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OATH OR AFFIRMATION
L, Robert W. Vrbanac

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Shepard & Vrbanac Securities, Inc. as

s

, swear (or affirm) that, to the best of

of December 31 ,20_05 | aretrue 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:

KATHERINE A. DAKOTA, Notary Public
Statewide Jurisdiction, Ohi . e —
My Commission Expires Oct. 20, 2009 _MZ( : e M y/
Signature
y fed 3742;4"][ ¢ &-0
Title

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

A (a) Facing Page.

@ (v) Statement of Financial Condition.

X (¢) Statement of Income (Loss).

A (d) Statement of Changes in Financial Condition.

(A (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. A

X (g) Computation of Net Capital.

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

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

X () 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 of Rule 15¢3-3.

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

A () An Oath or Affirmation.

[J (m) A copy of the SIPC Supplemental Report.  N/A

A (n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

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



CONSULTANTS AND CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITOR’S REPORT

Board of Directors
Shepard & Vrbanac Securities Inc.
Akron, Ohio

We have audited the accompanying statement of financial condition of Shepard &
Vrbanac Securities Inc. (the “Company”) as of December 31, 2005, and the related statement of income,
changes in shareholder’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 U.S. generally accepted auditing standards.
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 Shepard & Vrbanac Securities Inc. at December 31, 2005, and the
results of their operations and their cash flows for the year then ended in conformity with U.S. generally
accepted accounting principles.

Our audit was conducted for the purpose of forming an opinion on the basic financial
statements, taken as a whole. The information contained in Schedules I, Il and 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 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.

/ﬁ/% fﬁﬁ%«ﬁazo

HALL, KISTLER & COMPANY LLP
Canton, Ohio
January 21, 2006
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STATEMENT OF FINANCIAL CONDITION

SHEPARD & VRBANAC SECURITIES INC.

December 31, 2005

ASSETS
Cash $ 66,886
Accounts receivable-commissions 48,033
Furniture & fixtures, net of accumulated depreciation of $224,653 23,918
Deposit 50,000
$ 188,837
LIABILITIES AND SHAREHOLDER'’S EQUITY
LIABILITIES
Accounts payable-commissions $ 21,426
21,426
SHAREHOLDER’S EQUITY
Capital stock:
Common, no par value:

250 shares issued, 122.5 shares outstanding 32,500
Additional paid-in capital 105,000
Retained earnings 224,556
127.5 shares treasury stock, at cost (194,645)

167,411
$ 188,837

See independent auditor's report and notes to financial statements.



STATEMENT OF INCOME

SHEPARD & VRBANAC SECURITIES INC.

For the year ended December 31, 2005

REVENUES
Commissions and fees
Lawsuit settlement
Miscellaneous income
Interest

EXPENSES
Commissions and fees
Employee compensation and benefits
Occupancy
Legal and accounting
Communications and data processing
Office and printing
Exchange and clearing fees
Miscellaneous
Administrative

See independent auditor's report and notes to financial statements.

411,221
44,457
19,737
17,943

493,358

102,757
101,248
81,535
18,518
34,767
13,496
7,431
38,766
5,426

403,944

NET INCOME _$

89,414




STATEMENT OF CHANGES IN SHAREHOLDER'S EQUITY

SHEPARD & VRBANAC SECURITIES INC.

For the year ended December 31, 2005

ADDITIONAL TOTAL
COMMON PAID-IN RETAINED TREASURY SHAREHOLDER'S
STOCK CAPITAL EARNINGS STOCK EQUITY
Balance at January 1,2005  § 32,500 $ 105,000 $216,216  $(194,645) $ 159,071
Net Income - - 89,414 - 89,414
Dividends paid - - (81,074) - (81,074)
Balance at
December 31, 2005 $ 32,500 $ 105,000 $224,556 $(194,645) % 167,411

See independent auditor's report and notes to financial statements.



STATEMENT OF CASH FLOWS

SHEPARD & VRBANAC SECURITIES INC.

