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OATH OR AFFIRMATION

[, Giles W. McNamee , swear (or affirm) that, to the best

of my knowledge and belief the accompanying financial statements and supporting schedules pertaining to the firm of

McNamee Lawrence & Co, 8%, Securities , as of
, are true and correct. | further swear (or affirm) that neither the compény nor

any partner, proprietor, principal officer or director has any proprietary interest in any account classified soley as that of a

customer, except as follows:
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.‘On this 25" day of February, 2005, before me, the undersigned

notary public, personally appeared (7 le.s (). Narg e = 7 Sigpatute? S —
'. proved to me through satisfactory evidence of identification, which

were Dfiors 1 Ll weredoBe the person whose name is signed on , Managing Director

the preceding or attached document who swore or affirmed to me Title

mw that the contents of the document are truthful and accurate to the
! best of his/her knowledge and belief.

W A7 M 1y

Alan Creggy%tary Public

“== This report** contains (check all applicable boxes)
— (a) Facing page.
—_ (b) Statement of Financial Condition. A
— {c) Statement of Income (Loss). 04110550001
== [xX] (d) Statementof Cash Flows.
— X (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor's Capital.
{1 (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
~. X (g) Computation of Net Capital. ,
O (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
=0 () Information Relating to the Possession or control Requirements Under Rule 15¢3-3.
'D () 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.
O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-

-, ‘ solidation.
() An Qath or Affirmation.
.D (m) A copy of the SIPC Supplemental Report.
(n) 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 freatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Grant Thornton &

"~ Accountants and Business Advisors

Report of Independent Certified Public Accountants

Board of Directors and Stockholder of
McNamee Lawrence & Co. Securities, Inc.

We have audited the accompanying statement of financial condition of McNamee Lawrence &
Co. Securities, Inc. (a wholly-owned subsidiary of McNamee Lawrence & Co. LLC) as of
December 31, 2004. This financial statement is the responsibility of the Company’s
management. Our responsibility is to express an opinion on this financial statement based on our
audit. ’

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America as established by the Auditing Standards Board of the American Institute of
Certified Public Accountants. 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 control 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 also includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, 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 statement of financial condition referred to above presents fairly, in all
material respects, the financial position of McNamee Lawrence & Co. Securities, Inc. as of
December 31, 2004, in conformity with accounting principles generally accepted in the United

States of America.
Yard 7%@//\7[3/\/ L P

Boston, Massachusetts
January 21, 2005

226 Causeway Street
Boston, MA 02114-2155
T 617.723.7900

F 617.723.3640

W www.grantthornton.com

Grant Thornton LLP
US Member of Grant Thornton International



McNamee Lawrence & Co. Securities, Inc.
(a wholly owned subsidiary of McNamee Lawrence & Co. LLC)
STATEMENT OF FINANCIAL CONDITION
December 31, 2004

ASSETS

Cash
Due from parent
Prepaid expenses

Total assets

LIABILITIES AND STOCKHOLDER’S EQUITY

LIABILITIES
Accounts payable and accrued expenses

STOCKHOLDER’S EQUITY
Common stock, no par value; 2,000 shares authorized;
100 shares issued and outstanding
Additional paid-in capital
Accumulated deficit

Total stockholders’ equity

TOTAL LIABILITIES AND STOCKHOLDER’S EQUITY

The accompanying notes are an integral part of this statement.

-3-



McNamee Lawrence & Co. Securities, Inc.

(a wholly owned subsidiary of McNamee Lawrence & Co. LLC)
NOTES TO STATEMENT OF FINANCIAL CONDITION

December 31, 2004

NOTE A - ORGANIZATION AND NATURE OF BUSINESS

McNamee Lawrence & Co. Securities, Inc. (the “Company” or “MLCS”), formerly known as
Masthead Securities, Inc., is registered as a broker-dealer in securities under the Securities and
Exchange Act of 1934 (“Act”) and is a non clearing member of the National Association of Securities
Dealers, Inc. The Company was created pursuant to the corporation laws of the State of Maine in

October 1998. The Company does not carry customer accounts and is accordingly exempt from the
Act’s rule 15¢3-3 (the Customer Protection Rule) pursuant to provision k(2)(i) of that rule.

In August 2002, the Company was purchased by McNamee Lawrence & Co. LLC (“MLC”) for
$50,000. This transaction resulted in McNamee Lawrence & Co. LLC purchasing 100% of the
Company’s capital stock.

The Company engages in the investment banking business by providing financial advisory services
primarily to institutional customers, advising and arranging capital sourcing, mergers and acquisitions,
and providing fairness opinions.

NOTE B - SIGNIFICANT ACCOUNTING POLICIES

Investment Banking

Investment banking revenues include gains, losses, and fees, net of syndicate expenses, arising from
securities offerings in which the Company acts as an underwriter or agent.

Revenues are recorded upon completion of the underwriting and income is reasonably determinable.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions in
determining 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.



