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INDEPENDENT AUDITORS’ REPORT j

To the Board of Directors and Stockholders of |
PFPC Distributors, Inc. |

We have audited the following consolidated financial statements of PFPC Distributors,
Inc. and subsidiaries (a wholly owned subsidiary of PFPC Worldwide, Inc.) (the
“Company”) for the year ended December 31, 2005, that you are filing pursuant to Rule
17a-5 under the Securities Exchange Act of 1934:

|

\

|

|
Consolidated Statement of Financial Condition ‘
i

Consolidated Statement of Income

Page
3
4
Consolidated Statement of Changes in Stockholder’s Equity 5
6

\

|
Consolidated Statement of Cash Flows ‘
1
!
These financial statements are the responsibility of the ¢0mpany's management. Our
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with generally adcepted auditing standards as
established by the Auditing Standards Board (United States) and in accordance with the
auditing standards of the Public Company Accounting Qversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. The
Company is not required to have, nor were we engaged to perform, an audit of its internal
control over financial reporting. Our audit included 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.é 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. ‘

Member of
Deloitte Touche Tohmatsu




. |
In our opinion, such consolidated financial statements pfesent fairly, in all material
respects, the financial position of the Company at December 31, 2005, and the results of
its operations and cash flows for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

4

Our audit was conducted for the purpose of forming an Topinion on the basic consolidated
financial statements taken as a whole. The following uriconsolidated supplemental
schedules of the Company as of December 31, 2005, aré presented for the purpose of
additional analysis and are not a required part of the basic consolidated financial
statements, but are supplementary information required by Rule 17a-5 under the
Securities Exchange Act of 1934: |

\ Page
\

Computation of Unconsolidated Net Capital under SEC 15
Rule 15¢3 -1 ;

\
Computation for Determination of Reserve Requirements 16

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

These schedules are the responsibility of the Company’s management. Such schedules
have been subjected to the auditing procedures applied in our audit of the basic
consolidated financial statements and, in our opinion, ate fairly stated in all material
respects when considered in relation to the basic consoljdated financial statements taken
as a whole. ‘

DLl € ik, 1

February 23, 2006 |




PFPC Distributors, Ipc.

Consolidated Statement of Financial Condition

December 31, 2005

Assets

Cash and cash equivalents
Investments, at fair market value
Accounts receivable, net of allowance
for doubtful accounts of $8,000
Due from Trust Co.
Investment income receivable ‘
Prepaid assets ‘
Fixed assets, net of accumulated depreciation of $7,984
Deferred tax asset
Goodwill
Other assets

Total assets

Liabilities and stockholder's equity
Liabilities:

Accounts payable

Related party payable

Accrued expenses

Income taxes payable :
Other liabilities !

Total liabilities
Stockholder's equity:
Common stock, $1 par value, 200,000 shares authorized;
4 shares issued and outstanding

Additional paid-in capital
Retained earnings

Total stockholder's equity

Total liabilities and stockholder's equity

$ 27,613,556
13,786

417,932
6,000
99,725
174,840
28,998
53,677
714,363
74,869

$ 29,197,746

§ 20,804,785
55,880

196,901
150,614
380,244

21,588,424

4
7,262,272
347,046

7,609,322

$ 29,197,746

The accompanying notes are an integral part of these financial statements.




PFPC Distributors, Inc.
Consolidated Statement Qf Income

For the Year Ended December 31,2005

Revenues:
Distribution fees
Service fees
Investment income

Total revenues

Expenses:
Distribution expenses
Employee compensation and benefits
Allocated support services
Professional and other services
General office expenses

Total expenses

Income before income taxes
Provision for income taxes

Net income

86,835,118
3,631,925
654,520

91,121,563

86,835,118
970,240
702,685

1,472,028
173,877

90,153,948

967,615
469,695

$

497,920

The accompanying notes are an integral part of these financial statements.




PFPC Distributors, Inc.

Consolidated Statement of Changes in Stockholder's Equity

Balances at
January 1, 2005

Issuance of stock options

Net income

Balances at
December 31, 2005

For the Year Ended December 31, 2005

Additionai Total

Common Stock Paid-in . Retained Stockholder's
Shares ~Amount Capital | Earnings Equity

4 3 4 $ 7256399 $ (150,874) $ 7,105,529

- 5,873 - 5,873

] . o 497,920 497,920

4 S 4 $ 7262272 § 347,046 & 7,609,322

The accompanying notes are an integral part of these financial statements.




