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OATH OR AFFIRMATION

I. _"Elizabeth . A. Watson . swear {or affirm) that. to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

LS. Boston Capital Corporation . as
of September 30 .20 04 . 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:
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President—
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Notary Public

KRISTINA I. EISNOR
Thi »e ~ . _ NOTARY puBLc
is report ** contains (check all applicable boxes): COMMONWEALTH OF MASSACHYS
{a) Facing Page. My Commission Expires Aug, 25, ?JOSG
(b) Statement of Financial Condition.

(c) Statement of Income (Loss)
(d) Statement of GRxaxzxXrCBODIRXX XA R

(e) Statement of Chanﬂes in Stockholders Equlty or Partners’ or Sole Proprietors’ Capital.
(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
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@ (g) Computation of Net Capital.
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(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3
(i) Information Relating to the Possession or Control 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.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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NAF FAI—&OMPANY S
Certified Public Accountants and Consultants
401 Andover Street » North Andover, MA 01845
Douglas L. Naffah, C.P.A. Tel: 978.685.8540
Mary Ellin Costello, C.P.A. Fax; 978.685.8740

Marilyn A. Censullo, C.P.A.

To the Board of Directors

U.S. Boston Capital Corporation
55 Old Bedford Road

Lincoln North

Lincoln, MA 01773

INDEPENDENT AUDITORS' REPORT

We have audited the accompanying statement of financial condition of U.S. Boston
Capital Corporation (A Wholly-Owned Subsidiary of U.S. Boston Corporation) as of
September 30, 2004 and the related statements of income, changes in stockholder’s
equity, changes in subordinated borrowings, and cash flows for the year then ended that
you are filing pursuant to rule 17a-5 under the Securities Exchange Act of 1934. 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 U.S. Boston Capital Corporation as of September 30,
2004 and the results of their operations and their cash flows for the year then ended in
conformity with accounting principles generally accepted in the United States of
America.

Our audit was conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The information contained in supporting schedules |, I,
ItI, and 1V is presented for the purposes of additional analysis and is not a required part
of the basic financial statements, but is supplementary information required by rule 17a-
5 under the Securities and Exchange Act of 1934. Such information has been subjected
to 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.

October 22, 2004 ~1-k—7/za'ﬂw &wyﬁ(




Cash

Notes receivable

STATEMENT OF FINANCIAL CONDITION
FOR THE YEAR ENDED SEPTEMBER 30, 2004

Commissions receivable
Marketable securities, at market value

Prepaid expenses

Exchange membership, at cost

TOTAL ASSETS

LIABILITIES

LIABILITIES AND
DER' I

Commissions payable

Affiliates
Other

Accounts payable

Accrued income taxes

Total Liabilities

SUBORDINATED DEBT

STOCKHOLDER'S EQUITY

Common stock - $.10 par value; 150,000 shares
authorized, issued and outstanding

Additional paid-in capital

Retained earnings

Total Stockholder's Equity

TOTAL LIABILITIES AND
STOCKHOLDER'S EQUITY

$ 36,509
250,000
99,319
145,137
9,112

50

$.540,127

$ 93,921
13,567
950
1,247
109,685

250,000

15,000
38,730
126,712

180,442

$.540.127

The accompanying notes are an integral part of these financial statements.
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U.S. BOSTON CAPITAL CORPORATION
(A Wholly Owned Subsidiary of U.S. Boston Corporation)

STATEMENT OF INCOME
FOR THE YEAR ENDED SEPTEMBER 30, 2004

REVENUES
Commissions and service fees $2,615,226
Realized gains on sale of marketable securities 9,300
Unrealized gains on marketable securities 3,837
Total Revenues 2,628,363
EXPENSES
Commission expense 2,302,279
Operating expenses 281,358
Total Expenses 2,583,637
INCOME BEFORE PROVISION FOR TAXES 44,726
PROVISION FOR TAXES
Federal 5,533
State 4,578
Total Provision for Taxes 10,111
NET INCOME $__34615