For the year ended December 31, 2005

Cash flows from operating activities:

Net income $ 89,414
Adjustment to reconcile net income to net cash:
Depreciation 13,203
Changes in assets and liabilities:
Decrease in accounts receivable - commissions 7,359
Increase in accounts payable - commissions 3,294
(Decrease) in accounts payable - other (4,069)
(Decrease) in accrued expenses (350)
Net cash provided by operating activities 108,851

Cash flows from financing activities:

Dividends paid (81,074)
Net cash (used in) financing activities (81,074)
Net increase in cash 27,777
Cash at beginning of year 39,109
Cash at end of year $ 66,886

See independent auditor's report and notes to financial statements.



NOTES TO FINANCIAL STATEMENTS

SHEPARD & VRBANAC SECURITIES INC.

December 31, 2005

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Organization and Nature of Business
The Company was incorporated under the laws of the State of Ohio on February 14,
1979. The Company is a broker-dealer registered with the Securities and Exchange
Commission (SEC) and is a member of various exchanges and the National
Association of Securities Dealers (NASD). Its principal office is located in Akron,
Ohio, with satellite offices in Alliance, Ohio and Richmond, Virginia.

Income Taxes
The Company with the consent of its shareholder has elected under the Internal
Revenue Code to be taxed as an S Corporation. Under this election, the Company’s
taxable income flows to the shareholder. Therefore, no provision or liability for
Federal income taxes has been included in these financial statements.

Cash and Cash Equivalents
For purposes of the Statement of Cash Flows, the Company considers all highly
liquid debt instruments purchased with a maturity of three months or less to be cash
equivalents.

Use of Estimates
The preparation of financial statements in conformity with U.S. generally accepted
accounting principles requires management to make estimates and assumptions that
affect certain reported amounts and disclosures. Accordingly, actual results could
differ from those estimates.

Accounts Receivable - Commissions
Accounts Receivable consist of fees and commissions (net of trading and other
expenses) from clearing organizations and registered investment companies. All
receivables are considered by management to be fully collectible. Therefore, no
allowance for doubtful accounts is considered necessary.




NOTES TO FINANCIAL STATEMENTS (CONTINUED)

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Furniture and Fixtures

Assets are carried at cost. Major additions and improvements are capitalized, while
maintenance and repairs, including the replacement of minor items, are expensed as
incurred. When retired or otherwise disposed of, the related carrying value and
accumulated depreciation are cleared from the respective accounts. Depreciation is
provided over the estimated useful lives of the related assets over the straight-line
method from 5-7 years. Depreciation expense for the year ended December 31,
2005 amounted to $13,203.

Deposit
A deposit totaling $50,000 represents an interest bearing Escrow Account required
to be held by Mesirow Financial, Inc. at December 31, 2005.

Revenue Kecognition
Commissions and related fee income are recorded on a trade-date basis as securities
transactions occur.

NOTE B - COMMITMENTS AND CONTINGENCIES
Building I ease
The Company conducts its Akron operations from leased facilities under a non-
cancelable operating lease that expires in June 2011. The Company subleased a
portion of the office space beginning in September 2005. Rental expense, net of sub
leased portion, totaled $35,820 including utilities and the Company’s share of the
building expenses of $12,897 for the year ended December 31, 2005. The
Alliance, Ohio and Richmond, Virginia offices have no leases or rent expense as they
occupy very limited space and are not charged for its use.

The following is a schedule of the next five years of future minimum rentals under
the lease at December 31, 2005:

2006 $ 56,524
2007 62,676
2008 62,676
2009 62,676

2010 62,676



NOTES TO FINANCIAL STATEMENTS (CONTINUED)

NOTE C - SIMPLE IRA PLAN

The Company maintains a Simple IRA Pension Plan covering all employees who
earned $5,000 or more, per year, during any two prior years of employment. The
Company contributes a matching contribution to each eligible employee’s Simple IRA
equal to the employee’s salary reduction contributions up to a limit of 1% of the
employee’s compensation for the year. Employee elective deferrals are limited to
$9,000 ($10,500 if age 50 or older) per year. The Company’s contribution for the
year ended December 31, 2005 totaled $0.

