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OATH OR AFFIRMATION

1, JAMES A TESTWUIDE , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
H.C.DENISON CO. , as

of SEPTEMBER 30 ,20 03 . 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 a customer, except as follows:

\Jotary Pub fc
M 17,3007
his regort ** contains (check phcabl boxes):

(a) Facing Page.

(b) Statement of Financial Condition,

(c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockholders” Equity or Partners’ or Sole Proprietors’ Capital.

() Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital.

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3

(i) Information Relating to the Possession or Contro! Requirements Under Rule 15¢3-3.

(J) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

(1) An Oath or Affirmation.

{m) A copy of the SIPC Supplemental Report.

(n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

=

OO0 0 HHMHBEORDOKBME

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-3(e)(3).

X_ (0) Independent Auditors' Report on Internal Control Structure required by SEC Rule 17a-5.
X (p) Statement of Cash Flows
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OETTEN PEAPLE, BETTER RISULTST

Independent Auditors’ Report

To the Board of Directors
H. C. Denison Co.
Sheboygan, Wisconsin

We have audited the accompanying statement of financial condition of H. C. Denison Co. as of
September 30, 2003, and the related statements of operations, changes in stockholders' equity,
and cash flows for the year then ended. These financial statements are the responsibility of the
Company’s management. 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 includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of H. C. Denison Co. as of September 30, 2003 and the results of its operations
and its cash flows for the year then ended, in conformity with accounting principles generally
accepted in the United States of America.

Skl Sc

Certified Public Accountants

Sheboygan, Wisconsin
October 22, 2003
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H. C. DENISON CO.

Statement of Financial Condition
September 30, 2003

ASSETS

Cash and cash equivalents - Unrestricted
Cash - Restricted for reserve requirement
Cash - Restricted at clearing house
Receivables:
Due from customers
Due from brokers and dealers
Commissions
Interest and dividends
Securities owned:
Marketable, at market value
Not readily marketable, at estimated fair value
Federal tax deposit
Property and equipment, net of accumulated depreciation
of $226,008

See notes to financia! statements.

$ 511,840

214,964
53,451

202,753
355
85,028
4,411

641,987
660
24

48,784

$ 1764257



LIABILITIES AND STOCKHOLDERS' EQUITY

Liabilities
Payables:
Customers
Brokers and dealers
Other
Securities sold, not yet purchased, at market value
Accrued liabilities:
Salaries, commissions and related withholdings
Property taxes

Total liabilities

tockholders' it
Common stock, no par value:
Authorized, 1,524 shares
Issued and outstanding, 927 shares
Retained earnings

Total stockholders' equity

$ 384,328
356,470

7,365

5,016

47,392
7,003

917,000
39.683

$ 807,574

956,683
1.764.257



H. C. DENISON CO.

Statement of Operations
Year ended September 30, 2003

Revenues
Commissions $ 1,357,151
Net dealer inventory and security gains 252,955
Interest and dividends 51,796
Other 27,573

Total revenues

Expenses
Employee compensation and benefits 1,108,381
Communications 164,244
Promational costs 92,731
Occupancy and equipment 232,813
Interest 15,640
Professional fees , 19,561
Bank and clearing charges 113,429
Non-compete agreement 25,000
Other 70.879

Total expenses

Net loss

See notes to financial statements.

$ 1,689,475

1.842.678

153,203



H. C. DENISON CO.

Statement of Changes in Stockholders' Equity
Year ended September 30, 2003

Common Retained
Shares Stock Earnings Total
Balance, October 1, 2002 801 $ 792000 $ 192,886 $ 984,886
Sale of additional shares of
common stock 126 125,000 - 125,000
Net loss - - (153,203} {153.203)
Balance, September 30, 2003 927 $ 917000 § 39683 3 956683

See notes to financial statements.



H. C. DENISON CO.

Statement of Cash Flows
Year ended September 30, 2003

Qperating activities
Net loss $ (153,203)

Adjustments to reconcile net loss to net cash
provided by operating activities:

Depreciation 13,975
Decrease (increase) in: _
Cash - Restricted (162,3895)
Receivables 6,819
Securities owned 437,711
Federal tax deposit 6,639
Increase (decrease) in:
Payables 466,097
Securities sold, not yet purchased (44,492)
Accrued liabilities (8.159)
Net cash provided by operating activities $ 563,002
Investing activity
Purchase of property and equipment (7,870)
Financing activities
Proceeds from stock issuances 125,000
Repayment of notes payable {506,000)
Net cash used for financing activities (381.000)
a n h ivalents - Unrestrict
Net increase 174,132
Beginning of year 337,708
End of year 511,840
Supplemental disclosures of cash flow information
Cash paid for interest $ 15,640

See notes to financial statements.



