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OATH OR AFFIRMATION

I, Phillip F. Frink ¥~ , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
First Washington Corporation

of September 30 .20 04

, as
, are true and correct. 1 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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This report ** contains (check all applicable boxes)Z e_:': ’0"93% ’4
(a) Facing Page. z™zo .. H z
(b) Statement of Financial Condition. Z w? ia =
(c) Statement of Income (Loss). 7 9 F =

X
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X1 (d) Statement of Changes in Financial Condition’("ﬁ W f

1 (e) Statement of Changes in Stockholders’ Equity }i%“ roprietors’ Capital.

O (f Statement of Changes in Liabilities Subordinated Uﬂh'@(\\v@?editors.

E (g) Computation of Net Capital. -

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

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

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

(D An Oath or Affirmation. :
(m) A copy of the SIPC Supplemental Report.
(n) Areportdescribing any material inadequacies for
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MOSS-ADAMS LLP @

CERTIFIED PUBLIC ACCOUNTANTS

A member of

INDEPENDENT AUDITOR’S REPORT

To the Stockholder and Board of Directors
First Washington Corporation

We have audited the accompanying statement of financial condition of First Washington
Corporation (the Company) as of September 30, 2004, and the related statements of
operations, stockholder’s 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 First Washington Corporation as of September 30, 2004,

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.

Our audit was made for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in Schedules I, II, and III is presented for
purposes of additional analysis and is not a required part of the basic financial statements,
but is supplementary information required by Rule 17a-5 of the Securities and Exchange
Commission. 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.

)’lt‘uao(-_m.‘/u.!

Seattle, Washington

"November 5, 2004

Moores Rowland International
an association of independent
accounting firms throughout 1

the world



FIRST WASHINGTON CORPORATION
STATEMENT OF FINANCIAL CONDITION

SEPTEMBER 30, 2004
ASSETS

Cash § 263,994
Receivable from clearing organization 241,868
Securities owned, at market value 15,127
Deposit with clearing organization 50,392

Furniture, equipment and leasehold improvements, net of
accumulated depreciation and amortization Qf $134,603 217,998
Other assets 28,823
$ 818,202

LIABILITIES AND STOCKHOLDER'’S EQUITY

See accompanying notes.

LIABILITIES
Accounts payable $ 5,491
Accrued liabilities 104,055
Payable to clearing organization 15,225

124,771
- COMMITMENTS (Note 5)

STOCKHOLDER'’S EQUITY
Common stock, $30 par value, 10,000 shares authorized,

2,800 shares issued and outstanding 84,000
Additional paid-in capital 230,595
Retained earnings 378,836

R

$ 818,202
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FIRST WASHINGTON CORPORATION

STATEMENT OF OPERATIONS
YEAR ENDED SEPTEMBER 30, 2004

"REVENUES
Commissions $ 1,641,295
Net gains on principal transactions 460,626
Interest and dividends 307,859
Other 49,024
2,458,804

EXPENSES
Commissions and salaries 1,637,078
Rent 211,686
Payroll and business taxes 128,469
Information services 116,179
Clearing costs 99,330
Insurance 80,536
Legal and accounting 49,193
Depreciation and amortization 33,149
Telephone 31,655
Dues and subscriptions 18,469
Interest 3,457
Other operating expenses 66,191

2,475,392
LOSS BEFORE FEDERAL INCOME TAX - ' (16,588)
BENEFIT FOR FEDERAL INCOME TAX -

NET LOSS $  (16,588)

See accompanying notes. 3
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FIRST WASHINGTON CORPORATION
STATEMENT OF STOCKHOLDER’S EQUITY
YEAR ENDED SEPTEMBER 30, 2004

BALANCE, September 30, 2003

Net loss

BALANCE, September 30, 2004

See accompanying notes.

Additional
Common Stock Paid-In Retained
Shares Amount Capital Earnings Total

2,800 $ 84,000 $230,595 $395,424 $710,019

. . - (16,588) (16,588)

2,800 $ 84,000 $230,595 $378,836 $693,431




FIRST WASHINGTON CORPORATION
STATEMENT OF CASH FLOWS
YEAR ENDED SEPTEMBER 30, 2004

CASH FLOWS FROM OPERATING ACTIVITIES
Net loss $ (16,588)
Adjustments to reconcile net income to net cash from
operating activities

Depreciation and amortization ' 33,149
Unrealized depreciation in fair value of securities owned 98
Changes in assets and liabilities
Receivable from clearing organization 59,910
Securities owned, net 92,113
Other assets . 4,429
Accounts payable (10,157)
Accrued liabilities (27,895)
Payable to clearing organization (89,594)
45,465
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of furniture and equipment and leasehold improvements (233,907)
CHANGE IN CASH (188,442)
CASH BALANCE
Beginning of year 452,436
End of year $ 263,994

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Cash paid during the year for:
Interest $ 3,457

See accompanying notes. 5




FIRST WASHINGTON CORPORATION
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2004

Note 1 - Operations and Summary of Significant Accounting Policies

Nature of Business - First Washington Corporation (the Company) operates as a securities
broker-dealer. The Company is registered with the Securities and Exchange Commission
(SEC) and is a member of the National Association of Securities Dealers, Inc. (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 the amounts reported in the financial statements and
accompanying notes. Actual results could differ from those estimates.

