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OATH OR AFFIRMATION

I, Leigh Ann We inzapfel , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Economy Securities, Incorporated

, as

of December 31 ,20 04  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:

DONWAL NELSON | C% ,U:al/l QM%LLO&’Q@O

Vanderburgh County -
My Commission Expires Signature
August 27,2009
3 President
Title

JN 7.V, J /J;QWJ

Notary Public

This report ** contains (check all applicable boxes):

R (a) Facing Page.

@ (b) Statement of Financial Condition.

[ (c) Statement of Income (Loss).

X (d) Statement of Changes in Financial Condition.

(@ (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

O (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

@ (g) Computation of Net Capital. '

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

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

[J (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.

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

@ (1) An Oath or Affirmation.

O (m) A copy of the SIPC Supplemental Report.

X (n) Areportdescribingany material inadequacies found to exist or found to have existed since the date of the previous audxt.

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

Board of Directors
Economy Securities, Incorporated
Evansville, Indiana

We have audited the accompanying statement of financial condition of Economy
Securities, Incorporated (the Company) as of December 31, 2004, and the related
statements of income, changes in stockholder’s equity, 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 Economy Securities, Incorporated at 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 purpose of forming an opinion on the basic financial
statements taken as a whole. The information contained in the supplementary information
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 under the
Securities Exchange Act of 1934. 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.

GAITHER RUTHERFORD & CO., LLP
Wl 1L)?

Certified Public Accountants

March 8, 2005

Member: American Institute of Certified Public Accountants » National Associated CPA Firms



ECONOMY SECURITIES, INCORPORATED
STATEMENT OF FINANCIAL CONDITION
December 31, 2004

ASSETS
Cash $ 14,789
Deposit with clearing organization 5,000
Receivable from broker-dealers and clearing organization 29,539
Total Assets $ 49,328

LIABILITIES AND STOCKHOLDER'S EQUITY

Liabilities:
Accounts payable, accrued expenses, and other liabilities $ 2,176
Stockholder's Equity:
Common stock 70,000
Retained deficit (22,848)
Total stockholder's equity 47,152
Total Liabilities and Stockholder's Equity $ 49,328

See accompanying notes to financial statements.




ECONOMY SECURITIES, INCORPORATED

STATEMENT OF INCOME
Year Ended December 31, 2004

Revenues:
Commuissions
Trail fees
Interest and dividends
Other income
Total revenues

Expenses:
Employee compensation
Floor brokerage, exchange, and clearance fees
Communications and data processing
Occupancy
Taxes other than income
Other expenses
Loss on disposition of assets
Total expenses

Net Income

See accompanying notes to financial statements.

%
$ 151,335 65.0
80,611 34.7
349 0.2
150 0.1
232,445 100.0
85,277 36.7
28,434 12.2
9,781 4.2
33,095 14.2
7,862 3.4
33,392 14.4
3,184 1.4
201,025 86.5
$ 31,420 13.5




ECONOMY SECURITIES, INCORPORATED
STATEMENT OF CHANGES IN STOCKHOLDER'S EQUITY
Year Ended December 31, 2004

Retained
Common Stock Earnings
Shares Amount (Deficit)
Balance - January 1, 2004 700 $ 70,000 $ 14,162
Net Income - - 31,420
Capital Contributions - - -
Distributions - - (68,430)
Balance - December 31, 2004 700 § 70,000 $ (22,848)

See accompanying notes to financial statements.




ECONOMY SECURITIES, INCORPORATED
STATEMENT OF CASH FLOWS
Year Ended December 31, 2004

Cash Flows from Operating Activities:
Cash inflows:
Cash received from clearing organization and others
Interest and dividends received
Cash outflows:
Cash paid to suppliers and employees
Net cash provided by operating activities

Cash Flows from Investing Activities:
Cash inflows:
Proceeds from sale of assets
Net cash provided by investing activities

Cash Flows from Financing Activities:
Cash inflows:
Refund of deposit
Cash outflows:
Distributions
Net cash used in financing activities

Net Decrease in Cash
Beginning Cash

Ending Cash

See accompanying notes to financial statements.