H. C. DENISON CO.

Notes to Financia!l Statements
September 30, 2003

Note 1 - Nature of business and significant accounting policies

A.

Nature of business

H. C. Denison Co. (Company) is a broker and dealer in securities with offices in
Sheboygan and Manitowoc, Wisconsin. The Company is registered with the Securities and
Exchange Commission (SEC) and is a member of the National Association of Securities
Dealers (NASD).

Use of estimates

The preparation of the financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make
estimates and assumptions that affect certain reported amounts and disclosures.
Accordingly, actual results could differ from those estimates.

Cash and cash equivalents

For purposes of the statement of cash flows, the Company considers all highly liquid debt
instruments purchased with a maturity of three months or less to be cash equivalents.

Reserve for bad debts

No reserve for bad debts is deemed necessary because the Company holds purchased
securities until the customer remits payment and does not pay customers for sales until
the certificates are presented.

Securities owned and revenue recognition of securities transactions

Customers’ and brokers’ and dealers’ securities and commadities transactions are
recorded on a seftlement date basis with related commission income and expenses
recorded on a trade date basis. Securities and commodities transactions of the Company
are recorded on a trade date basis.

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

Marketable securities are valued at market value and securities not readily marketable are
valued at fair value as determined by the Board of Directors. The resulting difference
between cost and market (or fair value) is included in income.



H. C. DENISON CO.

Notes to Financial Statements, Continued
September 30, 2003

Note 1 - Nature of business and significant accounting policies, continued

F.

Property, equipment and depreciation

Property and equipment are stated at cost. Expenditures for additions and improvements
are capitalized while replacements, maintenance and repairs which do not improve or
extend the lives of the respective assets are expensed currently as incurred. Properties
sold or otherwise disposed of are removed from the property accounts, with gains or
losses on disposal credited or charged to operations.

Depreciation is provided over the estimated useful lives of the respective assets, using the
straight-line method.

Advertising

The Company expenses advertising costs as they are incurred. Advertising costs were
$68,048 for the year ended September 30, 2003. These costs are included in promotional
costs on the statement of operations.

Income taxes

The Company has elected, by consent of its stockholders, to be taxed as an S corporation
under the provisions of the Internal Revenue Code and Wisconsin Statutes. Under those
provisions, the Company does not pay federal and Wisconsin corporate income taxes on
its taxable income. Instead, the stockholders are liable for their respective shares of the
Company's taxable income on their individual tax returns. The Company periodically
makes distributions to the stockholders for income taxes.

Note 2 - Concentration of credit risk

The Company maintains cash deposits at several banks located in the Sheboygan, Wisconsin
area. Deposits at each bank are insured by the Federal Deposit Insurance Corporation up to
$100,000 per entity. The Company'’s cash deposits, at times, exceed these limits.

Note 3 - Cash - Restricted for reserve requirement

The Company is required to maintain sufficient bank accounts and qualified securities as a
reserve to protect customer interests pursuant to Securities and Exchange Commission Rule
15¢3-3. At September 30, 2003, cash restricted for reserve requirement consists of:

Cash on deposit $ 164,336
Certificates of deposit 50,628
$ 214964

9



H. C. DENISON CO.

Notes to Financial Statements, Continued
September 30, 2003

Note 4 - Cash - Restricted at clearing house

The Company is required to maintain cash balances at Depository Trust and Clearing
Corporation. These restricted cash balances fluctuate periodically based on activity. Depository
Trust and Clearing Corporation hoids securities owned by the Company and is the Company’s
primary clearing agent.

Note 5 - Due from and due to customers and brokers and dealers

Accounts receivable from and payable to customers include amounts due on cash and margin
transactions. Securities owned and not yet paid for by customers are held as collateral for
receivables. Such collateral is not reflected in the financial statements.

Accounts receivable from and payable to brokers and dealers consist of cash due or payable on
security transactions. The security transactions are settled when the underlying securities are
delivered. Securities sold but not yet delivered are held as collateral for monies due upon
delivery. Securities held as collateral pending payment are not reflected in the financial
statements. Monies owed against securities not yet received are held pending receipt of
securities.

