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OATH OR AFFIRMATION
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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 Partners’ or Sole Proprietors’ Capital.

(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.

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

(j) A Reconciliation, inciuding 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 unaudlted Statements of Financial Condition with respect to methods of
consolidation.

(1) 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 ofthe previous audit.
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. **For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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THE VERTICAL GROUP INC.
STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2004

ASSETS

Cash (Note 1)
Equity securities held at clearing agent (at market value)
Fixed assets -net of accumulated depreciation of
$2,349 (Note 1 and 3)
Organization costs, less accumuiated amortization
of $6,217 (Note 2)
Prepaid expenses and other current assets

TOTAL ASSETS

LIABILITIES AND STOCKHOLDER'S EQUITY
Margin account with clearing agent
Equity securities soid, not yet purchased

Loan payable {Note 6)
Accounts payable and accrued expenses

Total Liabilities
COMMITMENTS AND CONTINGENCIES (Note 7)

STOCKHOLDER'S EQUITY

TOTAL LIABILITIES AND SHAREHOLDER'’S EQUITY

See Accompanying Notes and Auditors' Report
0.

$ 309,334
985,453

9,367
701

8,000

$ 1,312,855

$ 100,191
25,586
64,262

- 231,374

421,413

891,442

$_1312,855



THE VERTICAL GROUP INC.
STATEMENT OF OPERATIONS
FOR THE YEAR ENDED DECEMBER 31, 2004

Income
Trading Income 3 76,417
Interest and dividend income 9,433
Other income 1,504
Total income 87,354
Expenses
Unrealized trading losses 14,232
Communication and data processing 303,180
Employee compensation, benefits and trading commissions 279,516
Clearing fees 140,190
Administrative and general (including interest expense of $2,713) 83,858
Professional fees 34,597
Depreciation and amortization expense (Notes 2 and 3) 4,270
Total expenses 859,843
Loss before income taxes 772,489
Income taxes (Note 1 and 4) 445
Net loss $ 772,934

See Accompanying Notes and Auditors' Report
-3-
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THE VERTICAL GROUP INC.
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2004

Cash Flows From Operating Activities
Net Loss
Adjustments to reconcile net loss to net
cash used by operating activities
Unrealized trading losses
Payments of expenses by parent company
Shares of securities contributed by parent company
Depreciation and amortization
Change in assets and liabilities:
Securities purchased net of securities sold
Securities sold not yet purchased
Prepaid expenses and other current assets
Due from parent
Accounts payable and accrued expenses

Total adjustments

Net Cash Used by Operating Activities

Cash Flows From Investing Activities
Purchases of fixed assets

Cash Flows From Financing Activities
Proceeds from margin loan (net)
Proceeds from short-term foan
Capital contributions

Net Cash Provided by Financing Activities

NET DECREASE IN CASH
CASH -BEGINNING

CASH - END

SUPPLEMENTAL CASH FLOW INFORMATION

Cash paid during the year for:
Interest

Taxes

NON-CASH FINANCING ACTIVITIES

Capital contributions by parent in shares of securities and payments of

expenses on behalf of the Company

See Accompanying Notes and Auditors' Report
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(14,232)
57,996
131,817
3,729

(971,221)
25,586
140
39,146
184,628

100,191
34,262
962,470

$ (772,934)
(542,411)
(1,315,345) .

(11,7186)
1,096,923
(230,138)
539,472

$ 309,334
$ 2,937
$ 445

$ 189,813



THE VERTICAL GROUP, INC.
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2004

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
'LINE OF BUSINESS

The Vertical Group, Inc. (the “Company”) is a registered broker dealer engaged primarily
in the execution of stock transactions for customers. The Company is a registered
broker/dealer with the Securities & Exchange Commission (SEC) and is a member of the
National Association of Securities Dealers (NASD). The Company is a non-clearing
broker and does not handle any customer funds or securities. The Company derives
revenue mainiy in the form of trading income from sale of stocks traded on various stock
exchanges on behalf of institutional customers and on behalf of the Company's parent.
The Company maintains an office in New York City, New York. The Company was formed
as a corporation in Florida on March 14, 2000 and is a wholly-owned subsidiary of RAS
Holdings, LLC (the “Parent”).

REVENUE RECOGNITION

Proprietary securities transactions in regular-way trades are recorded on the trade date,
as if they had seitled. Profit and loss arising from all securities and commodities
transactions entered into for the account and risk of the Company’s parent and the
Company's customers are recorded on a trade date basis.

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 al 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.

CASH AND CASH EQUIVALENTS

The Company considers cash and all highly liquid instruments with original maturity of
three months or less to be cash equivalents. The Company maintains its cash in bank
deposit accounts which, at times, may exceed federally insured limits. The Company has
not experienced any losses in such accounts and believes it is not exposed to any
significant credit risk on cash and cash equivalents.