$ 232,189
349

(197,194)

35,344

5,000

5,000

225

_ (68,430)

(68,205)

(27,861)

42,650

$ 14,789




ECONOMY SECURITIES, INCORPORATED
STATEMENT OF CASH FLOWS
Year Ended December 31, 2004
(continued)

Reconciliation of Net Income to Net Cash
Provided by Operating Activities

Net Income $ 31,420

Adjustments to reconcile net income to net
cash provided by operating activities:

Depreciation 3,976
Loss on disposition of assets 3,184
Decrease in receivable from clearing organization 93
Decrease in accounts payable, accrued expenses, and other liabilities (3,329)
Net cash provided by operating activities $ 35,344

See accompanying notes to financial statements.



ECONOMY SECURITIES, INCORPORATED
NOTES TO FINANCIAL STATEMENTS

NOTE A — NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

Nature of Operations

Economy Securities, Incorporated (Company) operates as a fully-disclosed introducing
broker in trading and investment securities. The Company’s customer base is primarily
individual investors located in Indiana, Illinois and Kentucky. The Company was
acquired by Economy Acquisition Corp. on October 1, 2004 and is a wholly owned
subsidiary of that entity.

Cash
For purposes of the statement of cash flows, the Company considers all cash on hand,
bank checking, and money market accounts to be cash.

Allowance for Doubtful Accounts

Accounts receivable consists of fees and commissions receivable from broker-dealers and
City Securities Corporation (Clearing Organization) and is considered fully collectible.
Therefore, no allowance for doubtful accounts has been provided.

Property and Equipment

Property and equipment are stated at cost. The cost of these assets is depreciated over the
assets estimated useful lives, which range from three to thirty-one years, on a straight-line
basis. Expenditures for maintenance and repairs which do not materially extend the life
of assets are included in expenses. The cost and accumulated depreciation are removed
from the accounts for assets sold or retired, and any resulting gain or loss is included in
net income. During 2004, the Company disposed of all property and equipment.

Revenue and Expenses

Commissions and related clearing expenses are recorded on a settlement-date basis.
There were no significant transactions at December 31, 2004 that would require
reconciliation with trade-date basis accounting.

Advertising

The Company expenses advertising production costs as they are incurred and advertising
communication costs the first time the advertising takes place. Advertising expense was
$1,257 for the year ended December 31, 2004.

Income Taxes
The Company is not a taxpaying entity for federal and state income tax purposes, thus no
income tax expense has been recorded in the accompanying financial statements.

Accounting Period

In October 1998, the Company requested NASD Regulation to approve a change in the
Company’s reporting year to December 31 from March 31. This request was
subsequently approved by NASD Regulation for the period beginning April 1, 1998




ECONOMY SECURITIES, INCORPORATED
NOTES TO FINANCIAL STATEMENTS

through December 31, 1998. This change relieved the Company from tax deposit
requirements under §7519 of the Internal Revenue Code. As a result of this change, the
subsequent reporting periods are from January 1 through December 31. Financial
statements filed under SEC rule 17a-5 are not required to be in comparative form.

Use of Estimates

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.

NOTE B — CASH DEPOSIT WiTH CLEARING ORGANIZATION

At December 31, 2004, the Company had an interest-bearing deposit of $5,000 with the
Clearing Organization.

NOTE C — COMMON STOCK

The number of common shares authorized was 10,000 at December 31, 2004 with 700
shares issued and outstanding.

NOTE D — RELATED PARTY TRANSACTIONS

The Company leased office space from its former stockholder from January to September
2004 under a month-to-month operating lease arrangement calling for monthly payments
of $2,250. Total rent paid under this arrangement, included in the statement of
operations, for the period ended December 31, 2004 was $20,250.