Note 6 - Securities owned

Marketable securities owned at September 30, 2003 consist of trading and investment securities
at market values as follows:

Stocks $ 56,838
Corporate bonds 243,348
U.S. Government obligations 60,917
Municipal bonds 280,884

$ 641,987

Securities not readily marketable include investment securities (a) for which there is no market on
a securities exchange or no independent publicly quoted market, (b) that cannot be publicly
offered or sold unless registration has been effected under the Securities Act of 1933, or (c) that
cannot be offered or sold because of other arrangements, restrictions, or conditions applicable to
the securities or to the Company. At September 30, 2003, these securities at estimated fair values
consisted of stocks of $660.

10



H. C. DENISON CO.
Notes to Financial Statements, Continued
September 30, 2003
Note 7 - Notes payable

Community Bank

At September 30, 2003, the Company had available an unsecured line of credit of $500,000 which
matures February 1, 2004. The $500,000 is personally guaranteed by the majority stockholder of
the Company. There was $0 outstanding at September 30, 2003. The interest rate charged is the
bank’s prime rate (4% at September 30, 2003).

Bank One

At September 30, 2003, the Company had available lines of credit totaling $600,000 which mature
December 31, 2003. There was $0 outstanding at September 30, 2003. The interest rate charged
is the 30-day LIBOR rate plus 250 basis points (3.62% at September 30, 2003). These lines of
credit are secured by specific securities in inventory and guaranteed by the majority stockholder of
the Company.

Note 8 - Stock repurchase agreement

Pursuant to an agreement among stockholders, the Company or the primary stockholder is
required under certain circumstances to purchase certain individual stockholder's common stock
at book value, as defined. At September 30, 2003, neither the Company nor the primary
stockholder was obligated to purchase any shares under this agreement.

Note 9 - Net capital requirements

The Company is subject to Rule 15¢3-1 under the Securities Exchange Act of 1834 which
requires that aggregate indebtedness, as defined, shall not exceed fifteen times net capital as
defined (15.0 to 1.0). At September 30, 2003, the Company had net capital of $856,949, which
was $606,949 in excess of its required net capital of $250,000. Its aggregate indebtedness to net
capital ratio was .28 to 1.0.

These calculations of excess net capital and the net capital ratio were prepared on a settlement
date basis of accounting. Results from the use of a settlement date basis of accounting do not
vary materially from those that would be obtained by use of a trade date basis of accounting.

Note 10 - Profit-sharing plan

The Company has a profit-sharing plan covering substantially all of its employees. The Board of

Directors determined that for the year ended September 30, 2003, no contribution would be made
to the plan. The plan also contains a 401(k) voluntary salary reduction feature.

11



H. C. DENISON CO.

Notes to Financial Statements, Continued
September 30, 2003

Note 11 - Related party transactions and lease commitment

The Company leases its Sheboygan office facility from a former stockholder for $9,000 per month,
increasing annually based on the increase in the consumer price index, under a noncancelable
operating lease which expires December 1, 2012. The Company is required to pay real estate
taxes, insurance and the cost of the normal repairs and maintenance to the building.

The Company leases its Manitowoc office facility from an unrelated party on a month-to-month
basis for $400 per month. In addition, the Company must pay all costs of normal repairs and
maintenance to the building.

Following is a schedule by years of future minimum rental payments required under operating
leases that have initial noncancelable lease terms in excess of one year as of September 30,
2003:

Year ending

September 30,

2004 $ 108,000
2005 108,000
2006 108,000
2007 108,000
2008 108,000
Thereafter 450,000
b 990,000

Rent expense under all operating leases amounted to $112,800 for the year ended
September 30, 2003.

The Company has a non-compete agreement with a former stockholder. The agreement specifies
certain non-compete requirements which remain in effect through December 31, 2007. Under
terms of the agreement, the Company will make equal monthly payments to the former
stockholder of $2,084 through the end of the agreement, provided that the former stockholder
complies with the requirements of the non-compete agreement.

12
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Independent Auditors’ Report on Supplemental Information

To the Board of Directors
H. C. Denison Co.
Sheboygan, Wisconsin

We have audited the accompanying financial statements of H. C. Denison Co. as of and for the
year ended September 30, 2003, and have issued our report thereon dated

Our audit was conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The information contained in Schedules | and Il is presented for
purposes of additionai analysis and is not a required part of the basic financial statements, but
is supplemental information required by Rule 17a-5 under the Securities Exchange Act of 1934.
Such information has been subjected {o the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, is fairly stated in all material respects in relation to the
basic financial statements taken as a whole.