The accompanying notes are an integral part of these financial statements.
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U.S. BOSTON CAPITAL CORPORATION
(A Wholly C  Subsid fUS B : ,

STATEMENT OF CHANGES IN STOCKHOLDER'S EQUITY
FOR THE YEAR ENDED SEPTEMBER 30, 2004

Additional Total
Common Paid in Retained Stockholder's
Stock Capital Earnings Equity

Balance - September 30, 2003 $ 15,000 $38,730 $ 92,097 $ 145,827
Net Income - 2004 - - 34,615 34,615

Balance - September 30, 2004  $15,000  $38,730 $126,712 $.180,442

The accompanying notes are an integral part of these financial statements.
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U.S. BOSTON CAPITAL CORPORATION
(A Wholly Owned Subsidiary of U.S. Boston Corporation)

STATEMENT OF CHANGES IN SUBORDINATED BORROWINGS
FOR THE YEAR ENDED SEPTEMBER 30, 2004

Subordinated borrowings at September 30, 2003 $ 170,000

Increases:

Secured demand note collateral agreements for equity capital 250,000
Decreases :

Payment of secured demand note collateral agreements (170.000)
Subordinated borrowings at September 30, 2004 $_250,000

The accompanying notes are an integral part of these financial statements.
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U.S. BOSTON CAPITAL CORPORATION
(AWholly C | Subsidi fUS B : jon

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED SEPTEMBER 30, 2004

INCREASE (DECREASE) IN CASH

CASH FLOWS FROM OPERATING ACTIVITIES
Net income
Adjustments to reconcile net income to
net cash provided by operating activities
Realized and unrealized gains on marketable securities
(Increase) decrease in operating assets
Commissions receivable
Prepaid expenses
Interest and other receivable
Increase (decrease) in operating liabilities
Commissions payable
Accounts payable
Accrued income taxes

Net Cash Provided by Operating Activities
CASH FLOWS FROM INVESTING ACTIVITIES
Investment in marketable securities

Proceeds from sale of marketable securities
Net Cash Used in Investing Activities
DECREASE IN CASH

CASH - BEGINNING OF YEAR

CASH - END OF YEAR

Supplemental schedules of cash flows information:
Cash paid during the year for income taxes

$ 34615

(13,137)

(22,116)

(7,485)
242

19,319
825

(32)
12,231

(241,300)
109,300

(132,000)
(119,769)

156,278

$__36,500

$_10,143

The accompanying notes are an integral part of these financial statements.
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1.

NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2004

ORGANIZATION AND NATURE OF BUSINESS

U.S. Boston Capital Corporation (the Company) is a wholly owned subsidiary of U.S.
Boston Corporation (the Parent). The Company is a Securities Broker/Dealer and
has its principal office and place of business in Lincoln, Massachusetts.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The Company maintains its accounting records on the accrual method of accounting
whereby revenue is recorded when it is earned and expenses are recorded as they
are incurred.

Cash

The Company maintains cash accounts with another high credit quality, Boston-
based bank, the daily balances of which, at times, may be in excess of FDIC
insurance limits.

For the purpose of the Statement of Cash Flows, the Company has defined cash as
cash in banks and certificates of deposit with maturities of less than ninety days.

Commissions Receivable

There is no allowance for doubtful accounts at September 30, 2004. All receivables
are considered collectible.

Marketable Securities

Investments in marketable securities with readily determinable fair values are
measured at fair market value in the Statement of Financial Condition. The realized
and unrealized gains or losses are reflected in the Statement of Income.

Prepaid Expenses

Certain expenses are routinely paid which cover more than one fiscal period. At

September 30, 2004, prepaid expenses consisted of various insurance premiums
and regulatory fees.

Use of Estimates

The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions
that affect the reported amount of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported

amounts of revenues and expenses during the reporting period. Accordingly, actual
results could differ from those estimates.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CON'T)

Income Taxes

The Company files a consolidated tax return with its parent corporation.
Consolidated tax expense is allocated using the separate return method. Under this
method, taxes are reported in the financial statements for a subsidiary as if it filed a
separate return.

