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OATH OR AFFIRMATION

I, _/ﬁ"bﬁ’\ﬂ{ N ‘ )LlLD W e , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Werswll [NVESTME=T Sk EMIES , as

of DECAEIP)B&E@ 3 ,20_0 ‘/ , are true and correct. I 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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(’ﬂ (b) Statement of Financial Condition.
M (c) Statement of Income (Loss).
O (d) Statement of Changes in Financial Condition.
@ (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.
[0 (f Statement of Changes in Liabilities Subordinated to Claims of Creditors.
#d (g) Computation of Net Capital.
. (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
(1) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.
0 () 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.
O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.
&4 (D) An Oath or Affirmation.
O (m) A copy of the SIPC Supplemental Report.
O ma 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).



KPMG LLP
One Financial Plaza
Hartford, CT 06103-4103

Independent Auditors’ Report

The Board of Directors
Webster Investment Services, Inc.:

We have audited the accompanying statements of condition of Webster Investment Services, Inc. (a
wholly owned subsidiary of Webster Bank) as of December 31, 2004 and 2003, and the related statements
of income, changes in shareholder’s equity, and cash flows for the years then ended. These financial
statements are the responsibility of the Company’s management. Our responsibility is to express an
opinion on the these financial statements based on our audits.

We conducted our audits 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 consideration of
internal controls over financial reporting as a basis for designing audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s
internal control over financial reporting. Accordingly, we express no such opinion. 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 audits
provide 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 Webster Investment Services, Inc. as of December 31, 2004 and 2003 and the results
of its operations and its cash flows for the years then ended in conformity with accounting principles
generally accepted in the United States of America.

Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken as
a whole. The supplementary information included in schedules 1, 2, and 3 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.

KPMe P

Hartford, Connecticut
February 25, 2005

KPMG LLP, a U.S. limited tiability partnership, is the U.S.
member firm of KPMG International, 8 Swiss cooperative.




KPMG LLP
One Financial Plaza
Hartford, CT 06103-4103

The Board of Directors
Webster Investment Services, Inc.:

In planning and performing our audit of the financial statements and supplemental financial schedules of
Webster Investment Services, Inc. (a wholly owned subsidiary of Webster Bank) (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 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 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 any of the following:

1. Making the 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 tc 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 safegnarded 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 any 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.

KPMG LLP, a U.S. limited liability partnership, is the U.S.
member firm of KPMG International, a Swiss cooperative.




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

This report is intended solely for the information and use of management, the SEC, and other regulatory
agencies that rely on rule 17a-5(g) under the Securities Exchange Act of 1934 in their regulation of
registered broker dealers, and is not intended to be and should not be used by anyone other than these
specified parties.

KMo LP

Hartford, Connecticut
February 25, 2005
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KPMG LLP
One Financial Plaza
Hartford, CT 06103-4103

Independent Auditors’ Report

The Board of Directors
Webster Investment Services, Inc.:

We have audited the accompanying statements of condition of Webster Investment Services, Inc. (a
wholly owned subsidiary of Webster Bank) as of December 31, 2004 and 2003, and the related statements
of income, changes in shareholder’s equity, and cash flows for the years then ended. These financial
statements are the responsibility of the Company’s management. Our responsibility is to express an
opinion on the these financial statements based on our audits.

We conducted our audits 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 consideration of
internal controls over financial reporting as a basis for designing audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s
internal control over financial reporting. Accordingly, we express no such opinion. 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 audits
provide 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 Webster Investment Services, Inc. as of December 31, 2004 and 2003 and the results
of its operations and its cash flows for the years then ended in conformity with accounting principles
generally accepted in the United States of America.

Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken as
a whole. The supplementary information included in schedules 1, 2, and 3 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.

KPre P

Hartford, Connecticut
February 25, 2005

KPMG LLP. a U.S. timited liability partnership, is the U.S.
member firm of KPMG International, a Swiss cooperative,



WEBSTER INVESTMENT SERVICES, INC.
(A Wholly-Owned Subsidiary of Webster Bank)

Statements of Condition

December 31,

2004 2003
Assets
Cash and cash equivalents $ 2,496,759 2,342,339
Receivables from brokers and clearing organizations 915,740 550,888
Premises and equipment, net (Note 4) 189,975 214,588
Other assets — 7,510
Total assets § 3,602,474 3,115,325
Liabilities and Shareholder's Equity
Liabilities:
Due to Parent Company (Note 3) $ 460,295 111,296
Accrued income taxes 106,926 69,148
Accrued expenses and other liabilities 775,187 700,788
Total liabilities 1,342,408 881,232
Shareholder's equity:
Common stock (without par value; 5,000 shares authorized;

50 shares issued) — —
Additional paid-in capital 1,914,142 1,914,142
Retained earnings 345,924 319,951

Total shareholder's equity 2,260,066 2,234,093

Total liabilities and shareholder's equity § 3,602,474 3,115,325

See accompanying Notes to Financial Statements.



