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OATH OR AFFIRMATION

I, William Walsh , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Hennion & Walsh, Inc. , as

of December 31 , 2004 , 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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This report ** contains (check all applicable 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 Parmers or Sole Proprietors’ Capital.
(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
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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. ' *

(I) 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.

a

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).



HENNION & WALSH, INC.

ACCOUNTANTS' REPORT

FINANCIAL STATEMENTS AND EXHIBITS

Independent Auditors' Report

Statementwof Financial Condition as ‘of December 31, 2004

Statement of Income for the yeér ended December 31, 2004

Statement of Changes in Shareholders' Equity for the year ended December 31, 2004

Statement of Changes in Liabilities Subordinated to Claims of General Creditors
for the year ended December 31, 2004

Statement of Cash Flows for the year ended December 31, 2004

Notes to Financial Statements

Schedules:
Computation of Net Capital
Computation of Agéregate Indebtedness

Computation for Determination of Reserve Requirements for Brokers and
Dealers Pursuant to Rule 15¢3-3 Under the Securities Exchange Act of 1934

Reconciliation of Net Capital to Submitted Unaudited Net Capital
Computation of Basic Net Capital Requirement

Auditors' Report on Internal Control



Louls STERNBACH & COMPANY, LLP

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS' REPORT

To the Board of Directors
Hennion & Walsh, Inc.

We have audited the accompanying statement of financial condition of Hennion & Walsh, Inc. as of
December 31, 2004, and the related statements of income, changes in shareholders' equity, changes in
liabilities subordinated to_claims of general creditors, 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 Hennion & Walsh, Inc. as of December 31, 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 purposes of forming an opinion on the basic financial statements taken -
as a whole. The information contained in Schedule I 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.

/g %9:\9.'.0\*'@»-\7‘&—\—6
Certified Public Accountants

February 18, 2005
New York, New York

1333 BROADWAY NEW YORK, NY 10018 TEL (212) 695-6660 FAX (212) 695-7945



LIABILITIES AND SHAREHOLDERS' EQUITY

Pavable to brokers and dealers

State and Municipal Government Obligations -
short position, at market value

Accounts payable, accrued expenses and taxes

COMMITMENTS AND CONTINGENT LIABILITIES

SHAREHOLDERS' EQUITY
Common stock
Authorized 2,500 shares, no par value
Issued and outstanding 250 shares
Capital in excess of par value ‘
Undistributed Sub-Chapter S income

Total Shareholders' Equity

$2.941,942

56,721

802,070

3,800,733
$ 15.000
173.402
1,842,387

2,030,789

$5,831,522



HENNION & WALSH, INC.

STATEMENT OF INCOME

FOR THE YEAR ENDED DECEMBER 31, 2004

INCOME
Trading profits : $ 9,200,821
Commission income o , 1,513,436
Interest income . ‘ 425,319
Miscellaneous income , 362,359
Total Income - ’ 11,501,935
EXPENSES
Employee compensation and benefits $ 6,212,262
Floor brokerage, exchange and clearance fees 986,313
Communications and data processing 353,893
Interest : ' 170,021
Occupancy 452,070
Other expenses , 1,926,513
Total Expenses 10,101,072
NET INCOME BEFORE PROVISION FOR INCOME TAXES _ 1,400,863
PROVISION FOR INCOME TAXES , 22,165
NET INCOME ‘ $1,378.698

~ The accompanying notes are an integral part of theses financial statements



HENNION & WALSH, INC.

STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY

FOR THE YEAR ENDED DECEMBER 31, 2004

BALANCE - JANUARY 1, 2004 ' $2,092 440
Add: Net income 1,378,698
3,471,138

Less:Shareholder withdrawals 1,440,349
BALANCE - DECEMBER 31, 2004 $2.030,789

The accompanying notes are an integral part of theses financial statements



HENNION & WALSH, INC.

STATEMENT OF CHANGES IN LIABILITIES SUBORDINATED TO CLAIMS OF CREDITORS

FOR THE YEAR ENDED DECEMBER 31, 2004

BALANCE - JANUARY 1, 2004

i

BALANCE - DECEMBER 31, 2004

i

The accompanying notes are an integral part of theses financial statements



HENNION & WALSH, INC.

STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED DECEMBER 31, 2004

CASH FLOWS FROM OPERATING ACTIVITIES

Net income

Depreciation and amortization
Net (decrease) in operating assets and liabilities, detailed below

Net Cash Provided by Operating Activities

CASH FLOWS FROM INVESTING ACTIVITIES

Shareholders' withdrawals

Net Cash Used in Investing Activities

CASH FLOWS FROM FINANCING ACTIVITIES

Net increase in cash

CASH - JANUARY 1, 2004

CASH - DECEMBER 31, 2004

OPERATING ASSETS AND LIABILITIES

(Increase) decrease - receivable from brokers and dealers
(Increase) decrease - State and Municipal Government Obligations, at market value

(Increase) decrease - investment securities, at market value

(Increase) decrease - interest receivable - State and Municipal Government Obligations
{Increase) decrease - miscellaneous receivables and prepaid expenses

(Increase) decrease - deposit with clearing organization

Increase (decrease) - payable to brokers and dealers

Increase (decrease) - accounts payable, accrued expenses and taxes

Increase (decrease) - State and Municipal Government Obligations - short position,
at market value

DECREASE IN OPERATING ASSETS AND LIABILITIES

SUPPLEMENTAL CASH FLOW INFORMATION

Amount paid for:
Interest expense

Income taxes

The accompanying notes are an integral part of theses financial statements

$1.378.698
37.221
195,224

—

1,611,143

(1,440,349
(_1,440,349)

-0-
$§ 170,794

37,801

$ 208,595

(§  6.358)
16,660
(81561
(4,479
73.770
( 54)
97.719
148,906

(_49,379)

$ 195204

§ 170,021
§ 3138



NOTE 1 -

HENNION & WALSH, INC.

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2004

ACCOUNTING POLICIES

- NOTE 2 -

The following is a summary of significant accounting policies followed by the Company in
the preparation of these financial statements.

TRANSACTIONS

State and Municipal Obligation transactions are recorded on a settlement date basis,
generally the third business day following the transaction date, unless the difference
between settlement and trade date is significant to the Company's financial statements.

INVENTORY VALUATION ‘
State and Municipal Obligations are stated at market value and the resultant gain or loss is
reflected in the Statement of Income.

FIXED ASSETS
Depreciation has been provided primarily by the use of the straight-line method over the
estimated useful life of the assets.

Maintenance and repair costs are charged to operations as incurred; remewals and
betterments are charged to the appropriate asset account.

On retirement or sale of property, the respective property accounts are reduced by the cost

of the property retired or sold, accumulated depreciation thereon is eliminated, and the
resulting profits and losses are credited or charged to operations.

COMMITMENTS AND CONTINGENT LIABILITIES

The Company's future minimum lease commitments under real estate leases are as follows:

Year Ended
December 31, 2005 _ $ 432,951
December 31, 2006 432,951
December 31, 2007 - 435,589
December 31, 2008 435,589
December 31, 2009 435,589

December 31, 2010 and thereafter ' ‘ 1,413,157
' $3,585.826

Counsel for the Company advises that there is no litigation of a material nature pending
against the Company.

The Company is currently involved in several proceedings by the NASD. Management
believes that none of these proceedings will have an adverse material effect on the financial
position of the Company.

Except as noted above, the Company has no other commitments or contingent liabilities,
nor any off-balance sheet risk.




NOTE 3 -

HENNION & WALSH, INC.

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2004

INCOME TAXES

NOTE 4 -

The Company, with the consent of its shareholders, has elected to have its income or loss
reported directly by the shareholders under provisions of Sub-Chapter S of the Internal
Revenue Code. Therefore, there is no provision for Federal Income Taxes. Beginning in
1994, the Company has elected to be taxed under the S-Corporation rules for the State of
New Jersey.

FAIR VALUE

NOTE 5 -

The carrying amounts reflected in the balance sheet for cash, receivables, securities and
payables to brokers and dealers approximate their respective fair values.

NET CAPITAL REQUIREMENTS

NOTE 6 -

As a registered municipal securities broker and member of the National Association of
Securities Dealers, Inc:, the Company is subject to the Securities and Exchange Commissions
Uniform Net Capital Rule which requires that the Company maintain net capital, as defined,
or $250,000, whichever is greater. At December 31, 2004 the Company had a net capital of
$1,468,625 which exceeded the requirements by $1,218,625.

USE OF ESTIMATES

NOTE 7 -

The preparation of financial statements in conformity with generally accepted accounting
principles 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 could differ from those estimates.

