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A. REGISTRANT IDENTIFICATION

NAME OF BROKER-DEALER: OFFICIAL USE ONLY
NatCity investments, Inc.

017490
T FRMIDCNT.

ADDRESS OF PRINCIPAL PLACE OF BUSINESS: (Do notuse P.O. Box No.)

1965 East Sixth Street

{No. and Streel)

Cleveland Ohio 44114

(City) (State) (Zip Code)

NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT
John P. Beer (216) 222-3316

(Area Code - Telephone No.)

B. ACCOUNTANT IDENTIFICATION

—
INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*
Ernst & Young LLP

1300 Hunti ngton Building {Name - of individual, state Jast, first, middte name)
925 Euclid Avenue Cleveland Ohio 44115
(Address) (City) (State) (Zip Code)

v Certified Public Accountant

CHECK ONE: | /RQCESSED

O Public Accountant JUN U9 204
O Accountant not resident in United States or any of its possessions. \
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FOR OFFICIAL USE ONLY _ FINANCIAL

*Claims for exemption from the requirement that the annual report be covered by the opinion of an independent public accountant
must be supported by a statement of facts and circumstances relied on as the basis for the exemption. See section 240.17a-5(e)(2).
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OATH OR AFFIRMATION

|, John P. Beer, swear (or affim) that, to the best of my knowledge and befief the accompanying financial statements and

supporting schedules pertaining to the firm of NatCity Investments, Inc. as of December 31, 2003, 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 soley as that of a customer, except as foliows:
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Chief Financial Officer
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Notary/#ublic Notary Public, State of Qhio
/ (Recorded in Geauga County)

My Commission Expires June 17, 2008

This report** contains (check all applicable boxes):
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Facing page.

Statement of Financial Condition.

Statement of Income (Loss).

Statement of Changes in Financial Condition.

Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor's Capital.
Statement of Changes in Liabilities Subordinated to Claims of Creditors.

Computation of Net Capital.

Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
Information Relating to the Possession or control Requirements Under Rule 15¢3-3.

. A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the

Computation for Determination of the Reserve Requirements Under Exhibit A or Rule 15¢3-3.

A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation.

An QOath or Affirmation.

A copy of the SIPC Supplemental Report.

A report describing 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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1300 Huntington Building www.ey.com
925 Euclid Avenue
Cleveland, Ohio 44115

Report of Independent Auditors

Board of Directors
NatCity Investments, Inc.

We have audited the accompanying statement of financial condition of NatCity Investments, Inc.
as of December 31, 2003. The statement of financial condition is the responsibility of NatCity
Investments, Inc.’s management. Our responsibility is to express an opinion on the statement of
financial condition based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the statement of financial condition is 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 presentation of
the statement of financial condition. We believe that our audit provides a reasonable basis for our
opinion.

In our opinion, the statement of financial condition referred to above presents fairly, in all
material respects, the financial position of NatCity Investments, Inc. at December 31, 2003, in
conformity with accounting principles generally accepted in the United States.

é/vmtf MLLP

February 6, 2004

04020515277 A Member Practice of Ernst & Young Global 1
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NatCity Investments, Inc.

Statement of Financial Condition

December 31, 2003

Assets

Cash

Securities owned, at market value

Receivable from clearing firm

Interest receivable

Receivables from employees and affiliated companies

Equipment and improvements, at cost, net of
accumulated depreciation of $9,557,111

Goodwill

Membership in exchange, at cost

Other assets

Total assets

Liabilities and stockholder’s equity
Liabilities:
Securities sold, not yet purchased, at market value
Payables to affiliated companies
Accrued compensation
Accounts payable and other accrued expenses
Total liabilities

Subordinated loans from National City Credit Corporation
Stockholder’s equity:
Common stock (no par value; stated at $1 per share;
1,000 shares authorized, issued and outstanding)
Additional paid-in-capital
Retained earnings

Total liabilities and stockholder’s equity

See notes to financial statements.