WEBSTER INVESTMENT SERVICES, INC.
{A Wholly-Owned Subsidiary of Webster Bank)

Statements of Income

For the years ended Becember 31, 2004 and 2003

2004 2003

Revenues:
Commissions from customer transactions $ 13,383,538 11,219,139
Investment advisory income 239,513 202,098
Other 141,778 175,099
Total revenues 13,764,829 11,596,336

Expenses:
Employee compensation and benefits (Note 5) 7,924,490 7,297,714

Commissions and other costs paid to

clearing broker (Note 3) 809,527 752,289
Costs allocated from Parent Company (Note 3) 836,052 836,052
Marketing 420,211 299,512
Occupancy, furniture and equipment 138,421 127,591
Professional services 137,307 130,000
Supplies 148,916 144,662
Regulatory and compliance 95,000 91,708
Other 313,338 303,734
Total expenses 10,823,262 9,983,262
Income before income tax expense 2,941,567 1,613,074
Income tax expense (Note 7) 1,178,781 650,676
Net income $ 1,762,786 962,398

See accompanying Notes to Financial Statements.



WEBSTER INVESTMENT SERVICES, INC.
{A Wholly-Owned Subsidiary of Webster Bank)

Statements of Changes in Shareholder's Equity

For the years ended December 31, 2004 and 2003

Additional
Common paid-in Retained
stock capital earnings Total
Balance at December 31, 2002 $ — 1,914,142 — 1,914,142
Net income — — 962,398 962,398
Dividends paid — — (642,447) (642,447)
Balance at December 31, 2003 — 1,914,142 319,951 2,234,093
Net income — — 1,762,786 1,762,786
Dividends paid — — (1,736,813) (1,736,813)
Balance at December 31, 2004 $ — 1,914,142 345,924 2,260,066

See accompanying Notes to Financial Statements.



WEBSTER INVESTMENT SERVICES, INC.
(A Wholly-Owned Subsidiary of Webster Bank)

Statements of Cash Flows

For the years ended December 31, 2004 and 2003

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation expense
Increase in receivables from brokers
and clearing organizations
Increase (decrease) in due to Parent Company
Increase in accrued income taxes
Increase in accrued expenses and other liabilities
Decrease (increase) in other assets
Net cash provided by operating activities

Cash flows used by investing activities:
Purchase of premises and equipment, net

Cash flows used by financing activities:
Dividends paid to Parent Company

Net increase in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Supplemental information:
Income taxes paid to Parent Company

See accompanying Notes to Financial Statements.

$

$

$

2004 2003
1,762,786 962,398
88,169 84,989
(364,852) (69,146)
348,999 (2,981)
37,778 132,494
74,399 100,457
7,510 (7,510)
1,054,789 1,200,701
(63,556) (94,462)
(1,736,813) (642,447)
154,420 463,792
2,342,339 1,878,547
2,496,759 2,342,339
1,141,003 518,182
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WEBSTER INVESTMENT SERVICES, INC.
{A Wholly-Owned Subsidiary of Webster Bank)

Notes to Financial Statements
December 31, 2004 and 2003

Organization

Webster Investment Services, Inc. (the “Company™) is a wholly-owned subsidiary of Webster Bank,
National Association (the “Parent Company” or “Webster Bank”), which is a wholly-owned subsidiary
of Webster Financial Corporation. The Company’s primary business is providing securities services
including brokerage and investment advice. The Company is a registered investment advisor (“RIA”).

Prior to June 24, 1999, the Company offered brokerage services through an independent third party. On
June 24, 1999, the Company registered with the Securities and Exchange Commission (“SEC”) as a
broker-dealer and became a member of the National Association of Securities Dealers, Inc. (“NASD”).

The Company’s customer transactions are cleared through a third party broker-dealer on a fully
disclosed basis. Accordingly, the Company does not carry customer accounts and is exempt from SEC
Rule 15¢3-3 pursuant to provision k(2)(ii) of such rule.

Summeary of Significant Accounting Policies

{a) Basis of Firancial Statement Presentation

The accounting and reporting policies of the Company are in conformity with accounting principles
generally accepted in the United States of America (“GAAP”) and general practices in the broker-
dealer industry. The Company uses the accrual basis of accounting wherein revenues are recognized
when eamed and expenses are recognized when an obligation has been incurred.