NOTE D - NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission (SEC) Uniform
Net Capital Rule (rule 15¢3-1) which requires the maintenance of $50,000 minimum
net capital as a broker who does not carry customers’ accounts. The SEC requires that
the ratio of the aggregate indebtedness to the net capital shall not exceed 15to 1. Asof
December 31, 2005, the Company had net capital, as defined, of $136,296 which was
$88,439 in excess of its required net capital of $50,000, and the net capital ratio to
aggregate indebtedness, as defined was .15 to 1.

NOTEE - SUBSEQUENT EVENT
During January 2006, the Company’s shareholder agreed to sell the assets of the
Company to a competitor for an amount in excess of book value.




SCHEDULE I
COMPUTATION OF NET CAPITAL UNDER SEC RULE 15¢3-1
SHEPARD & VRBANAC SECURITIES INC.
December 31, 2005
NET CAPITAL
Total shareholder’s equity qualified for net capital $ 167,411
Deduct nonallowable assets:
Furniture and fixtures - net of accumulated depreciation (23,918)
Net allowable commissions receivable (3,722)
(27,640)
NET CAPITAL BEFORE HAIRCUTS ON SECURITIES POSITIONS 139,771
Deduct haircuts on securities:
Trading and investment securities (1,332)
NET CAPITAL $ 138439
TOTAL AGGREGATE INDEBTEDNESS $ 21,426
COMPUTATION OF BASIC NET CAPITAL REQUIREMENTS
Minimum net capital required 3 50,000
Excess net capital at 1,500% $ 88.439
Excess net capital at 1,000% $ 136,296
Ratio: Aggregate indebtedness to net capital 15t 1




SCHEDULE 11
COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS
UNDER SEC RULE 15¢3-3

SHEPARD & VRBANAC SECURITIES INC.

December 31, 2005

The Company operates under SEC Rule 15¢3-3(k)(2)(ii) (the Customer Protection Rule), clearing
all transactions on a fully disclosed basis through its clearing firm (Mesirow Financial, Inc.) and
therefore does not hold customer funds, safe-keep customer securities or have any customer
accounts.



SCHEDULE III
INFORMATION RELATING TO POSSESSION OR CONTROL REQUIREMENTS
UNDER SEC RULE 15¢3-3

SHEPARD & VRBANAC SECURITIES INC.

December 31, 2005

The Company operates under SEC Rule 15¢3-3(k)(2)(ii) (the Customer Protection Rule), clearing
all transactions on a fully disclosed basis through its clearing firm (Mesirow Financial, Inc.) and
therefore does not hold customer funds, safe-keep customer securities or have any customer
accounts.



HALL, KISTLER & COMPANY LLP

220 MARKET AVENUE, SOUTH
CONSULTANTS AND CERTIFtED PUBLIC ACCOUNTANTS SU‘TE 700 * CANTON OHlO 44702

PHONE 330.453.7633

FAX 330.453.9366

Board of Directors
Shepard & Vrbanac Securities Inc.
Akron, Ohio

In planning and performing our audit of the financial statements of Shepard &
Vrbanac Securities Inc. (the “Company™) for the year ended to December 31, 2005, 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 Exchange Commission
(“*SEC”), we have made a study of the practices and procedures followed by Shepard & Vrbanac
Securities Inc. 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 by rule 15¢3-3(e). We also made a study of the practices and procedures
followed by the Company in making the periodic computations of aggregate indebtedness 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
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unauthorized use or disposition, and that transactions are executed in accordance with
management’s authorization and recorded properly to permit preparation of financial statements
in conformity with U.S. 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, errors 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
the internal control structure 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 the
following matter involving the control environment, and its operation that we consider to be a
material weakness as defined above. This condition was considered in determining the nature,
timing, and extent of the procedures to be performed in our audit of the financial statements of
Shepard & Vrbanac Securities Inc. for the year ended December 31, 2005, and this report does
not affect our report thereon dated January 27, 2006. The Company has one bookkeeper who
prepares disbursements, makes most deposits, reconciles the bank accounts and prepares
monthly financial statements. We believe that the lack of segregation of duties is a material
weakness due to the limited number of employees.

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, 2005, to
meet the SEC’s objectives.

This report is intended solely for the use of management, the Board of Directors,
management, the SEC, and other regulatory agencies which 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.

i K fjéf% L

HALL, KISTLER & COMPANY LLP
Canton, Ohio
January 21, 2006
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