S, p S

Certified Public Accountants

Sheboygan, Wisconsin
October 22, 2003

712 Riverfront Drive » Suite 301 » Sheboygan, W] 53081 - schencksolutions.com
Phone: 920-458-0341 = 800-236-2248 « Fax: 920-458-8974
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART Il

BROKER OR DEALER H.C. DENISON CO. asof 9/30/03

COMPUTATION OF NET CAPITAL

THAT WOULD BE OBTAINED BY USE OF A TRADE DATE BASIS 0F ACCOUNTING.

15

(. Total awnarshio 2quity rGm Siatement of FiNancial JaAIMON = HBM 18Q0 wovvmvrvvceveeeeeeeseoeeeeseemsesessresseesmssss s oo s 945,064 310
2. Ceduct Cwnership 2quity 16t 3QWable TOF Net CATIAL oot s st eter et et st esen st is { )| 34601
3. Total ownarship 2GUITY GUANTIEA f0F NET CADMA oe.ioioiveeciee e e ees e ss s e sse b stase s s sssass et es st enea s et sessee s eeeeeeeees ved,Uds 3580]
4, Add
A, Liabifites subardinated 0 claims of general ¢raditors allowable in computation of net Capital.....cccececev i 13520
3. Qther (deductions) or ailowable cradits (List) " | 3525
5. Total capital and allowable subordinated liabilities S GI3,06& 1350
§. D2duciions and/or Cnarges:
A. Total nonallowabfe assats from
Statement of Financial CoNGition {NGIES B A0G T} ... everseeemeermesmeessoessessesreersessesereemeeenressonn s 56,434 3549]
1. Additional charges for customers’ and
NON-CUSIOMIETS” SECUMITY ZCCOUMES ...vveeirrrirvesseericsessaseseressmrsesesssessncssassesstnsssensscssesnnenns $ 3550
2. Additional charges for customers’ and
NON-CUSIOMErS' CCMMOCILY BCCOURLS ...ovesseereeessenees s s s s s smenes 3560
8. Aged fall-{0-deliver ......ccoovrveereeervernenns }3570
1. Number of itams VRN N {3450]
C. Aged shert security .1ner=rc=s less
resemve of 3 3460] % 3580]
aumber of it2ms oo 3470
0. Szcured demand 018 QBMICIENCY ..vi e srestnscsesssessresan e s sre e sesanoasssne e 3590
€. Commocity futures centracts and saot [felarian cmes
- DrOCICRIARY CAPIEI CRBTEES oottt e et s ea st s 3600
£, Other dedUCHONS NQ/CH CHAIGES cuovverirerceecresecieeesescsres et srtsssstsnre e sesnsssasesenesseasssnsssesesenssncsns 3610
G. Decuctions for accounts carried under Rule 13¢3-1{a)(B), (3)(7) and (€)(2} (%) cverrerrermemcrnnnn 3615 55 434
H. TOI2) JECUCTIONS BNG/CT CNATGRS evoveeremrrrmirerirarrarisvainriscosssessossncssessesassaomiesssessess sonsossissassassessensssosssnsea s sasesssassnssssassossecassmoessesasas ( 9, 3 3820)
7. Qther agcitions and/or allcwable cradits (List) ... . 3830i
8. N2t Ca0ital 21012 DAIMCULS 3N SECUTIHES POSIIONS wvv.uerrrveeeerresseesseseosesereesessssesessessemsmsessessasssssesssseesesetsesseseestraseresmosssesssstressessesesesssenns S 861,630 1364
9. Haircuts on securities: {computed, where applicable, pursuant to 15¢3-1(f)):
A, Coniractual SECUMIES SOMMIEIMENLS ..o.coirivs st sssssn st sse s s s ass s sn st 5 o 3660
B. Sutcrdinaiad SECUMHES DAMAWINGS .vumireereiciriersienerresssssssarss st rs st sbs e sines . 367¢
C. Trading and investment securities:
1. 3ankars’ acceptancss, carificates of degosit and COMMErCial PAPST ...evevvcecrvirernenan) % 3680
2. 1.3, 30d £anagian GOVErNMENt DOHGAOMS ........vceeosereeerresceseserenessseasssassoeseessesenssseessannon 1,612 3650
3. State and municizal gavernment oBHJatONS ..o 12 1597 3700
4, Carsorzte obhgaucrs .............................................. 137087 3710
3. SIDEHS ANG WAMBRIS coeoitiicseirion e is s ressssenssrssaaao s s ss st ase st b s s sesssa s ses 7 A28 3720
B DBUGMS cveeeteeie vt eee e tes s te s et e ea e e e A b r A £ b eSS bt R et s Rt en i 3730
T AIDITEGE 1ottt et b o b e b e iR RS 3732
3. Ctnersecurities ..., T2 3734
D. Undue Cencentration . 3650
. OMNBE(LISY  wooovorereoeeeveesseeee s sesssansessssessessaeasee s seasssssmess s e sis e asSE o 3736] (34,681 M3
Il
0. M CPHAL oot coreeo oo veess e cee oo v€a s 2S4S £ 400455 10445 856,949 {3730
CAMT PENNIES
NOTE: THE INFORMATION CONTAINED IN THIS SCHEDULE I IS IN AGREEMENT 1IN ALL
MATERIAL RESPZCTS WITH THE UNAUDITED FOCUS REPQRT, PART Il FILED BY THEZ
COMPANY AS OF SEPTEMBER 30, 2003. THESE SCHEDULES HAVE BEEN PREPARED JN A
SETTLEMENT DATE BASIS OF ACCOUNTING. THE ACCOMPANYING FINANCIAL STATZMENTS
HAVE BEEN PREPARED ON A TRADE DATE BASIS OF ACCOUNTING. RESULTS FROM THE US
OF A SETTLEMENT DATE BASIS OF ACCOUNTING DO NOT VARY MATERIALLY FROM THCSE