Taxes payable consisted of the following at September 30, 2004:

Federal $ 5,533
State 4578
Total $10,111

Temporary differences between financial statements and income tax reporting are
immaterial; therefore there is no provision for deferred taxes.

RELATED PARTY TRANSACTIONS

The Company transacts business with three affiliated companies. The business
dealings are not necessarily carried out on an arm’s-length basis. Related party
transactions occurring during the year ended September 30, 2004 are as follows:

Substantially all commission revenue is disbursed to affiliated companies and is
recorded as commission expense on the Statement of Income. Commission
expense to an affiliated company for the year ended September 30, 2004 was
$2,212,370 of which $93,921 is included in Commissions Payable in the Statement
of Financial Condition.

Beginning in March 2004, pursuant to an expense sharing agreement with an
affiliate, the Company paid the affiliate $35,800 per month for certain salary and
administrative costs incurred by the affiliate on behalf of the Company. A total of
$250,600 was paid to the affiliate during the fiscal year ended September 30, 2004.
fn accordance with the agreement, the monthly fee is reassessed annually at the
end of the fiscal year. These services were provided to the Company at no cost
through February 2004.

NOTES RECEIVABLE

Notes receivable at September 30, 2004, consists of two secured non-interest
bearing demand notes with two officers of the Company dated November 10, 2003.
The notes are secured by certain securities pledged as collateral. The notes are
security for the secured demand note collateral agreements disclosed in Note 6 of
these financial statements. '



5. MARKETABLE SECURITIES

Marketable securities consist of mutual funds, and are carried at fair market value.
Cost and market values are summarized as follows:

Market value:

Quantitative Emerging Markets Fund $111,533
Quantitative Foreign Value Fund 33,604
Total Market Value $145.137
Aggregate Cost $141,300

SUBORDINATED DEBT

The borrowings under subordination agreements at September 30, 2004 are as
follows:

Two secured non-interest bearing demand note collateral

agreements, dated November 10, 2003, with two

officers of the Company, payable on November 10, 2008.

These notes are secured by the demand notes receivable

disclosed in Note 4 of these financial statements. $.250,000

The subordinated borrowings are available in computing net capital under the SEC's
uniform net capital rule. To the extent that such borrowings are required for the
Company’s continued compliance with minimum net capital requirements, they may
not be repaid.

REGULATORY REQUIREMENTS

The Company is subject to the Securities and Exchange Commission’s Uniform Net
Capital Rule (Rule 15¢3-1), which requires the maintenance of minimum net capital
of $250,000 and requires that the ratio of aggregate indebtedness to net capital both
as defined shall not exceed 15 to 1. Net capital and aggregate indebtedness
change from day to day, however, at September 30, 2004, the Company had net

capital of $394,111 and its ratio of aggregate indebtedness to net capital was 0.28 to
1.

Part I of the most recent Focus Report of U.S. Boston Capital Corporation on Form
X-17a-5 is available for examination or copying at the Boston regional office of the
Securities and Exchange Commission or at the office of the Company, 55 Old
Bedford Road, Lincoln North, Lincoln, Massachusetts, 01773.




SCHEDULE |
U.S, BOSTON CAPITAL CORPORATION
(A Wholly Owned Subsidiary of U.S. Boston Corporation)

COMPUTATION OF NET CAPITAL, AGGREGATE INDEBTEDNESS
BASIC NET CAPITAL REQUIREMENT PURSUANT TO RULE 15¢3-1
SEPTEMBER 30, 2004

Total stockholder’s equity $ 180,442
Add subordinated liabilities to claims of general creditors

allowable in computation of net capital 250,000
Total capital and allowable subordinated liabilities 430,442

Less non-allowable assets -

Commissions receivable 4,449
Prepaid expenses 9,112
Exchange membership 50

13,611

Less: Additional charges for customers’ and
non-customers’ security accounts 950

Haircuts on securities

Marketable securities 21,770
Total adjustments (36.331)
Net capital $.394,111
Aggregate indebtedness $.109.685