0402-0515277

$ 3,001,401
80,009,303
1,648,978
475,209
3,835,464
2,376,984

3,380,227
39,500
2,016,334

$ 96,783,400

$ 2,112,829
726,778
18,033,107
6,770,475

27,643,189

30,000,000

1,000
24,043,124
15,096,087

39,140,211

$ 96,783,400




NatCity Investments, Inc.
Notes to Statement of Financial Condition

December 31, 2003

1. Organization

NatCity Investments, Inc. (the Company), is a registered broker-dealer of securities under the
Securities Exchange Act of 1934 and is a member of the National Association of Securities
Dealers, Inc (NASD) and the Chicago Stock Exchange. All shares of common stock outstanding
are owned by National City Corporation (the Parent).

The Company provides full-service brokerage services to institutional and retail customers on a
fully-disclosed basis. The Company also provides investment banking services which includes
underwriting and investment advisory services. Substantially all of the Company’s customers are
located in Ohio, Indiana, Kentucky, Pennsylvania, Illinois and Michigan. The Company also acts
as an agent for affiliates of the Parent in certain transactions.

The Company trades in municipal obligations, U.S. government and agency securities,
money-market instruments, and corporate obligations and is a market maker in seventy-eight
common stocks.

The Company clears its securities transactions on a fully disclosed basis through First Clearing
Corporation (the clearing firm).

2. Summary of Significant Accounting Policies
Securities Transactions

Securities owned are stated at market value. Market value is generally based on listed market
prices. If listed market prices are not available, fair value is determined based on other relevant
factors, including broker or dealer price quotations. Securities sold, not yet purchased, represent
obligations to deliver specified securities at predetermined prices. The Company is obligated to
acquire the securities sold short at prevailing market prices in the future to satisfy these
obligations.

0402-0515277 3



NatCity Investments, Inc.

Notes to Statement of Financial Condition (continued)

2. Summary of Significant Accounting Policies (continued)

Securities Purchased Under Agreements to Resell and Securities Sold
Under Agreements to Repurchase

Securities purchased under agreements to resell and securities sold under agreements to
repurchase are treated as collateralized financing transactions and are carried at amounts at which
the securities will be subsequently resold or reacquired plus accrued interest. It is the Company’s
policy to take possession or control of securities purchased under agreements to resell. The
Company is required to provide securities to counterparties in order to collateralize repurchase
agreements. The Company minimizes credit risk associated with these activities by monitoring
credit exposure and collateral values on a daily basis and requiring additional collateral to be
deposited or returned when deemed appropriate.

In the normal course of business, the Company obtains securities under resale agreements on
terms which permit it to repledge or resell the securities to others. At December 31, 2003, there
were no outstanding repurchase or resale agreements.

Equipment and Improvements

Equipment and improvements are recorded at cost. Depreciation is computed principally by the
straight-line method using estimated useful lives of the assets. Useful lives range from one to ten
years for furniture, fixtures, and equipment; and three to five years for software, hardware, and
data handling equipment. Leasehold improvements are amortized over the term of the respective
lease plus the first optional renewal period, if applicable.

Goodwill
Goodwill represents the excess of the purchase price over net identifiable assets acquired.

Effective January 1, 2002, the Company adopted SFAS 142, Goodwill and Other Intangible
Assets. Under the provisions of SFAS 142, goodwill is no longer ratably amortized into net
income over an estimated life, but rather is tested at least annually for impairment. During 2003,
management performed impairment testing on goodwill and determined that the asset was not
impaired. The Company currently does not have any other indefinite-lived intangible assets on its
balance sheet.

0402-0515277 4
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NatCity Investments, Inc.

Notes to Statement of Financial Condition (continued)

2. Summary of Significant Accounting Policies (continued)
Financial Instruments

Substantially all of the Company’s financial instruments are carried at fair value or amounts
approximating fair value. Assets, including cash, securities owned, securities purchased under
agreements to resell and certain receivables are carried at fair value or contracted amounts which
approximate fair value. Similarly, liabilities including securities sold, not yet purchased,
securities sold under agreements to repurchase, liabilities subordinated to claims of general
creditors and certain payables are carried at fair value or contracted amounts approximating fair
value.

