................... $. ___ _...;N..::./:....:A...J...;3::.::9:...:1~0 
26. Net capital in excess of: 

5% of combined aggregate debit items or $120,000 .......................................... $. ___ _...;N..::./:....:A...J[392QIL-3::.::9:.::2~0 

(1) See reconciliation of these amounts to the 2013 fourth quarter 
FOCUS filed on January 17, 2014 on page 19. 

1) 

See Independent Auditor's Report 
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KERCHEVILLE AND COMPANY 
SCHEDULE OF COMPUTATION OF NET CAPITAL, AGGREGATE 

INDEBTEDNESS AND RATIO OF AGGREGATE 
INDEBTEDNESS TO NET CAPITAL UNDER RULE 15c3-1 

DECEMBER 31, 2013 
{CONTINUED) 

SUMMARY OF DIFFERENCES BETWEEN FINAL FOCUS FILING AND AUDITED FOCUS 

(1) AMOUNT DOES NOT AGREE WITH AMOUNT OF EQUITY PER FOCUS REPORT 
DUE TO THE FOLLOWING: 

EQUITY FROM FOCUS REPORT $ 

AUDIT ADJUSTMENTS: 
OPERATING EXPENSES 

TOTAL AUDIT ADJUSTMENTS 

OWNERSHIP EQUITY FROM AUDITED STATEMENT $ 

(2) NET CAPITAL RECONCILIATION 

CAPITAL- PER FOCUS REPORT $ 
AUDIT ADJUSTMENTS: 

UNDUE CONCENTRATION 
INCOME STATEMENT ADJUSTMENTS 

TOTAL AUDIT ADJUSTMENTS 

AUDITED NET CAPITAL $ 

(3) COMPUTATION OF AGGREGATE INDEBTEDNESS 

AGGREGATE INDEBTEDNESS- PER FOCUS REPORT $ 
ADJUSTMENTS 

AUDITED AGGREGATE INDEBTEDNESS $ 

2,694,256 

(16,149) 

(16,149) 

2,678,107 

2,326,542 

(242) 
(16,149) 

(16,391) 

2,310,151 

131,311 
17,890 

149,201 

See Independent Auditor's Report 
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KERCHEVILLE AND COMPANY 
SCHEDULE OF COMPUTATION OF NET CAPITAL, AGGREGATE 

INDEBTEDNESS AND RATIO OF AGGREGATE 
INDEBTEDNESS TO NET CAPITAL UNDER RULE 15c3-1 

DECEMBER 31, 2013 
(CONTINUED) 

FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT 
PART IIA 

BROKER OR DEALER: KERCHEVILLE AND CO. 

Exceptive Provision Under Rule 15c3-3 

25. If an exemption from Rule 15c3-3 is claimed, identity below the section upon 

which such exemption is based (check one only) 

as of DECEMBER 31,2013 

A. (k) (1 )--Limited business (mutual funds and/r variable annuities only) . . . . . . . . . . . . . . . . . . . . . . . [4'5501 
B. (k) (2)(i)--"Special Account for the Exclusive Benefit of 

customers" maintained ............................................................ .:..· :...· ____ ....~[4§60]~.-4.:..:5:.::6.:::JO 
C. (k) (2)(ii)---AII customer transactions cleared through another 

broker-dealer on a fully disclosed basis. Name of clearing 

firm Pershing, LLC [4'3351 X f457DJ 
D. (k) (3)--Exempted by order of the Commission ........................................... ·.:..· .:..· ____ ..... ~._4..;.:5:..:::8..::..~0 

Note: In the opinion of the management of Kercheville and Company, conditions of the 

Company's exemption from Rule 15c3-3 were complied with for the year ended 

December 31, 2013. 

20 
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INDEPENDENT AUDITOR'S REPORT ON INTERNAL 
CONTROL REQUIRED BY SEC RULE 17a-5 

To the Board of Directors 
Kercheville and Company 

In planning and performing our audit of the financial statements of Kercheville and Company 
(the Company), as of and for the year ended December 31, 2013 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 Company'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 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 15c3-3. Because the Company does not carry securities accounts for customers or 
perform custodial functions relating to customer securities, we did not review the practices and 
procedures followed by the Company in any of the following: 

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

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 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 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 generally accepted accounting principles. Rule 17a-5(g) lists 
additional objectives of the practices and procedures listed in the preceding paragraph. 

AN INDEPENDENT MEMBER OF 
BAKER TILLY INTERNATIONAL CERTIFIED PUBLIC ACCOUNTANTS AND ADVISORS 

24 GREENWAY PLAZA, SUITE 1800, HOUSTON, TX 77046 
P: 713.850.8787 713.850.1673 



To the Board of Directors 
Kercheville and Company 

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 material 
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 above. However, we identified certain deficiencies in internal control that we consider to 
be significant deficiencies, and communicated them in writing to management and those 
charged with governance on February 25, 2014. 

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 
material 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, 2013, 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. 

WEAVER AND TIDWELL, L.L.P. 