Computation of basic net capital requirement

Minimum net capital required (6 2/3% of

aggregate indebtedness) $__7.312
Minimum dollar net capital requirement
of reporting broker/dealer $.250,000
Excess net capital $ 144111
Excess net capital at 1,000% $.383,142
Ratio: Aggregate indebtedness to net capital 028101

See accountants’ report.
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SCHEDULE Il
U.S. BOSTON CAPITAL CORPORATION

(A Wholly Owned Subsidiary of U.S. Boston Corporation)

RECONCILIATION WITH COMPANY’S COMPUTATION OF
NET CAPITAL PURSUANT TO RULE 17a-5(d)(4)
SEPTEMBER 30, 2004

Net Capital of $394,111 does not differ from the amount reported by U.S. Boston Capital
Corporation in Part |l of the Focus Report on Form X-17a-5 at September 30, 2004,

See accountants’ report.
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SCHEDULE 1l
U.S. BOSTON CAPITAL CORPORATION
(A Wholly Owned Subsidiary of U.S. Boston Corporation)
COMPUTATION FOR DETERMINATION
OF RESERVE REQUIREMENTS UNDER
EXHIBIT A RULE 15¢3-3
SEPTEMBER 30, 2004
Credit items
Payable to customers $ 950
Total Debit Items -
Reserve Computation
Excess of total debits over total credits __ 950
Required Deposit $___997

There are no differences from the above computation and the Company’s computation
reported in Part || of the Focus Report on Form X-17a-5 as of September 30, 2004.

See accountants’ report.
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U.S. BOSTON CAPITAL CORPORATION
(AWholly O  Subsidi fUS. B : ion!

INFORMATION RELATING TO THE
POSSESSION OR CONTROL REQUIREMENTS UNDER
RULE 15¢3-3
SEPTEMBER 30, 2004

Customers’ fully paid and excess margin securities not in the
respondent’s possession or control as of the report date (for
which instructions to reduce to possession or control has been
issued as of the report date but for which the required action
was not taken by respondent within the time frames specified
under rule 15¢3-3):

A. Number of items

Customers’ fully paid securities and excess margin securities for
which instructions to reduce to possession or control had not been
issued as of the report date, excluding items arising from “temporary
lags which result from normal business operations” as permitted
under rule 15¢3-3.

A. Number of items

See accountants’ report.
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U. S, BOSTON CAPITAL CORPORATION
(A Wholly Owned Subsidiary of
U.S. Boston Corporation)

REPORT ON INTERNAL CONTROL
REQUIRED BY SEC RULE 17a-5
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Certified Public Accountants and Consultants
401 Andover Street « North Andover, MA 01845

Douglas L. Naffah, C.P.A. Tel: 978.685.8540
Mary Ellin Costeilo, C.P.A. Fax: 978.685.8740

Marilyn A. Censullo, CP.A.
October 24, 2003

To the Board of Directors

U.S. Boston Capital Corporation
55 Oid Bedford Road

Lincoln North

Lincoln, MA 01773

Report on Internal Control Required by SEC Rule 17a-5

In planning and performing our audit of the financial statements and supplemental
schedules of U. S. Boston Capital Corporation, a wholly owned subsidiary of U. S.
Boston Corporation, (the Company), for the year ended September 30, 2003, we
considered its internal control, 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.

Also, as required by rule 17a-5(g)(1) of the Securities Exchange Commission (SEC), we
have made a study of the practices and procedures followed by the Company, including
tests of compliance with such practices and procedures that we considered relevant to
the objectives stated in rule 17a-5(g), in the following:

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

3. 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.

4. 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 fna'nagement 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 above-mentioned
objectives. Two of the objectives of internal control and the practices and procedures
are to provide management with reasonable but not absolute assurance that assets for
which the Company has responsibility are safeguarded against loss from unauthorized
use or disposition, and that transactions are executed in accordance with management’s
authorization and recorded properly to permit the 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.

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 internal control would not
necessarily disclose all matters in internal control 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 does 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 activities, including control activities for safeguarding securities,
which 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 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 SEC, the Boston Stock Exchange, 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.
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