(b) Use of Estimates

To prepare financial statements in conformity with GAAP, management must estimate certain amounts
that affect the reported assets and liabilities, disclosure of contingent assets and liabilities, and reported
revenues and expenses. Actual results could differ from those estimates.

{c) Reclassifications
Certain financial statement balances as previously reported have been reclassified to conform to the
2004 financial statement presentation.

(d) Fair Values

Substantially all of the Company’s financial assets and liabilities are carried at amounts that
approximate market or fair value because of their short-term nature. Fair value is estimated at a specific
point in time, based on relevant market information.

(e) Cash
Cash equivalents include all demand deposits held in banks and certain highly liquid investments with
maturities of 90 days or less, other than those held for sale in the ordinary course of business.

(f) Furniture, Fixtures and Equipment

Fumiture and equipment are carried at cost and are depreciated on a straight-line basis over the
estimated useful life of five years. Leasehold improvements are amortized on a straight-line basis over
the lesser of the useful life of the improvement or the term of the lease.

6 (Continued)
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WEBSTER INVESTMENT SERVICES, INC.
(A Wholly-Owned Subsidiary of Webster Bank)

Notes to Financial Statements

{g) Income Taxes

The Company is included in the consolidated federal and combined state and local income tax returns
of Webster Financial Corporation. The Company accrues taxes as if it were filing on an individual
company basis.

Related Party Transactions

The Company settles its customer transactions through a third party company for execution and
clearance in accordance with the terms of a clearance agreement. For the years ended December 31,
2004 and 2003, the Company paid clearance fees of approximately $810,000 and $752,000,
respectively, in connection with the aforementioned activities.

Receivables from brokers and clearing organizations includes commissions due on the above
mentioned customer transactions from the Company’s clearing broker. As these amounts are short-term
in nature, the carrying amount approximates fair value.

The Company is allocated its proportional share of the costs of information technology, finance and
other departments provided by the Parent Company. During each of the years ended December 31,
2004 and 2003, approximately $836,000, respectively, was allocated to the Company in relation to this
arrangement.

Premises and Equipment, net

A summary of furniture, equipment and leasehold improvements at December 31 is as follows:

2004 2003

Furniture and equipment § 674,748 603,483
Leasehold improvements 25,783 25,603
Work in progress 5,265 14,324
705,796 643,410

Less: accumulated depreciation and amortization 515,821 428,822
$ 189,975 214,588

7 (Continued)
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WEBSTER INVESTMENT SERVICES, INC.
(A Wholly-Owned Subsidiary of Webster Bank)

Notes to Financial Statements

Pension and Profit Sharing Plans

The Company participates in the Parent Company’s defined benefit pension and 401(k) plans covering
all full-time employees who have completed one year of service. The pension plan provides for the
Parent Company to contribute an amount based on a percentage of compensation, as defined in the plan
agreement. The Parent Company allocates to the Company an expense related to the contributions to
the pension and 401(k) plans for employees of the Company. The amounts included in employee
compensation and benefits expense for both plans for the years ended December 31, 2004 and 2003
were approximately $152,000 and $123,000, respectively.

The Company participates in the Parent Company’s Employee Benefit Plan (the “Benefit Plan™). The
Benefit Plan provides health and other benefits to eligible employees and their families. The
Company’s allocated cost for the Benefit Plan is included in costs allocated from the Parent Company
in the accompanying statements of income.

Net Capital Reguirements

As a registered broker-dealer and member of the NASD, the Company is subject to the Uniform Net
Capital Rule 15¢3-1 (the “Rule”) of the SEC, which requires that net capital, as defined, shall be the
greater of $50,000 or 6 2/3% of aggregate indebtedness, as defined. The Rule prohibits the Company
from withdrawing equity capital or paying cash dividends if its resulting net capital would be less than
10% of aggregate indebtedness or 120% of the minimum dollar requirement, whichever is greater. At
December 31, 2004, the Company’s ratio of aggregate indebtedness to net capital was 6.1 to 1 and the
Company had net capital of $219,730, which exceeded minimum requirements by $130,236. At
December 31, 2003, the Company’s ratio of aggregate indebtedness to net capital was 2.5 to 1 and the
Company had net capital of $359,117, which exceeded minimum requirements by $300,369.

8 (Continued)
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WEBSTER INVESTMENT SERVICES, INC.
(A Wholly-Owned Subsidiary of Webster Bank)

Notes to Financial Statements

Income Taxes

The Company accounts for income taxes in accordance with the provisions of Statement of Financial
Accounting Standards (“SFAS”) No. 109, “Accounting for Income Taxes,” which requires that an asset
and liability approach be applied in accounting for income taxes and that deferred tax assets and
liabilities be adjusted currently using tax rates expected to be in effect when taxes are assumed to be
paid or recovered.