Receivable From Clearing Organization - The receivable from the clearing organization is
stated at an amount that management expects to collect. No allowance has been recorded as,
historically, there have been no material losses associated with this receivable.

Accounting Method - Securities transactions and the related revenue and expense are
recorded on a settlement date basis, generally three business days after trade date for municipal
and equity securities and one business day after trade date for U.S. government securities. As
of September 30, 2004 and for the year then ended, the Company’s financial condition and
results of operations using the settlement date basis are not materially different from recording
transactions on a trade date basis.

Securities Owned - Securities owned are marked to market at month end based on available
bid prices. Unrealized depreciation amounting to $98 as of September 30, 2004 is included in
net gains on principal transactions in the statement of operations.

Depreciation and Amortization - Furniture and equipment are stated at cost and depreciated
over their estimated useful lives of five to seven years using accelerated methods. Leasehold
improvements are amortized over the shorter of the term of the lease or the estimated
useful life.

Fiscal Year - The Company has a 12-month fiscal year end, ending on September 30.

Cash - For purposes of the statement of cash flows, the Company considers only cash subject
to immediate withdrawal.




FIRST WASHINGTON CORPORATION
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2004

Note 1 - Operations and Summary of Significant Accounting Policies (Continued)

Federal Income Tax - The Company utilizes an asset and liability approach to financial
accounting and reporting for income taxes. Deferred income tax assets and liabilities are
computed annually for differences between the financial statement and tax bases of assets and
liabilities that will result in taxable or deductible amounts in the future based on currently
enacted tax laws and rates. No such differences exist at September 30, 2004. The Company
has a net operating loss carryforward available for federal income tax purposes of
approximately $17,000 at September 30, 2004, which will expire in 2024. The gross deferred
tax asset of approximately $2,500 associated with this net operating loss is fully offset by a
valuation allowance because realization of this benefit is not reasonably assured.

Note 2 - Securities Owned

The balance of securities owned at September 30, 2004 consists of state and municipal
obligations maturing in 2029.

Note 3 - Transactions with Clearing Organization

The Company has an agreement with Pershing, whereby Pershing clears all security
transactions, carries all customer accounts, finances and holds the Company’s trading
inventory, and performs certain other services. The agreement is cancelable upon 90 days
prior written notice of either party. The Company is subject to a termination fee, if termination
is within a specified time frame stated in the agreement. As part of this agreement, the
Company is required to maintain a deposit held at Pershing.

Note 4 - Net Capital Requirements

The Company is subject to the Securities and Exchange Commission’s Uniform Net Capital
Rule 15¢3-1, which requires the maintenance of minimum net capital. The Company is
required to maintain net capital of the greater of $250,000 or 6 2/3% of aggregate
indebtedness. At September 30, 2004, the Company had net capital as follows:

Net capital $ 442,464
Excess in net capital $ 192,464
Percentage of aggregate indebtedness to net capital 25%
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FIRST WASHINGTON CORPORATION
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2004

Note 5 - Commitments

During fiscal 2003, the Company entered into a lease agreement for new office space. The
lease term commenced in December 2003 and is for a period of 10 years. During fiscal 2004,
the Company entered into a lease agreement with a subtenant. This sublease commenced
September 1, 2004, and is cancelable by the subtenant after six months, provided the subtenant
gives two months notice. The future minimum rent payments are as follows:

Fiscal Year Ending
2005 $ 336,412
2006 389,722
2007 401,472
2008 403,430
2009 398,708
Thereafter 1,727,862

83,657,606

The Company's office space lease includes provisions for rent escalations throughout the lease
term. These scheduled rent increases are recognized in rent expense on a straight line basis
over this term. A liability of approximately $37,000 for rent recognized but not yet paid is
included in the balance of accrued liabilities at September 30, 2004.

Rent expense was $211,686 for the fiscal year ended September 30, 2004.

Note 6 - Employee Benefit Plan

The Company maintains a profit sharing plan covering substantially all employees. Annual
contributions are made at the discretion of the Board of Directors. No contribution was made
for the fiscal year ended September 30, 2004.

Note 7 - Trading Activities and Related Risks

In the normal course of business, the Company enters into financial transactions where there 1s
risk of potential loss due to changes in the market (market risk) or failure of the other party to
the transaction to perform (credit risk).




FIRST WASHINGTON CORPORATION
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2004

Note 7 - Trading Activities and Related Risks (Continued)

Market risk is the potential change in value caused by fluctuations in market prices of an
underlying financial instrument. Subsequent market fluctuations may require selling securities
owned at prices that differ from the market values reflected on the statement of financial
condition. Market risk is directly impacted by the volatility and liquidity in the markets in
which financial instruments are traded. The Company seeks to control such market risk by
measuring and monitoring risk limits.