Use of Estimates in the Preparation of Financial Statements

The preparation of the statement of financial condition in conformity with accounting principles
generally accepted in the United States requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosures of contingent assets and
liabilities at the date of the statement of financial condition. Actual results could differ from
those estimates.

3. Transactions with Customers

For transactions in which the Company, through the clearing broker, extends credit to customers,
the Company seeks to control the risks associated with these activities by requiring customers to
maintain margin collateral in compliance with various regulatory and internal guidelines. The
Company and the clearing broker monitor the required margin levels daily and, pursuant to such
guidelines, request customers to deposit additional collateral or reduce securities positions when
necessary. The Company has agreed to indemnify the clearing broker for losses that it may
sustain from the customer accounts introduced by the Company.

4. Guarantees

As described in Note 3, the Company has agreed to indemnify the clearing broker for losses that
it may sustain from the customer accounts introduced by the Company. At December 31, 2003,
the total amount of customer balances subject to such indemnification was approximately
$404,000. Of this amount, $137,000 was recorded as a liability accrued at December 31, 2003. In
accordance with applicable margin lending practices, customer balances are typically
collateralized by customer securities or supported by other types of recourse provisions.

0402-0515277



NatCity Investments, Inc.

Notes to Statement of Financial Condition (continued)

5. Subordinated Debt

The Company has an unsecured subordinated line of credit with National City Credit
Corporation, a subsidiary of the Parent. The Company may borrow up to $75,000,000 on this line
with interest at 0.75% above the one-month LIBOR. At December 31, 2003, the Company had
$30,000,000 outstanding. Also, the Company has an unsecured subordinated line of credit with
the Parent. The Company may borrow up to $75,000,000 on this line with interest at 0.75%
above the one-month LIBOR. At December 31, 2003, there were no amounts outstanding.Loans
under these debt facilities are subordinated to all claims of general creditors of the Company.
Moreover, they constitute part of the Company’s net capital under the Uniform Net Capital Rule
and may be repaid only if, after giving effect to such repayment, the Company continues to meet
its minimum net capital requirements.

6. Related Party Transactions

In the ordinary course of business, the Company enters into transactions with the Parent and the
Parent’s affiliates.

Cash balances with affiliated organizations at December 31, 2003 were $12,756. Investments in
money market and mutual funds at December 31, 2003 for which an affiliated organization was
the fund advisor were $34,917,677, and are classified as securities owned.

7. Securities Owned

Securities owned are recorded at market value and consist of the following at December 31,
2003:

Obligations of the U.S. Government or its agencies $ 4,885,828
State and municipal obligations 5,488,237
Corporate obligations 3,257,408
Stocks and Warrants 5,389,967
Loans Guaranteed by Federal Agencies 28,050,515
Money Market Funds 29,808,775
Other Securities 3,128,573

$ 80,009,303

0402-0515277 6



NatCity Investments, Inc.

Notes to Statement of Financial Condition (continued)

8. Income Taxes

The operating results of the Company are included in the consolidated federal income tax return
filed by the Parent. The Parent’s policy is to allocate income taxes to its subsidiaries on a
separate return basis, which includes any net operating income or losses or alternative minimum
taxes, subject to recognition of such items on a consolidated basis.

Deferred tax assets were $3,787,000 as of December 31, 2003 and result primarily from deferred
compensation deductions. Income tax payment due to Parent at December 31, 2003 was
$1,464,000. Net federal and state tax receivable and payable, respectively, are included in
receivables from employees and affiliated companies on the statement of financial condition.