SEC 1695 (07-02) 11 of 28
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

PART Il

BROKER OR DEALER H.C. DENISON CO. asof 9/30/03

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

Part A
11, Minimum net Capital reqUIred (67,% 07 I8 19) ..oo.cvvvverrscuvreseessssensssssssesssesesssrsssssscers s stssssss s easosss s $ 15,714 3756
12. Minimum dollar net capital requirement of reporting broker or dealer and minimum net capital requirement

of subsidiaries computad in aCCOrdante WItD NOIE [A) .ot eeere e s es st sscnes st aens et st sn i $ 250 3 000 3758
13. Net capital r2qUIrement (Grealer 0T NE 1107 12) ovvvvvuurioevvreesiesessessosisssssssssssssssssssss sassassssssssssmsssssssssassasssssnassssssssessesssessssnstssss s $ 250,000 3760
14, EXCESS 112t CAPILAL (I8 1018SS 13} 11rrereretreeoremreeroesss eosessestssststasmeseeeseetae e st esesessssessesseseesssoeses s s sesseessesrestessasee s semecesreresen $ 606,949 3770
15. Excess net capital at 1000% (line 10 1855 10% 0f INE 1D) wrovurriromereersveevesmsssssevenesisssesssssserssessssssessmscssessesssssssssssssseverssoesr s 359 Q3 3 3 3 1.8 3780

COMPUTATION OF AGGREGATE INDEBTEDNESS

16. Total Al liabilities from Statemnent of FINancial CONGMION .....cvv e et e $ 450 ’ 672 (3790
17. Add:

A, Drafts for immediate Cradit ... ..o cnrerenernesesemress s nenseesmsssesecrssonne

B. Market value of securities borrowed for which no equivilent value

IS P OF CTRAMEA ...e.. e bbbt bbb ne st

C. Other unrecorded amounts (List) 3830
18. Deduct: Adjustment based on deposits in Special Reserve Bank Accounts (15¢3-1(c)(1)(vii)) .. 274,964 3838
19. Total aggregate indebtedness 235 708 3840
20, Percentage of aggregate indebtedness to net capital {liNe 19 + BY INE T0) crvoovevvmvvveerrerseeersesssssessssssesiessssmsss s asss s ensrees /28 % (3850
21. Percentage of aggregate indebtedness to net capital after anticipated capital withdrawals

(I 19 = DY liNe 10 16SS HEM 4880 PAOE 25) oovooovcooveeereoveeremeereeevevvereevvesvesvesssesessssssssssssssssesses st s sssrsesssressosesesssssssoressesseseersseore % 28 % 13853