McNamee Lawrence & Co. Securities, Inc.
(a wholly owned subsidiary of McNamee Lawrence & Co. LLC)

NOTES TO STATEMENT OF FINANCIAL CONDITION (continued)

December 31, 2004

NOTE B - SIGNIFICANT ACCOUNTING POLICIES - Continued
Goodwil]

Effective in fiscal 2003 the Company adopted Statement of Financial Accounting Standards, or
SFAS, No. 142, "Goodwill and Other Intangible Assets". Goodwill is not subject to amortization
and is subject to periodic testing for impairment. In connection with the adoption of SFAS 142,
goodwill was tested for impairment by comparing the fair value of the Company’s reporting unit to
its carrying value as of December 31, 2004. Goodwill is tested for impairment at a level of reporting
referred to as a reporting unit. Impairment is the condition that exists when the carrying amount of
goodwill exceeds its implied fair value. As of December 31, 2004 management determined that all
goodwiil was impaired. As aresult, impairment of goodwill in the amount of $59,082 has been
recognized and recorded.

NOTE C - RELATED PARTY TRANSACTIONS

Expense Sharing Agreement

The Company is solely owned by MLC. On August 20, 2002, the Company and MLC entered into
an agreement whereby MLC pays certain shared expenses of MLCS. The Company receives an
economic benefit that is not reflected in its financial statements through this arrangement. The
agreement covers rent, office supplies, travel, entertainment, postage, telephone and insurance. The
agreement provides that MLCS will not reimburse these costs to MLC.

Revenue Sharing Agreement

On December 1, 2003, MLC and MLCS entered into a revenue sharing agreement. The revenue
sharing agreement states that 95% of all fees earned by MLCS are to be paid to MLC in exchange
for investment banking and advisory services. As of December 31, 2004, fees earned by MLCS and
allocated to MLC totaled $346,076. These fees include warrants valued at $22,091.

Servicing Agreement

On December 1, 2003, MLC and MLCS entered into a servicing agreement whereby certain salaries
and salary related expenses are allocated between MLC and MLCS based on a prorate basis of
revenues. Expenses allocated to MLCS pursuant to this agreement totaled $7,243 as of December
31, 2004.



McNamee Lawrence & Co. Securities, Inc.

(a wholly owned subsidiary of McNamee Lawrence & Co. LLC)

NOTES TO STATEMENT OF FINANCIAL CONDITION (continued)

December 31, 2004

NOTE C - RELATED PARTY TRANSACTIONS - Continued

MLCS pays all salary and salary related expenses for MLC and MLCS. As a result, MLCS charges
a five-percent (5%) markup fee on ail expenses paid during the year. For the year ended
December 31, 2004, reimbursed expenses including the markup fee totaled $35,855.

MLCS and MLC also share Officers and Directors which may result in conflicts of interest (such as
allocation of employee time) in the operations of the Company.

NOTE D - TAXES

The Company has a net operating loss carried forward for Federal and state income tax purposes.
Based on management’s analysis regarding the realizability of the use of these net operating losses, a
deferred tax asset has not been established for these tax attributes. The difference between the
expected tax benefit from the loss from operations and the benefit recorded is primarily due to the non-
recognition of the deferred tax amount associated with the net operating loss carry forward. At
December 31, 2004, the Company has approximately $54,000 of net operating loss carryforward
which will begin to expire on December 31, 2020. Of the total losses carried forward, the use of
approximately $20,000 of those losses are subject to the ownership change rules of IRC Section 382 as
a result of the acquisition of the Company in 2001.

NOTE E - CONTINGENCY

On August 12, 2004, the NASD concluded a routine audit on MLCS. On December 30, 2004, MLCS
received an Exit Conference Memo from the NASD citing certain deficiencies relating to: NASD
Conduct Rule 1120(b) (Firm Element of Continuing Education), NASD Rule 3011 (Anti-Money
Laundering Procedures), and NASD Rule 3011(c) (AML Compliance Program - Independent Testing).
The NASD did not indicate that any penalty is expected or likely. While the ultimate outcome of these
violations is uncertain no liability has been accrued by the Company.

NOTE F - NET CAPITAL REQUIREMENT

As aregistered broker/dealer, the Company is subject to the SEC Uniform Net Capital Rule (Rule
15¢3-1), which requires that the Company to maintain minimum net capital. The Company has
elected to use the basic method, which requires that the Company maintain minimum net capital, as
defined, equal to the greater of $5,000 or 6-2/3% of aggregate indebtedness, as defined. Net capital
and aggregate indebtedness may change on a daily basis. The withdrawal of equity from the Company
is subject to more restrictive requirements than minimum net capital requirements. At December 31,
2004, the Company had net capital of $47,621, which exceeded its requirement by $42,621.
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Independent Auditors’ Report on Internal Control Required by SEC Rule 17a-5
MeNamee Lawrence & Go. Securities, Ine.
December 31, 2004




Grant Thornton &

" Accountants and Business Advisors

Independent Auditors” Report
on Internal Control Required by SEC Rule 17a-5

Board of Directors and Stockholder of
McNamee Lawrence & Co. Securities, Inc.

In planning and performing our audit of the financial statements and supplementary information

of McNamee Lawrence & Co. Securities, Inc. (the “Company’’), formerly known as Masthead

Securities, Inc., 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 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 accordance with accounting principles generally accepted in the United States of
America (US GAAP). Rule 17a-5(g) lists additional objectives of the practices and procedures
listed in the preceding paragraph.

226 Causeway Street

- Boston, MA 02114-2155
T 617.723.7900

F 617.723.3640

W www.grantthornton.com

Grant Thornton LLP * vt
US Member of Grant Thornton International



Because of inherent Iimitations 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 Managing Directors,
management, the SEC, the National Association of Securities Dealers, Inc. 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.
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Boston, Massachusetts
January 21, 2005