9. Net Capital Requirements

The Company is subject to the Uniform Net Capital requirements of the Securities and Exchange
Commission (the Commission) under Rule 15¢3-1, 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. The Commission requirements also provide that equity capital may not
be withdrawn or cash dividends paid if certain minimum net capital requirements are not met. At
December 31, 2003, the Company had net capital of $49,760,944, which was $48,058,920 in
excess of its required net capital of $1,702,024. The Company’s ratio of aggregate indebtedness
to net capital was approximately to 0.51 to 1.

10. Employee Benefit Plans

The Parent sponsors a deferred compensation plan. This is a non-qualified plan not subject to
ERISA requirements. In accordance with applicable regulations, this plan is only offered to a
limited number of highly compensated and senior management employees. Employee
contributions are included in other liabilities of the Parent. This liability fluctuates based on
market gains or losses of investment funds that the eligible employees choose to mirror. In 2003,
this liability was assumed by the Parent.

040240515277 7



NatCity Investments, Inc.

Notes to Statement of Financial Condition (continued)

11. Commitments and Contingencies
Future minimum annual lease payments under operating leases are as follows:

Years ending December 31:

2004 $ 3,218,621
2005 1,385,980
2006 222,335
2007 70,670
Thereafter 47,113

$ 4,944,719

The Company has also entered into services agreements with third party service providers with a
total commitment of $3,467,800 at December 31, 2003. The aggregate minimum annual
commitment under these agreements total approximately $1,568,500 in 2004, $868,500 in 2005,
$618,500 in 2006, and $412,300 thereafter.

In the ordinary course of its business, the Company is a defendant or co-defendant in legal
actions primarily relating to its broker-dealer activities. It is the opinion of management, after
consultation with counsel, that the resolution of these actions will not have a material adverse
effect on the financial position and results of operations of the Company.

12. SBA Securitization

The Company purchases the guaranteed portion of Small Business Administration (SBA) loans
from third-party lenders and then securitizes these loans into SBA guaranteed pooled securities
through the use of a fiscal and transfer agent approved by the SBA. The certificates are then sold
directly to institutional investors, achieving legal isolation.

Once the legal isolation test has been met under SFAS 140, other factors concerning the nature
and extent of the transferor's control over the transferred assets are taken into account in order to
determine whether derecognition of assets is warranted, including whether the SPE has complied
with rules concerning qualifying special-purpose entities.

0402-0515277 8



NatCity Investments, Inc.

Notes to Statement of Financial Condition (continued)

12. SBA Securitization (continued)

The process of securitizing SBA loans into pools of SBA certificates is prescribed by the SBA
and must be followed to obtain the SBA guarantee. This process has been developed to meet the
requirements for sale treatment under SFAS 140. An SBA approved fiscal and transfer agent
associated with the SBA securitizations issues certificates once all the necessary documents to
support the transaction have been provided. The Company retains beneficial interests in the
securitized assets in the form of interest-only strips. The SBA guarantees the credit risk with
respect to the loans sold. In accordance with SFAS 140, securitized loans are removed from the
balance sheet at the time of initial sale and each subsequent sale when the combined net sales
proceeds and, if applicable, retained interests differ from the loans' allocated carrying amount.

Retained interests in the SBA securitizations are classified as trading securities and are included
in securities owned at market value on the balance sheet. The Company uses assumptions and
estimates in determining the fair value allocated to the retained interests at the time of sale and
each subsequent sale in accordance with SFAS 140. These assumptions and estimates include
projections concerning rates charged to customers, the expected life of the receivables, credit loss
experience, loan repayment rates, the cost of funds, and discount rates commensurate with the
risks involved.

On a quarterly basis, management reviews the historical performance of each retained interest
and the assumptions used to project future cash flows. If past performance and future
expectations dictate, assumptions are revised and the present value of future cash flows is
recalculated.

During 2003, the Company securitized five pools of Small Business Administration (SBA) loans
totaling $52 million. Retained interests in the form of interest-only strips were recognized with
an initial carrying value of approximately $4 million. The fair value of these interest-only strips
at December 31, 2003 was $3,128,573.
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