PFPC Distributors, Inc.

Consolidated Statement of Cash Flows

For the Year Ended December 31, 2003

Cash flows from operating activities:

Net income

Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation expense
Deferred tax expense

Stock option expense

Changes in current assets and liabilities:

Increase in accounts receivable

Increase in Due from Trust Co.

Decrease in investments at fair market value
Increase in investment income receivable
Decrease in prepaid assets

Increase in other assets

Decrease in related party payable
Increase in accounts payable

Increase in accrued expenses

Increase in income taxes payable
Increase in other liabilities

Total adjustments

Net cash provided by operating activities

Cash flows from investing activities:

Purchase of fixed asset

Net cash used in investing activities

-Net increase in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Supplemental cash flows disclosure:
Income tax payments

Income tax refunds

$ 497,920
- $ 7,984
49,305
5,873
(282,352)
(6,000)
122,012
(74,785)
398,360
(3,008)
(63,371)
15,780,452
135,689
159,537
14,797

16,244,493

16,742,413

(1,512)

(1,512)

16,740,901

10,872,655

$ 27,613,556

$ 352,425

$ 91,571

'

The accompanying notes are an integral part of these financial statements.
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PFPC Distributors, inc.
Notes to Consolidated Financijal Statements

December 31, 2005

1. Organization

PFPC Distributors, Inc. and its subsidiaries (the “Company”) are wholly-owned subsidiaries of
PFPC Inc. (the “Parent”) and indirect, wholly-owned subsidiaries of PFPC Trust Company

(“Trust Co.”) and The PNC Financial Services Group, Inc ("PNC" or the “Corp.”), a publicly
traded company. ‘

The Company's wholly-owned subsidiaries include ABN AMRO Distribution Services (USA),
Inc., BlackRock Distributors, Inc., MGI Funds Distributors, Inc. and Northern Funds
Distributors, LLC. The Company and its subsidiaries are broker-dealers registered with the
Securities and Exchange Commission ("SEC"), pursuant to Section 15(b) of the Securities
Exchange Act of 1934 and are members of the National Association of Securities Dealers, Inc.

The Company’s business includes acting as a consultant to investment companies (clients) in
retailing and wholesaling mutual fund shares. The Company also provides sales support services
to registered representatives of broker-dealers which have entered into selling agreements with a
mutual fund client of the Parent and administrative support services.

The Company has a fully-disclosed clearing arrangement with an affiliated registered clearing
broker.

2. Summary of Significant Accounting Policies

Basis of Presentation - The accompanying financial statements are prepared in accordance with

accounting principles generally accepted in the United States of America on a consolidated basis.
All intercompany balances have been eliminated in consolidation.

Cash and Cash Equivalents - Cash and cash equivalents consist of cash and short-term, highly
liquid investments with original maturities of three months or less. Cash and cash equivalents are
generally held at major financial institutions and in open-end money market mutual funds

registered under the Investment Company Act of 1940 ("'40 Act"). Short-term investments are
carried at fair value.

Accounts Receivable - Accounts receivable includes amounts due from clients for the
performance of distribution and support services.

Investments - Investments consist of shares of registered mutual fund investment companies and
are stated at fair market value with realized and unrealized gains and losses recorded in
“Investment income” in the consolidated statement of income.
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PFPC Distributors, Inc.
Notes to Consolidated Financial Statements (continued)

December 31, 2005

2. Summary of Significant Accounting Policies (continued)

Goodwill - Goodwill represents the excess of the cost of an acquired entity over the net amounts
assigned to assets acquired and liabilities assumed. The Company annually evaluates goodwill
for impairment. If the carrying amount of goodwill exceeds the implied fair value of that
goodwill, an impairment loss is recognized at an amount equal to that excess.

Revenue Recognition - Revenue from service fees, as described in Note 1, is recognized in the
period the service is rendered. The Company earns distribution fee revenue from various funds
based on a percentage of outstanding net assets of certain classes of shares of such funds. Monies
from distribution fees are generally remitted to external brokers who distribute the shares of
these funds to investors. The revenue and expense associated with these fees are included as
"Distribution fees" and "Distribution expenses," respectively, in the consolidated statement of
income. :

Investment Income - Investment income includes income earned on “Cash and cash equivalents”
and “Investments” and is recognized when earned. ;

Out-of-Pocket Expenses - The Company records reimbursements from clients for out-of-pocket
expenses in accordance with Emerging Issues Task Force Issue No. 01-14, "Income Statement
Characterization of Reimbursements Received for Out-of-Pocket Expenses Incurred.”
Companies that provide services as part of their central ongoing operations generally incur
incidental expenses that, in practice, are commonly referred to as "out-of-pocket” expenses.
These expenses often include, but are not limited to, expenses related to travel,
telecommunications, postage, delivery and bank depository charges. In many cases, the
Company and the client agree that the client will reimburse the Company for the actual amount
of such expenses incurred. Reimbursements received for out-of-pocket expenses incurred are
characterized as "Service fees," while the expenses are included within "Professional and other
services” and “General office expenses” in the consolidated statement of income.