Income tax expense for the years ended December 31 consists of the following:

2004 2003
Current:
Federal $ 957,068 528,291
State 221,713 122,385
Total $ 1,178,781 650,676

The Company has no temporary differences under SFAS No. 109 and, accordingly, deferred taxes have
not been recognized at December 31, 2004 and 2003.

The difference between the expected tax expense at the Federal rate of 35% and actual tax expense for
the years ended December 31 is as follows:

2004 2003

Federal income tax expense at
statutory rate $ 1,029,548 564,576
Increase due to:
State income tax expense, net of Federal

income tax benefit 143,401 78,637
Meals and entertainment disallowance 5,832 7,463
$ 1,178,781 650,676

Commitments and Contingencies

Management of the Company believes there is no pending or threatened litigation that will result in any
material adverse effect on the Company’s financial condition as of December 31, 2004. In connection
with the clearance agreement with a third party clearing broker, the Company guarantees related
customer transactions.

9 (Continued)
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WEBSTER INVESTMENT SERVICES, INC.
(A Wholly-Owned Subsidiary of Webster Bank)

Notes to Financial Statements

Financial Imstruments and Concentration of Credit Risk

In the normal course of business, the Company executes securities transactions on behalf of customers
through a third party clearing broker. In connection with these activities, a customer’s unsettled trades
and extension of margin financing by an affiliate may ultimately expose the Company to off-balance
sheet credit risk in the event the customer is unable to fulfill its contractual obligations. As of
December 31, 2004, margin balances to customers totaled $112,000. This balance is collateralized by
securities held in those customer accounts. The Company and its affiliate seek to control the risk
associated with its customer activities by making credit inquiries when establishing customer
relationships and by monitoring customer trading and margin financing activity. In addition, the third
party clearing broker seeks to control the Company’s risk associated with customer margin accounts by
requiring customers to maintain sufficient collateral to cover margin balances.

Credit risk is the amount of accounting loss the Company would incur if a customer failed to perform
its obligations under contractual terms. Substantially all of the clearing and depository operations for
the Company are performed by a third party clearing broker pursuant to a clearance agreement. The
third party clearing broker reviews as considered necessary, the creditworthiness of the customers with
which the Company conducts business. The Company’s exposure to credit risk is associated with the
nonperformance by customers in fulfilling their contractual obligations pursuant to securities
transactions which can be directly affected by volatile securities markets, credit markets and regulatory
changes.

10 (Continued)
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WEBSTER INVESTMENT SERVICES, INC.

(A Wholly-Owned Subsidiary of Webster Bank)

Computation of Net Capital
Under Rule 15¢3-1
of the Securities and Exchange Commission

December 31, 2004

Net capital, as defined:
Total stockholder's equity
Less non-allowable assets:
Accounts receivable
Premises and equipment, net
Cash and cash equivalents held at Parent Company in excess of
day-to-day operating balances

Net capital
Computation of alternative net capital requirement:
The greater of (i) $50,000 or (ii) 6 2/3% of total aggregated

indebtedness

Excess net capital

Excess net capital at 1000% [net capital - (.1 x aggregated indebtness)]

Ratio: Aggregate indebtedness to net capital

Reconciliation with the Company's computation (included in Part II of Form X-17A-5

as of December 31, 2004)

Schedule 1

2,260,066

285,598
189,975

1,564,763

219,730

89,494
130,236
85,489

__Glwol

Note: There is no material difference between the above computation and the Company's calculation which

was included in Part 11 of Form X-17a-5 as of December 31, 2004.

11
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Schedule 2

WEBSTER INVESTMENT SERVICES, INC.
(A Wholly-Owned Subsidiary of Webster Bank)

Computation for Determination of Reserve Requirements
under Rule 15¢3-3

of the Securities and Exchange Commission

As of December 31, 2004 and 2003

The Company is exempt from the provisions of Rule 15¢3-3 as of December 31, 2004 and 2003 under the
Securities and 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.

12
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Schedule 3

WEBSTER INVESTMENT SERVICES, INC.
(A Wholly-Owned Subsidiary of Webster Bank)

Information Relating to Possession or Control Requirements
Under Rule 15¢3-3

of the Securities and Exchange Commission

As of December 31, 2004 and 2003

The Company is exempt from the possession or control requirements under Rule 15¢3-3, paragraph (k)(2)(i),
of the Securities and Exchange Commission.

13



