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De I o i tteo Deloitte & Touche LLP

Suite 1900

250 East Fifth St.
Cincinnati, OH 45201-5340
USA

Tel: +1 513 784 7100
www.deloitte.com

INDEPENDENT AUDITORS’ REPORT

Ross, Sinclaire & Associates, Inc.:

We have audited the accompanying statement of financial condition of Ross, Sinclaire & Associates, Inc.
(the “Company”) as of October 31, 2004 that you are filing pursuant to Rule 17a-5 under the Securities
Exchange Act of 1934. This financial statement is the responsibility of the Company’s management. Our
responsibility is to express an opinion on this financial statement 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 statement of financial condition 1s free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the statement of financial
condition. An audit also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall statement of financial condition presentation. We
believe that our audit provides a reasonable basis for our opinion.

In our opinion, such statement of financial condition presents fairly, in all materal respects, the financial

position of the Company at October 31, 2004 in conformity with accounting principles generally accepted
in the United States of America.

Dobnlle = ok (LF

December 17, 2004

Member of
Deloitte Touche Tohmatsu



ROSS, SINCLAIRE & ASSOCIATES, INC.

STATEMENT OF FINANCIAL CONDITION
OCTOBER 31, 2004

ASSETS

CASH AND CASH EQUIVALENTS

CASH SEGREGATED FOR THE EXCLUSIVE‘BENEFIT OF CUSTOMERS
DEPOSITS WITH CLEARING BROKER AND OTHERS

RECEIVABLE FROM CLEARING BROKER

RECEIVABLE FROM RELATED PARTIES

SECURITIES OWNED BY THE COMPANY

FURNITURE, EQUIPMENT, SOFTWARE, AND LEASEHOLD
IMPROVEMENTS—Net

GOODWILL
OTHER ASSETS
TOTAL

LIABILITIES AND STOCKHOLDERS’ EQUITY

SECURITIES SOLD, NOT YET PURCHASED

ACCOUNTS PAYABLE, ACCRUED EXPENSES AND OTHER LIABILITIES

STOCKHOLDERS’ EQUITY:
Common stock—authorized, 750 shares without par value; stated value $25
per share; 200 shares outstanding
Additional paid-in capital
Retained earnings
Total stockholders’ equity

TOTAL

$ 114,659
1,887
635,300
5,165,338
667,305

2,874,021

330,217

62,777

129,631

$9.981.135

401,972

5,000
279,297
6,122,846
6,407,143

$9.981.135




ROSS, SINCLAIRE & ASSOCIATES, INC.

NOTES TO STATEMENT OF FINANCIAL CONDITION
FOR THE YEAR ENDED OCTOBER 31, 2004

1. CORPORATE STRUCTURE

Ross, Sinclaire & Associates, Inc. (the “Company”) provides a full range of brokerage products and
services. The stockholders have elected to be taxed as an ““S” corporation (‘S Corp.”) for income tax
purposes. Upon election of S Corp. status, the Company is not subject to federal or state income taxes,
but rather, the stockholders’ proportionate share of the Company’s net income or loss is includable in the
stockholders’ taxable income.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Security transactions and related revenue and expense are generally recorded in the accounts on the
settlement date. Recording such transactions on a trade date basis would not result in a material
difference. Trading gains and losses are recorded using the first-in, first-out method.

Cash equivalents consist of money market funds.

Securities owned by the Company are stated at market value. At October 31 , 2004, securities consist of
state and municipal government obligations and corporate obligations and equity securities of
$2,708,724 and $165,297, respectively.

Depreciation is provided on an accelerated basis for furniture, equipment and leasehold improvements
and on a straight-line basis for software over the estimated useful lives of the related assets (ranging
from 4 to 7 years). :

Goodwill represents the excess of the cost of a brokerage business acquired in 1997 over the fair value
of the net assets at the date of the acquisition. In accordance with Statement of Financial Accounting
Standards (“SFAS”) No. 142 Goodwill and Other Intangible Assets, this goodwill is not amortized but is
reviewed annually for impairment. The Company completed the annual goodwill impairment test
required by this standard and determined that no impairment exists.

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results may differ from those estimates.




3.

FURNITURE, EQUIPMENT, SOFTWARE AND LEASEHOLD IMPROVEMENTS

Furniture, equipment, software, and leasehold improvements consist of the following at October 31,
2004: '

Furniture and equipment $ 643,260
Software ’ 192,270
Leasehold improvements : 64,625
Total 900,155
Less accumulated depreciation and amortization (569,938)
Fumniture, equipment, software, and leasehold improvements - net $ 330,217

NET CAPITAL REQUIREMENTS

Pursuant to the net capital provisions of Rule 15¢3-1 under the Securities Exchange Act of 1934, the
Company is required to maintain a minimum net capital, as defined under such provisions. Net capital
and the related ratio of net capital to aggregate indebtedness may fluctuate on a daily basis. At

October 31, 2004, the Company’s net capital of $4,021,639 exceeded its required net capital of $250,000
by $3,771,639. The Company’s ratio of aggregate indebtedness to adjusted net capital at October 31,
2004 was 0.89 to 1 as compared to a maximum allowable ratio of 15to 1.