Credit risk is the possibility that a loss may occur due to the failure of a counterparty to
perform according to the terms of a contract. The Company’s direct exposure to credit risk is
concentrated in the balance of securities owned and any cash deposits in excess of applicable
insurance limits. The Company reduces its exposure to these credit risks by trading only
exchange traded financial instruments, which generally do not give rise to significant
counterparty exposure due to the margin requirements of the individual exchanges, and
maintaining cash deposits with only high quality financial institutions.

Additionally, in the normal course of business, the Company engages in activities involving
the execution and settlement of various securities transactions for the benefit of customers.
These services are provided on a fully disclosed basis to a large and diversified group of
clients. These activities may expose the Company to credit risk, including off-balance sheet
and market risks, in the event a client or counterparty is unable to fulfill its contractual
obligation. Volatile or illiquid trading markets may increase such risks.

Note 8 - Report on Internal Control

In accordance with certain rules of the Securities and Exchange Commission, a report on the
Company’s internal accounting control was furnished to the Commission. A copy of the report
is available for examination at the Company’s office or at the regional office of the Securities
and Exchange Commission.
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, SCHEDULE I
FIRST WASHINGTON CORPORATION
COMPUTATION OF NET CAPITAL PURSUANT TO SEC RULE 15¢3-1

SEPTEMBER 30, 2004
COMPUTATION OF NET CAPITAL
Stockholder’s equity $ 693,431
Deductions '
Unsecured receivables, furniture, equipment, leasehold improvements,
and other assets (247,506)
Haircuts on securities owned (3,461)
Net capital $ 442464
COMPUTATION OF AGGREGATE INDEBTEDNESS
Liabilities $ 124,771
Deductions
Payable to clearing collateralized by securities owned (15,225)
Aggregate indebtedness $ 109,546
COMPUTATION OF BASIC NET CAPITAL REQUIREMENT
Minimum net capital required $ 250,000
Percentage of aggregate indebtedness to net capital 25%
Ratio of aggregate indebtedness to net capital 25to 1

The computation of net capital pursuant to SEC Rule 15¢3-1 as of September 30, 2004, computed by
First Washington Corporation in its Form X-17A-5, Part 1A, as filed with the NASD, does not differ
materially from the above computation, which is based on audited financial statements.

10




SCHEDULE II

FIRST WASHINGTON CORPORATION

COMPUTATION OF RESERVE REQUIREMENTS PURSUANT TO RULE 15¢3-3
SEPTEMBER 30, 2004

The Company is exempt from Rule 15¢3-3 under Section (k)(2)(ii), in that it does not trade or carry
customer accounts and does not hold customer funds.

11
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SCHEDULE III

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

The Company is exempt from Rule 15¢3-3 under Section (k)(2)(i1), in that it does not trade or carry
customer accounts and does not hold customer funds.

12
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INDEPENDENT AUDITOR’S REPORT ON
INTERNAL CONTROL STRUCTURE REQUIRED BY SEC RULE 17a-5

To the Stockholder and Board of Directors
First Washington Corporation

In planning and performing our audit of the financial statements of First Washington
Corporation for the year ended September 30, 2004, we considered its internal control
structure, including procedures 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.

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 (including tests of compliance with such
practices and procedures) followed by First Washington Corporation that we considered
relevant to the objectives stated in Rule 17a-5(g) in making the periodic computations of
aggregate indebtedness (or aggregate debits) and net capital under Rule 17a-3(a)(11) and
for determining compliance with the exemptive provisions of Rule 15¢3-3. Because the
Company does not carry securities accounts for customers or perform custodial functions
relating to customer securities, we did not review the practices and procedures followed by
the Company in (1) making quarterly securities examinations, counts, verifications, and
comparisons, (2) recordation of differences required by Rule 17a-13 and (3) complying
with the requirements for prompt payment of securities under Section 8 of Federal Reserve
Regulation T of the Board of Governors of the Federal Reserve System.

The management of the Company is responsible for establishing and maintaining an
internal control 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 internal control structure
policies and procedures 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 Commission’s above-mentioned objectives. Two of the objectives of an internal
control structure 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 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.

Moores Rowland International
an association of independent
accounting firms throughout 13

the world
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Because of inherent limitations in any internal control structure or the practices and
procedures referred to above, errors or irregularities may occur and not be detected. Also,
projection of any evaluation of internal control structure practices and procedures 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
structure elements does not reduce to a relatively low level the risk that errors or

- 1rregularities 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
the internal control structure, including procedures 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 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 the Company’s practices and procedures were adequate at
September 30, 2004, to meet the Commission’s objectives.

This report is intended solely for the use of management, the Securities and Exchange

Commission, and other regulatory agencies, which rely on Rule 17a-5(g) under the
Securities Exchange Act of 1934 and should not be used for any other purpose.

)’Q—WMWLL,

Seattle, Washington
November 5, 2004
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