COMPUTATION OF ALTERNATE NET CAPITAL REQUIREMENT

Part B
22. 2% of combined aggregate debt items as shown in Formula for Reserve Requirements pursuant to Rule 15¢3-3

prepared as of date of the net capital computation including both brokers or dealers and consolidated subsidiaries’ debits .............. 7% N / A 3870
23. Minimum dollar net capital requirament of reporting broker or dealer and minimum net capital requirement of

subsidiaries computed in acCordance WIth NOE (A} ....c.oveeeereeroneessrennionnssinesesmmeesree s ieessesecsorsesseasetassssassanessassesresesssaessesssancanros $ N / A 3880
24. Net capital requirement (greater of line 22 or 23) .8 N/A 3760
25. Excess net capital {Iing 101655 24) ....oovrivcrciivrinnnrisreeciecmmnere s 3 N/JA 3910
26. Percentage of Net Capital to Aggregate Debits (Jine 10 < DY JINETT7 BAE B vrvvvvvrreorisrsorerssmssesissessesssmssssnssesiesssssssarsssins s ons ness e % NT7A 3851
27. Percentage of Net Capital, affer anticipated capital withdrawals, to Aggregate Debits

(line 10 less item 4880 page 11 = by lINE 17 PAGE 8) .ouoieurrerieeiiciiinii i et se e srs s st st % N/A 3854[
28. Net capital in excess of the greater of:

A. 5% of combines aggregate debit items or $120,000 ...ttt bbbt sen s s $ N /A 3920

OTHER RATI0S

Part €
29. Percentage of debt to debt-equity total computed in accordance With Rule 15C3-1(d) ..ueereccicreercrvemircneeree e eerecrieceenees % N/A 3860
30. Options deductions/Net Capital ratio (1000% test) tota! deductions exclusive of liquidating equity under

Rule 15¢3-1()(B), ()(7) AN (C)(2){X) = NEL CADHA ooovcosoeeeoens e seeemsee e sessessesesesresons s oessesssses e s s eeess e % N/A 3852
NOTES:

(A} The minimum net capital requirement should be computed by adding the minimum dollar net capital requirement of the reporting broker dealer and, for each

subsidiary to be consolidated, the greater of.
1. Minimum doflar net capital requirement , or
2. 8Y,% of aggregate indebtedness or 2% of aggregate debits if alternative method is used.

(B) Do not deduct the value ot securities borrowed under subordination agrements or secured demand notes covered by subordination agrements not in satisfactory form
and the market values of memberships in exchanges contributed for use of company (contra to item 174Q) and partners’ securities which were included in non-allowable

)

assets.
For reports filed pursuant to paragrapgh (d) of Rule 17a-5, respandent should provide a list of material non-allowable assets.
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H. C. DENISON CO.
Reconciliation of Company's Computation of Net Capital Under
Rule 15¢3-1 of the Securities Exchange Commission with
Computation Based on Audited Amounts

As of September 30, 2003

Net capital, as reported in Company's Part Il (Unaudited)
Focus Report

Net audit adjustments

Net capital, per above computation

Total ownership equity from statement of financial condition
(Trade date basis)

Commissions from conversion to settiement date basis

Total ownership equity, Line 1 (Settlement date basis)

17

Schedule |,

Continued
$ 845,493
11.456
b 856,949
$ 956,683
(8.619)
48.064



FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

PART {i

BROKER OR DEALER H.C. DENISON CO.

asof _9/30/03

COMPUTATION FOR DETERMINATION OF RESERVE REQUIRTEMENTS

FOR BROKER-DEALERS UNDER RULE 15¢3-3
(See Rule 15¢3-3, Exhibit A and Related Notes)

CREDIT BALANCES

1.

Free credit balances and other credit bafancesin customers” security
acCoUnts (568 NOte A, EXRIDIL A, RUIE 15C33) woovvcveoerrvoreeoeceoreevvenreoreesmermearseasemsoeeseomeseeeermseeeaennes 5384 ,328

4340

2. Monies borrowed collateralized by securities carried for the accounts of

CUSIOMIETS (SEE NOE B) 1uuirriereiieaiorieir ettt bbbt s ss b easess b eness 4350
3. Monies payable against custamers” securities loaned (Se€ NOte C) .orvvvccrvnicrenincniceniicricennncrnenns 4360
4. Customers’ securities failed 1o receive (388 NOtE D) ..ocovvvvier e 4,584 4370
5. Credit balances in firm accounts which are atiributable to principal sales 10 CUSIOMErS ................ 5,016 4380
6. Market value of stock dividends, stock splits and similar distributions receivable outstanding