Income Taxes - The liability method is used in accounting for income taxes whereby deferred
income tax assets and liabilities are determined based on differences between the financial
reporting and income tax basis of assets and liabilities and are measured using the enacted tax
rates and laws that are expected to be in effect when the differences reverse (See Note 4).

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 that affect the amounts reported in the consolidated financial
statements and the accompanying notes. Actual results may differ from those estimates.
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PFPC Distributors, inc.
Notes to Consolidated Financial Stafements (continued)

December 31, 2005
2. Summary of Significant Accounting Policies (continped)

Fair Value of Financial Instruments — Statement of Financial Accounting Standards ("SFAS")
No. 107, "Disclosures about Fair Value of Financial Instruments,” requires the disclosure of the
estimated fair values of financial instruments. Substantially all of the Company's assets and
liabilities are considered financial instruments, as defined by SFAS 107. Fair value is defined as
the price at which a financial instrument could be liquidated in an orderly manner over a
reasonable time period under present market conditions.

SFAS 107 requires that the fair value of financial instruments be estimated using various
valuation methodologies. Quoted market prices, when available, are used as the measure of fair
value. The estimated fair value of financial instruments that have a short-term maturity may
approximate the carrying amount of such financial instruments.

Investments are stated at fair value based on quoted market prices. The Company's other
financial instruments are short-term in nature. Consequently, carrying amounts of these assets
and liabilities approximated estimated fair value. The Company considers the amounts recorded

for the financial instruments on the consolidated balance $heet to be reasonable estimates of fair
value.

3. Net Capital Requirements

PFPC Distributors, Inc. is subject to the SEC's Uniform Net Capital Rule (the "Rule"), which
requires the maintenance of minimum net capital. PFPC Distributors, Inc. has elected to use the
basic method permitted by the Rule, which requires that PFPC Distributors, Inc. maintain
minimum net capital equal to the greater of $25,000 or 6 2/3% of aggregate indebtedness, as
defined. The Rule also requires that aggregate indebtedness not exceed 15 times net capital. The
SEC requirements provide that equity capital may not be withdrawn or cash dividends paid if
certain minimum net capital requirements are not met. At December 31, 2005, PFPC
Distributors, Inc. had net capital of $3,816,325, which was $2,700,111 in excess of the required
net capital of $1,116,214. PFPC Distributors, Inc.'s resulting ratio of aggregate indebtedness to
net capital was 4.39 to 1. In addition, all subsidiaries are subject to the same net capital
requirements. ‘

ABN AMRO ~ MGI Funds
Distribution Services BlackRock Distributors, Northern Funds
(USA), Inc. Distributors, Inc. Inc. Distributors, LLC
Net capital $ 274,709 $ 972,512 § 91,392 § 374,330
Excess net capital $ 216,018 § 706,286  $ 66,392 $ 369,330
9




PFPC Distributors, Inc.
Notes to Consolidated Financial Statements (continued)

December 31, 2005

4. Income Taxes

The Company is a participant in a master tax sharing agreement with the Corp. Federal income
taxes result from an agreed upon allocation methodology with the Corp. Under this allocation
methodology, PNC subsidiaries with taxable income record taxes based on the relationship of the
Company's federal tax liability, computed on a separate company basis, to the federal tax
liability of the consolidated group. Subsidiaries with a tax loss receive an allocated benefit from
the consolidated group based upon the reduction in current taxes otherwise payable by the group.

The operating results of the Company are included in the consolidated U.S. Federal income tax
return of the Corp. and its subsidiaries. For state income:tax purposes, the Company files on a
separate company basis.