PROPERTY, EQUIPMENT AND DEPRECIATION

Property and equipment is stated at cost. Major expenditures for property and those
which substantially increase useful lives are capitalized. Maintenance, repairs, and minor
renewals are expensed as incurred. When assets are retired or otherwise disposed of,
their costs and reiated accumulated depreciation are removed from the accounts and
resulting gains or losses are included in income. Depreciation is provided by both
straight-line and accelerated methods over the estimated useful lives of the assets.

B-



THE VERTICAL GROUP, INC.
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2004

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
INCOME TAXES

Deferred lax assets and liabilities are recognized for the future tax consequences
attributable to differences between the financial statement carrying amounts of existing
assets and liabilities and their respective tax bases. Deferred tax assets and liabilities are
measured using enacted tax rates expected to apply to taxable income in the years in
which those temporary differences are expected to be recovered or settled.

OFF-BALANCE SHEET RISK

In the normal course of business the Company’s customer and correspondent clearance
activities involve the execution, settlement, and financing of various customer securities
transactions. These activities may expose the Company to off-balance-sheet risk in the
event the customer or clearing agent is unable to fulfill its contracted obligations and the
Company has to purchase or sell the financial instrument underlying the contract at a
loss.

CONCENTRATION OF CREDIT RISK

The Company is. engaged in various trading and brokerage activiies whose
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 creditworthiness of the counterparty or issuer of the
instrument. It is the Company’s policy to review, as necessary, the credit standing of each
counterparty with which it conducts business.

ORGANIZATION COSTS

The Company incurred organization costs in the amount of $6,918 in 2002. The balance
is being amortized over sixty months.

FIXED ASSETS
Major classes of fixed assets consist of the following:

estimated useful

life-years
Compuier equipment and software 2-3 $ 11,716
Less: Accumulated depreciation 2,349
Net fixed assets $_9.367

INCOME TAXES

At December 31, 2004, the Company recorded a valuation allowance in the amount of its
net deferred tax assets due to its history of operating losses.

7-



THE VERTICAL GROUP, INC.
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2004

NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission’s Uniform Net
Capital Rule (Rule 15¢3-1), which requires the Company to maintain minimum dollar net
capital of $100,00C. At December 31, 2004, the Company had net capital of $710,919
which was $610,919 in excess of its required net capital of $100,000. The Company’s
ratio of aggregate indebtedness to net capital is .42 1o 1.

LOAN PAYABLE - BANK

The Company's line of credit facility with its bank was increased to $100,000 during 2004
from $30,000 at December 31, 2003. Interest is due monthly at prime rate plus 1%.
Interest expense for the year amounted to $2,713.

COMMITMENTS AND CONTINGENCIES

The Company is obligated under various operating leases for equipment.

The Company occupies space at its clearing agent’s offices on a month-to-month basis.
Clearing fees include occupancy costs.

As of December 31, 2004, the future minimum lease payment under the non-cancelable
lease is as follows: ,

Year Ended December 31,

2005 $ 14,280



THE VERTICAL GROUP, INC.
SUPPLEMENTAL INFORMATION
FOR THE YEAR ENDED DECEMBER 31, 2004

COMPUTATION OF NET CAPITAL PURSUANT TO RULE 15¢3-1

Total ownership equity from the statement of financial condition $ 891,442
Less: Non-allowable net assets 180,523
Net Capital $__710919

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

Minimum net capital $__710919
Minimum doliar net capital requirement H o $ __100,000
Excess net capital ' $__610,919
Excess net capital at 1000% $__681

Ratio: Aggregate indebtedness to net capital . 42%



THE VERTICAL GROUP, INC.
SUPPLEMENTAL INFORMATION
FOR THE YEAR ENDED DECEMBER 31, 2004

PCSSESSION OR CONTROL REQUIREMENTS UNDER RULE 15¢3-3

The Company claims exemption from the requirements of Rule 15¢3-3, under Section (k)
(2) (B) of the Rule.

-10-



THE VERTICAL GROUP, INC.
SUPPLEMENTAL INFORMATION
FOR THE YEAR ENDED DECEMBER 31, 2004

RECONCILIATION PURSUANT TO RULE 17a-5(d)(4)

Total ownership equity — January 1, 2004 ‘ $ 512,093
Capital contributions 1,152,283
Net loss for the year ended December 31, 2004 (772,943)
Total ownership equity — December 31, 2004 891,442
Less: Non-allowable assets 180,523
Audited net capital 710,919
Net capitai per Focus Report Part A - 713,793
Difference ‘ $___ 2874

Difference due to adjustment to accrued expenses $ 2.874

41-
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