OVEN 30 CAIBNUAT BAYS 1ottt bttt bbb bbb 4390
7. **Market value of short security count differences over 30 calendar days old .......ccococvrrcorcrenns 4400
8. **Market value of short securities and credits (not to be offset by logs or by

debits) in all suspense accounts over 30 Calendar daYS ......c..cereiincricenrn et 7 W
9. Market value of securities which are in transfer in excess of 40 calendar days and have not been

confirmed to be in transter by the transfer agnet or the issuer during the 40 days.........cccccovevennnne 4420
10, OHEE (LIST) rviviseirirriiiens evivneersinessscnsatresiesssessees et st st s sbseesnbs s sttt beca s esimsareane 4425
1. TOTAL CREDITS s e e $ 393,928  [4430]
DEBIT BALANCES
12. **Debit balances in customers' cash and margin accounts excluding unsecured accounts and

accounts doubtful of collection net of deductions pursuant to Note E, Exhibit A, Rule 15¢3-3...... ¢ 2 468  [a440]
13. Securities borrowed to effectuate shor sales by customers and securities borrowed to make

delivery on customers’ securities faifed t0 deliVET ....veeiererrcorerrci e 4450
14, Failed to deliver of customers’ securities not older than 30 calendar days ......cocccevccrrcrconnnne 4460
15. Margin required and on deposit with Options Clearing Corporation for ait option contracts

written ar purchased in customer accounts (€8 NOT8 FY ..o iinnvineeine s 4465
18, OREE (LIS coovoerr et ettt bbb seb e bbb e s 4468
17, **AGAregate GEDI HEMS 1..oiiirici et crieeme ettt et en e ettt ees b beab b4 ebs oS b s 288 b bt st sbeebbn st br st enees b s et s e bane $ 2 ’ 468 4470
18. **Less 3% (for aiternative method only—58€ RUle 15C3-T{F)(5){1) v+ ereererecmrerruimirererennmerceenimrasonenenemsesnens cresssssssssscosessenssnsscanesnssnnn { )1 4471
19. **TOTAL 14c3-3 DEBITS $ 2.408 4472
RESERVE COMPUTATION
20. Excess of total debits over total credits (N 13 18SS HNE 11) oot et tsn s staes st ven st se b s e sanessrtens A 0 4480
21, Excess of total credits over total debits (N8 111855 HNE 19) w.eoiviiiviiieive ettt csvessens e masess st st s e et asnstans 391.460 4490
22. |t computation permitted on a monthly basis, enter 105% of excess of total credits over total debS .........ccorerrvrceecienecniereenenns 411,033 4500
23. Amount held on deposit in “Reserve Bank Account(s),” including value of gualified securities, at end of reporting period ................. 214.964 4510
24. Amount of deposit (or withdrawal) including

3 [4515 ] ValUE OF QUANTIE SBCUTIIES ...vvvvveor oo esses s ocessrmeaeemmeeresssesesee s esseeeasereessessesse e eess e 250.000 m
25. New amount in Reserve Bank Account(s) after adding depasit or subtracting withdrawal incfuding

$ [4525 ] Value Of QUATHIE SBEUMHES ...ovvver..ecvveevesreesc s eeseseneesssesmeessesoesesseseenseseoseesss s eesecmrenssesns s 464,964 4530
26. Date 0f dEPOSIt (MMDDYY) eovorercermierrinierisiseescamesiorensceocea e cssa bt et S s b s bR s 10/2/03 4540

FREQUENCY OF COMPUTATION
Daily% [4332] Weeky 4333 Montily X 4334

** |n the event the Net Capital Requirement is computed under the aiternative method, this “Reserve Formula” shall be prepared in

27.

accordance with the requirements of paragraph (f) of Rule 15¢3-1.
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FINANGIAL AND GPERATIGNAL COMBINED UNIFORM SINGLE REPORT
PART ii

BROKER OR DEALER H.C. DENISON CO. asof __9/30/03

COMPUTATION FOR DETERMINATION OF RESERVE REQUIRTEMENTS
FOR BROKER-DEALERS UNDER RULE 15¢3-3 (continued)

EXEMPTIVE PROVISIONS
28. 1f an exemption from Ruie 15¢3-3 is claimed, identify below the section upon which such exemption is based {check only one)

A (K)(1) — $2,500 capital Category as Per RUIE T5C3-T oo cencneisrmseees s et senesere b ens s sanins e 4550
B. (k)(2)(A} — “Special Account for the Exclusive Benefit of customers™ maintained 4560
C. (K){(2){B) — All customer transactions cleared through another broker-dealer on a fully disclosed basis.