RELATED PARTY TRANSACTIONS

The Company leases certain office space from its stockholders. Additionally, the Company may borrow
funds from one of its stockholders as a source of short-term funding. The borrowed funds are repaid to
the stockholder with interest at a current market rate. There were no borrowings outstanding during the
year ended October 31, 2004.

Advances receivable aggregating $667,305 were due from the stockholders of the Company, entities
owned by the stockholders of the Company, and employees of the Company at October 31, 2004.

LEASE AGREEMENTS

In addition to the leases discussed in Note 5, the Company leases certain equipment and office space
under lease agreements which expire at various dates through fiscal year ending 2016, with rent payable
in monthly installments. The leases are classified as operating leases. Minimum future payments
required under the leases are as follows for the years ending October 31:

2005. $413,612

2006 372,126

2007 310,827

2008 277,790

2009 191,678

2010 and beyond 629,280
-4-




FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK

The Company clears all customer transactions through another broker (*‘clearing broker”) on a fully
disclosed basis. The Company’s exposure to credit risk associated with nonperformance of these
customers in fulfilling their contractual obligations pursuant to securities transactions can be directly
impacted by volatile trading markets which may impair the customer’s ability to satisfy their obligations
to the Company. The Company does not anticipate nonperformance by customers in the above
situations. The Company, through its clearing broker, seeks to control the aforementioned risks by
requiring customers to maintain margin collateral in compliance with various regulatory and internal
guidelines. The Company’s clearing broker monitors required margin levels daily and pursuant to such
gutdelines requires the customer to deposit additional collateral, or reduce positions, when necessary.
The Company’s policy is to monitor its market exposure and counterparty risk. In addition, the
Company has a policy of reviewing, as considered necessary, the credit standing of each customer with
which it conducts business.

% %k ok ok %
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250 East Fifth Street
Suite 1900
P.O. Box 5340

Cincinnati, OH 45201-5340

USA

Tel: +1 513 784 7100
www.deloitte.com

December 17, 2004

Ross, Sinclaire & Associates, Inc.

Suite 1550
36 East Seventh Street
Cincinnati, Ohio 45202

Dear Sirs:

In planning and performing our audit of the statement of financial condition of Ross, Sinclaire &
Associates, Inc. (the “Company”) as of October 31, 2004 (on which we issued our report dated
December 17, 2004), we considered its internal control, including control activities for safeguarding
securities, in order to determine our auditing procedures for the purpose of expressing an opinion on the
financial statements and not to provide assurance on the Company’s internal control.

Also, as required by Rule 17a-5(g)(1) under the Securities Exchange Act of 1934, we have made a study
of the practices and procedures (including tests of compliance with such practices and procedures)
followed by the Company that we considered relevant to the objectives stated in Rule 17a-5(g) in making
the periodic computations of aggregate indebtedness and net capital under Rule 17a-3(a)(11) and for
determining compliance with the exemptive provisions of Rule 15¢3-3. We did not review the practices
and procedures followed by the Company in making the quarterly securities examinations, counts,
verifications and comparisons, and the recordation of differences required by Rule 17a-13 or in
complying with the requirements for prompt payment for securities under Section 8 of Regulation T of
the Board of Governors of the Federal Reserve System, because the Company does not carry security
accounts for customers or perform custodian functions relating to customer securities.

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 internal
control and of the practices and procedures, and to assess whether those practices and procedures can be
expected to achieve the Securities and Exchange Commission’s (the “Commission”) 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 acquisition, use or disposition and that
transactions are executed in accordance with management’s authorization and recorded properly to permit
preparation of financial statements in conformity 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 any internal control or the practices and procedures referred to above,
misstatements due to error or fraud may occur and not be detected. Also, projections of any evaluation of

Member of
Deloitte Touche Tohmatsu




internal control or of such practices and procedures to future periods are subject to the risk that they may
become inadequate because of changes in conditions or that the degree of compliance with the practices
or procedures may deteriorate.

Our consideration of the Company’s internal control would not necessarily disclose all matters in the
Company’s internal control that might be material weaknesses under standards established by the
American Institute of Certified Public Accountants. A matenial weakness is a condition in which the
design or operation of one or more of the internal control components does not reduce to a relatively low
level the risk that misstatements caused by 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 the following condition
involving the Company’s internal control and its operation, including control activities for safeguarding
securities, that we consider to be a material weakness as defined above:

The size of the business and the resultant limited number of employees imposes practical limitations
on the effectiveness of those internal accounting control procedures that depend on the segregation
of duties. Since this condition is inherent in the size of the Company, the specific weaknesses are not
described and no corrective action has been taken or proposed by the Company.

The foregoing condition was considered in determining the nature, timing and extent of audit tests to be
applied in our audit of the financial statements, and this report of such condition does not modify our
opinion dated December 17, 2004, on such financial statements.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the Commission 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, except for the effect, if any, of
the condition indicated in the second preceding paragraph, the Company’s practices and procedures were
adequate at October 31, 2004, to meet the Commission’s objectives.

This report is intended solely for the information and use of management, the Securities and Exchange
Commission, the National Association of Securities Dealers, Regulation, Inc. 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.

Yours truly,
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