The income tax benefit included in the consolidated statement of income as determined in
accordance with SFAS No. 109, "Accounting for Income Taxes," is as follows:

At December 31, 2005
Current income taxes:

Federal $387,728
State 32,662

Total current income taxes 420,390

Deferred income taxes:

Federal 13,257
State 36,048

Total deferred income taxes 49,305

Total income tax provision  $469,695

At December 31, 2005, the Company had a net deferred income tax asset of $53,677, resulting
from state net operating losses and employee compensation and benefits:

At December 31, 2005

Deferred tax asset $66,587
Deferred tax liability (12,910)
Net deferred tax asset $53,677

The provision for federal income taxes is different from the amount which would be provided by
applying the federal statutory income tax rate of 35 percent to income before income taxes,

primarily as a result of state income taxes and a cumulatwe federal and state income tax
adjustment.

10




PFPC Distributors, Inc.
Notes to Consolidated Financial Statements (continued)

December 31, 2005

5. Fixed Assets

The fixed assets of $28,998 are stated at cost, $36,982, net of accumulated depreciation, $7,984.
These assets represent external software and computer equlpment depreciating straight line over
a 3 year useful life.

6. Employee Benefit Plans ‘

Incentive Savings Plan — Effective July 1, 2004, the Company, along with its Parent and the
Trust Co., adopted a separate defined contribution plan that covers substantially all its employees
and provides for employer contributions that will vary with profit levels. Contributions to this
plan are made in cash and include employer basic and transitional contributions, employee
elective and catch-up contributions, and a discretionary employer matching contribution which
may be made in either PNC common stock or cash. Eniployee contributions are invested in a
number of investment options available under the plan, including a PNC common stock fund and
several *40 Act funds sponsored by BlackRock, Inc., an affiliated company, at the direction of
the employee. ISP expenses for the Company were $48,962 for the year ended December 31,
2005 and are included in "Employee compensation and beneﬁts in the consolidated statement of
income.

Postretirement Benefits - PNC provides certain health care and life insurance benefits for retired
employees and their dependents. Postretirement benefits expense of $219 was allocated to the
Company by PNC for the year ended December 31, 2005. No separate financial obligation data
for the Company is available with respect to such plan.

Noncontributory Defined Benefit Pension Plan - Certain employees of the Company participate
in PNC’s noncontributory defined benefit pension plan. Retirement benefits were based on
compensation level, age and length of service. Participants are fully vested after five years of
service. Pension contributions are based on actuarially determined amounts necessary to fund
total benefits payable to plan participants. On June 30, 2004, qualified pension benefits for PFPC
employees were frozen as part of a restructuring of retirement benefits, which remain frozen as
of December 31, 2005. The Company had prepaid pension costs of $54,794 as of December 31,

2005. This amount is recorded in "Other assets” on the consolidated statement of financial
condition.

Stock Based Compensation Plan - An executive of the Company participates in PNC’s stock
option award plan. Expenses recognized by the Company under this plan were $5,873 due to the
issuance of stock options for the year ended December 31, 2005, and are included in “Employee
compensation and benefits” and “Additional paid-in capital” in the accompanying consolidated
statement of income and statement of changes in shareholder’s equity, respectively.

11




PFPC Distributors, Inc.
Notes to Consolidated Financial Stafements (continued)

December 31, 2005

7. Related Party Transactions

Related party revenues of $18,088,417 and $720,274, generated by providing distribution and
administrative support services to affiliated open-end investment companies, are included in
“Distribution fees” and “Service fees”, respectively, in the consolidated statement of income. At
December 31, 2005, $172,133 of revenue was accrued for services performed for affiliated open-
end investment companies. This balance was mcluded in "Accounts receivable” on the
consolidated statement of financial condition.

The financial statements are prepared from the separate records maintained by the Company. The
Company shares office space and equipment with the Parent, which is under common control of
the Corp. Accordingly, the Company has been charged for such shared costs. The Parent, the
Corp. and certain other affiliates provide administrative, legal, human resource and other general
support services, the cost of which is also allocated to the Company. For the year ended
December 31, 2005, these allocations totaled $770,821, which are included in "Allocated support
services,” “Professional and other services” and "General office expenses” in the consolidated
statement of income. At December 31, 2005, amounts payable to related parties totaled $55,880,

which is included in "Related party payable" on the consolidated statement of financial
condition.

The deferred tax asset of $53,677, recorded on the consolidated statement of financial condition,
will result in an intercompany receivable. Furthermore, net income taxes payable of $150,614,
recorded on the consolidated statement of financial condition, will result in an intercompany
payable. For the year ended December 31, 2005, income tax payments of $352,425 were made
to the Corp. and Trust Co. and income tax refunds of $91, 571 were received from the Corp. and
Trust Co.