CONCENTRATIONS OF CREDIT RISK

-

The Company is engage in various trading and brokerage activities in which counterparties
primarily include broker-dealers and other financial institutions. In the event counterparties do
not fulfill their obligations, the Company may be exposed to risk. The risk of default depends
on the credit worthiness of the counterparty or issuer of the instrument. It is the Company’s
policy to review, as necessary, the credit standing of each counterparty.




HENNION & WALSH, INC.

COMPUTATION OF NET CAPITAL

AS OF DECEMBER 31, 2004

TOTAL SHAREHOLDERS' EQUITY

TOTAL SHAREHOLDERS' EQUITY QUALIFIED FOR NET CAPITAL

DEDUCTIONS OR CHARGES

Non-allowable assets

Net book value of fixed assets $ 92,078
Miscellaneous receivables 61,750
Other 125,000

Total Non-Allowable Assets

NET CAPITAL BEFORE HAIRCUTS ON SECURITIES POSITIONS

HAIRCUTS
State and Municipal Government Obligations $263,657
Other securities 19,679
NET CAPITAL

The accompanying notes are an integral part of theses financial statements

SCHEDULE 1

$2,030,789

$2,030,789

278,828

1,751,961

283,336

$1,468.625



SCHEDULE 1

HENNION & WALSH, INC.

COMPUTATION OF AGGREGATE INDEBTEDNESS

AS OF DECEMBER 31, 2004

TOTAL AGGREGATE INDEBTEDNESS LIABILITIES

Accounts payable, accrued expenses and taxes $802,070
TOTAL AGGREGATE INDEBTEDNESS | $802.,070

PERCENTAGE OF AGGREGATE INDEBTEDNESS TO NET CAPITAL

\ o

4.61

R

The accompanying notes are an integral part of theses financial statements



SCHEDULE I
HENNION & WALSH, INC.

COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS FOR BROKERS AND DEALERS
PURSUANT TO RULE 15C3-3 UNDER THE SECURITIES EXCHANGE ACT OF 1934

AS OF DECEMBER 31, 2004

The Company is exempt from the provisions of Rule 15¢3-3 under the Securities Exchange Act of
1934, in that the Company’s activities are limited to those set forth in the conditions for exemption
appearing in paragraph (k)(2)(ii) of the Rule.

The accompanying notes are an integral part of these financial statements



SCHEDULE I - (Continued)
HENNION & WALSH, INC.

RECONCILIATION OF NET CAPITAL TO SUBMITTED UNAUDITED NET CAPITAL

AS OF DECEMBER 31, 2004

NET CAPITAL PER UNAUDITED X17A-5 $1.,468.625

NET CAPITAL PER AUDITED REPORT $1,468,625




HENNION & WALSH, INC.

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

AS OF DECEMBER 31, 2004

MINIMUM NET CAPITAL REQUIRED -
62/3% OF TOTAL AGGREGATE INDEBTEDNESS

MINIMUM DOLLAR NET CAPITAL REQUIREMENT
OF REPORTING DEALER

NET CAPITAL REQUIREMENT

EXCESS NET CAPITAL

(Net capital less net capital requirement)

EXCESS NET CAPITAL AT 1,000%

(Net capital less 10% of aggregate indebtedness)

SCHEDULE 1 - continued

$ 53474

§ 250,000

$_250.000

$1,218,625

$1.388.418




Louis STERNBACH & COMPANY, LLP

CERTIFIED PUBLIC ACCOUNTANTS

To the Board of Directors
Hennion & Walsh, Inc.

In planning and performing our audit of the financial statements and supplemental schedules of
Hennion & Walsh, Inc. (the Company), for the year ended December 31, 2004, 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 consolidated financial statements
and not to provide assurance on internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we have
made a study of the practices and procedures followed by the Company including tests of such
practices and procedures 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(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 any
of the following:

1. Making quarterly securities examinations, counts, verifications, and comparisons
2. 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

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 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 conformity with generally accepted accounting principles. Rule
17a-5(g) lists additional objectives of the practices and procedures listed in the preceding paragraph.

1333 BROADWAY NEW YORK, NY 10018 TEL (212) 695-6660 FAX (212) 695-7945




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, 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 aspects 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 December 31, 2004 to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the
SEC, NASD 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.

| &M%ue |

Certified Public Accountants

February 18, 2005
New York, New York

LLouis STERNBACH & COMPANY, LLP
CERTIFIED PUBLIC ACCOUNTANTS