Name of clearing firm¥; [4_33_5—] 4570
D. (K)(3) — Exempted by order of the COMMISSION ...ttt et st et 4580

Information for Possession or Control Requirements Under Rufe 15¢3-3
State the market valuation and number of otems of:
1. Customers’ fully paid securities and excess margin securities not in the respondent’s passesion or control as of the report date
{for which instructions to reduce to possession or control had been issued as of the report date) but for which the required

action was nat taken by respondent within the time frame specified under Rul 15¢3-3. NoteS A and B .......cccoecceeercvnincvrccnnnnnne $§ - 4586

A, Number of items B 4587
2. Customers’ fully paid securities and excess margin securities for which instructions to reduce possession or control had not

been issued as of the report date, excluding items arising from “temparary fags which result from normal business operations”

as permitted under Rule 15¢3-3. Notes B, C and D $ - 4588

A. NUMBDEE OF BIMIS L.voiest ittt bbb e b bR R b e % 4589

OMIT PENNIES

3. The system and procedures utilitzed in complying with the requirement to maintain physical passession or control of

customers’ fully paid and excess margin securities have been tested and are tunctioning in a manner adequate to

Uil the TEQUITEMENLS Of RUIE 15033 wecevevcvscorernrensenssnrsseesosssosssssenrsons s Yes 4584 No [4585]

NOTES

A—Do not include in item one customers’ fully paid and excess margin securities required by Rule 15¢3-3 to be in possession or control but for which no action was
required by the respondent as of the report date or required action was taken by respondent with the time frames specified under Rule 15¢3-3.

B-— State separately in response to items one and two whether the securities reported in response thereto were subsequently reduced to possession or control by the
respondent. )

C—Be sure to include in item two only items not arising from “temporary lags which result from normal business operations” as permitted under Rule 15¢3-3.

D—Mtem two must be responded to only with report which is filed as of the date selected for the broker's or dealer’s annual audit of financial statements, whether or not such
date is the end of a calendar quarter. The response to itern two should be filed within 80 calendar days after such date, rather than with the remainder of this repont. This
information may be required on a more frequest basis by the Commission or the designated examining authority in accordance with Rule 17a-5(a)(2)(iv}.
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Independent Auditors' Report on Internal Control
Structure Required by SEC Rule 17a-5

To the Board of Directors
H. C. Denison Co.
- Sheboygan, Wisconsin

In planning and performing our audit of the financial statements of H. C. Denison Co. for the year
ended September 30, 2003, we considered its internal control structure, including control activities
for safeguarding securities, in order to determine our auditing procedures for the purpose of
expressing our opinion on the financial statements and not to provide assurance on the internal
control structure.

l Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission, we have

made a study of the practices and procedures followed by H. C. Denison Co. including tests of

compliance with such practices and procedures that we considered relevant to the objectives

' stated in Rule 17a-5(g), (1) in making the periodic computations of aggregate indebtedness (or

aggregate debits) and net capital under Rule 17a-3(a)(11) and the reserve required by Rule 15¢3-

3(e); (2) in making the quarterly securities examinations, counts, verifications and comparisons,

. and the recordation of differences required by Rule 17a-13; (3) in 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; and (4) in obtaining and maintaining physical

' possession or control of all fully paid and excess margin securities of customers as required by
Rule 15¢3-3.

The management of the Company is responsible for establishing and maintaining an internal
controi structure 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 above-mentioned objectives. Two of the objectives of internal contral 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 preparation of financial statements in
accordance with accounting principles generally accepted in the United States of America. Rule
17a-5(g) lists additional objectives of the practices and procedures listed in the preceding
paragraph.
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Because of inherent limitations in internal control or 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. Our
consideration of the internal control structure would not necessarily disclose all matters in the
internal control structure that might be material weaknesses under standards established by the
American Institute of Certified Public Accountants. A material weakness is a condition in which the
design or operation of the specific internal control components elements do not reduce to a
relatively low level the risk that error or fraud in amounts that would be material in relation to the
financial statements being audited may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. However, we noted no
matters involving internal control, including 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 a material
inadequacy for such purposes. Based on this understanding and on our study, we believe that the
Company's practices and procedures were adequate at September 30, 2003 to meet the SEC's
objectives.

This report is intended solely for the information and use of the Board of Directors, management,
the Securities and Exchange Commission, and other regulatory agencies which 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.

Scho b S

Certified Public Accountants

Sheboygan, Wisconsin
Qctober 22, 2003
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