On October 1, 2004, the Company began leasing office space from a related entity under
common control. The lease is for a one-year term with an option to renew for an
additional year. Total rent paid under this lease, included in the statement of operations,
for the period ended December 31, 2004 was $3,750. Future minimum rentals under this
lease are:

2005 $13,500

On October 1, 2004, the Company’s employees became employees of a related entity
under common control for payroll tax reporting purposes. The employees are treated as
leased employees to the Company. The total paid under this arrangement for the period
ended December 31, 2004 was $14,666 and $1,990 was payable to this related entity at
December 31, 2004.

10



ECONOMY SECURITIES, INCORPORATED
NOTES TO FINANCIAL STATEMENTS

NOTE E — NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission’s (Commission)
uniform net capital rule (Rule 15¢3-1) which requires the maintenance of minimum net
capital and that the ratio of aggregate indebtedness to net capital, both as defined, shall
not exceed 15 to 1. At December 31, 2004, the Company had net capital of $46,975,
which was $41,975 in excess of its required net capital of $5,000. At December 31,
2004, the Company’s net capital ratio was 0.05 to 1.

NOTE F — SUBSEQUENT EVENT

In December 2004, the Company received notice from City Securities Corporation that it
will no longer provide clearing services to any broker-dealer as of March 31, 2005. In
March 2005, the Company has entered into an agreement with a new Clearing
Organization to provide these services.

11



ECONOMY SECURITIES, INCORPORATED

SUPPLEMENTARY INFORMATION

12



ECONOMY SECURITIES, INCORPORATED
COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1 OF THE
SECURITIES AND EXCHANGE COMMISSION
As of December 31, 2004

Net Capital

Stockholder's equity qualified for net capital $ 47,152

Net capital before haircuts on securities 47,152

Haircuts on securities - money market funds (177
Net Capital $ 46,975
Aggregate Indebtedness

Items included in statement of financial condition:

Accounts payable, accrued expenses, and other liabilities $ 2,176

Computation of Basic Net Capital Requirement

Minimum net capital required $ 145
Minimum dollar net capital requirement of reporting broker or dealer $ 5,000
Net capital requirement $ 5,000
Excess net capital § 41,975
Excess net capital at 1000% $ 46,758
Ratio of aggregate indebtedness to net capital 0.05to 1

13



ECONOMY SECURITIES, INCORPORATED
COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1 OF THE
SECURITIES AND EXCHANGE COMMISSION
As of December 31, 2004
(continued)

Reconciliation with Company's Computation (included in Part IT of Form X-17A-5
as of December 31, 2004)

Net capital, as reported in Company's Part II (unaudited) FOCUS

report $ 48,675
Broker-dealer adjustments to cash (1,187)
Broker-dealer adjustments to accrued expenses (63)
Broker-dealer change in estimate of receivable (450)
Net capital per page 12 $ 46,975

14



ECONOMY SECURITIES, INCORPORATED
COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS
UNDER RULE 15¢3-3 OF THE SECURITIES AND EXCHANGE COMMISSION
As of December 31, 2004

Broker-dealer is exempt from Rule 15¢3-3. All customer transactions are cleared through
City Securities Corporation on a fully disclosed basis.

15
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Board of Directors
Economy Securities, Incorporated
Evansville, Indiana

In planning and performing our audit of the financial statements and supplementary
schedules of Economy Securities, Incorporated (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-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 quarterly securities examinations, counts, verifications, and comparisons
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

16
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conformity with generally accepted accounting principles. Rule 17a-5(g) lists additional
objectives of the practices and procedures listed in the preceding paragraph.

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
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 the Board of Directors,
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 brokers and dealers, and
is not intended to be and should not be used by anyone other than these specified parties.

GAIT?ER RUTHERFORD & CO., LLP

1) JL AL o s
Certified Public Accountgnts

March 8, 2005
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