Houston, Texas 
February 25, 2014 
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INDEPENDENT AUDITOR'S REPORT ON APPLYING AGREED UPON PROCEDURES 
RELATED TO THE SECURITIES INVESTOR PROTECTION CORPORATION GENERAL 

ASSESSMENT RECONCILIATION 

To the Board of Directors 
Kercheville and Company 
San Antonio, TX 78249 

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, 2013, which 
were agreed to by Kercheville and Company (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 Sl PC-7 with respective cash 
disbursement records entries noting no differences. 

2. Compared the amounts reported on the audited Form X-17 A-5 for the year ended 
December 31, 2013, as applicable, with the amounts reported in Form SIPC-7 for the 
year ended December 31, 2013 without exception. 

3. Compared any adjustments reported in Form SIPC-7 with supporting schedules and 
working papers, which included the support for commission revenue from the sale of 
mutual funds, transactions charges from Pershing, LLC, and net gain on investment 
accounts, 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; 

5. Compared the amount of any overpayment applied to the current assessment with the 
Form SIPC-7 on which it was originally computed noting no differences. 

AN INDEPENDENT MEMBER OF 
BAKER TILLY INTERNATIONAL CERTIFIED PUBLIC ACCOUNTANTS AND ADVISORS 

24 GREENWAY PLAZA, SUITE 1800, HOUSTON, TX 77046 
713.850.8787 F: 713.850.1673 



To the Board of Directors 
Kerchevifle and Company 

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. 

WEAVER AND TIDWELL, L.L.P. 

Houston, Texas 
February 25, 2014 
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KERCHEVILLE AND COMPANY 
GENERAL ASSESSMENT RECONCILIATION (FORM SIPC-7) 

SECURITIES INVESTOR PROTECTION CORPORATION 

SIPC-7 SIPC-7 
(33-REV 7/1 0) 

P.O. Box 92185 Washington, D.C. 20090-2185 
202-371-8300 (33-REV 7/10) 

General Assessment Reconciliation 
For the Fiscal year ended December 31, 2013 

(Read carefully the instruction in you working copy before 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 month in which fiscal year ends for 

purposes of the audit requirement of SEC Rule 17a-5: 

Kercheville & Company Inc 
15750 IH-10 West At Loop 1604 
San Antonio, TX 78249 

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 filed. 

Name and telephone number of person to contact 

respecting this form. 

Kim Wolff (210) 694-5000 

2. A. General Assessment [item 2e from page 2 (not less than $150 minimum)] 

B. Less payment made with SIPC-6 filed (exclude interest) 

7/30/2013 

Date Paid 

C. Less prior overpayment applied 

D. Assessment balance due or (overpayment) 

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

F. Total assessment balance and interest due (or overpayment carried forward) 

G. PAID WITH THIS FORM: 

Check enclosed, payable to SIPC 

Total (must be same as F above) 

H. Overpayment carried forward 

$ 2,660 

$ 

3. Subsidiaries (S) and predecessors (P) included in this form (give name and 1934 Act registration number): 

The SIPC member submitting this form and the 

person by whom it is executed represent thereby 

that all information contained herein is true, correct 

and complete. 

Dated the _29_ day of_January __ , 2014_. 

Kercheville & Company 
(Name of Corporation, Partner ship of other organization) 

V1ce President/ FINOP 
(Authorized Signature) (Title) 

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. 

Dates: Postmar!<ed Received Reviewed 

Calculations __ _ Documentation Forward Copy __ _ 

Exceptions: 
Disposition of exceptions: 

25 

$ 

$ 

$ 

$ 

$ 

4,754 

(2,094) 

2,660 

2,660 



KERCHEVILLE AND COMPANY 
GENERAL ASSESSMENT RECONCILIATION (FORM SIPC-7) 

(CONTINUED) 

DETERMINATION OF "SIPC NET OPERATING REVENUES" 
AND GENERAL ASSESSMENT 

Item No. 

2a, Total revenue (FOCUS Line 12/Part IIA Line 9, Code 4030) 

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 underwriting or distribution of securities, 

(6) Expenses other than advertising, printing, registration lees and legal fees deducted in determining net 

profit from management of or participation in underwriting or distribution of securities, 

(7) Net loss from securities in investment accounts, 
Total additions 

2c. Deductions: 

(1) Revenues from the distribution of shares of a 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 company separate 

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 

securities 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 commercial paper that mature nine months or less 

from issuance date, 
(7) Direct expenses of printing advertising and legal lees incurred in connection with other revenue 

related to the securities business (revenue defined by Section 16(9)(L) of the Act), 

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

(9) (i) Total interest and dividend expense (FOCUS Line 22/PART IIA Line 13, 

Code 4075 plus line 2b(4) above) but not in excess 

of total interest and dividend income, $, _ 

(ii) 40% of interest earned 1}11 customers securities accounts 

(40% of FOCUS line 5, Code 3960), $, --

Enter the greater 01 line (i) or (ii) 
Total deductions 

2d, SIPC Net Operating Revenues 
2e, General Assessment@ .0025 

26 

$ 1,923 

$ 2,129 

Amounts for the fiscal period 
beginning January 1, 2013 
and ending Dec 31, 20jl 

Eliminate cents 

$ 2,746,259 

$ 

$ 

$ 389,529 

$ 138,336 

$ 

$ 314,601 

$ 

$ 

$ 

$ 2,129 
$ 844,595 

$ 1,901,664 
$ 4,754 

(to page 1 but not less than 
$150 minimum) 