The members of the Board of Directors of the Company aré employees of the Parent or Trust Co.
For the year ended December 31, 2005, the Board members did not receive any remuneration for
their services.

BlackRock Distributors, Inc., a wholly-owned subsidiary of the Company, is party to a Master
Sale and Servicing agreement with an affiliate, PNC Investment Corp. ("PNCIC"). Under this
agreement, PNCIC advances commissions on B and C share funds to third parties in exchange
for rights to future cash flows collected by the funds.

12




PFPC Distributors, ‘Inc.
Notes to Consolidated Financial Statements (continued)

December 31, 2005

8. Client Concentrations

For the year ended December 31, 2005, approximately 26% of service fee revenue was generated
from two affiliated clients, each exceeding 10% of service fee revenue excluding out-of-pocket
fees. In addition, approximately 22% of service fee revenue was generated from two unaffiliated

open-end investment companies, each exceeding 10% of service fee revenue excluding out-of-
pocket fees.

9. Consolidated Subsidiaries

The following is a summary of certain financial information regarding the Company's
consolidated subsidiaries:

ABN AMRO
Distribution Services BlackRock MGI Funds Northern Funds
(USA), Inc. Distributors, Inc. Distributors, Inc.  Distributors, LLC Total
Total assets $ 1,312,784 § 5233214 § 128,603 % 418,618 § 7,093,219
Total liabilities 880,377 3,993,403 11,342 15,124 4,900,246
Total equity $ 432407 $§ 1,239811 § . 117,261 § 403,494 § 2,192,973

The above does not reflect the eliminations of intercompahy receivables and payables of $55,035
and investments in subsidiaries of $2,192,973. Total subsidiary equity of $2,192,973 is not
included as capital in the computation of the Company's net capital under rule 15¢3-1.

10. Commitments and Contingencies

The Company is involved in litigation arising in the ordinary course of business. Management
believes that the Company has adequate defenses and/or insurance coverage against litigation
and that the outcome of these proceedings, individually or in the aggregate, will not have a

material adverse effect upon the Company’s consolidated financial position, results of operations
or cash flows. ‘

11. Financial Instruments with Off-Balance-Sheet Credit Risk

In the normal course of business, the Company’s clearing broker, J.J.B. Hilliard, W.L. Lyons,
Inc., an affiliate, is exposed to risk of loss on customer transactions. In the event of a customer's
inability to meet the terms of its contracts, the clearing broker may have to purchase or sell
securities at prevailing market prices in order to fulfill the customers' obligations. The Company
has agreed to indemnify the clearing broker for losses that the clearing broker may sustain from

13




PFPC Distributors, inc.
Notes to Consolidated Financial Staiements (continued)

December 31, 2065

11. Financial Instruments with Off-Balance-Sheet Credit Risk (continued)

the customer accounts introduced by the Company. As of December 31, 2005, there were no
amounts owed to the clearing broker by these customers. |

The Company has provided a guarantee to their clearing broker. Under this agreement, the
Company has agreed to indemnify the clearing broker for customers introduced by the Company
that are unable to satisfy the terms of their contracts. The Company's liability under these
arrangements is not quantifiable. However, the likelihood that the Company will be required to
make payments under this agreement is remote. Accordingly, no contingent liability is carried
on the consolidated statement of financial condition for these transactions.

12. Reconciliation Between Unconsolidated FOCUS Report and Consolidated Financial
Statements |

For the year ended December 31, 2005, differences existed between amounts reported in the

audited consolidated financial statements and those reported in the December 31, 2005 quarterly
FOCUS report filing. :

The following is a reconciliation of amounts reported in the FOCUS filing to amounts reported
in the audited financial statements:

Assets Liabilities
Amounts reported per Part IIA FOCUS filing $ 24,352,535 $ 16,743,213
Net effect of consolidation of subsidiaries 4,845,211 4,845,211
Amounts reported per audited financial statements $ 29,197,746 $ 21,588,424
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PFPC Distributors, Inc.

Computation of Unconsolidated Net Capitai under SEC Rule 15¢3-1

December 31, 2005

Net Capital:

Stockholder's equity
Deduction for nonallowable assets:
Equity of subsidiaries
Accounts receivable
Intercompany receivable
Prepaid assets
Fixed assets
Deferred tax asset ;
Goodwill j
Other assets ‘

Net capital before haircuts on securities positions

Haircuts on securities: ‘
Investment in money market mutual fund (2% of $20,889,511)
Investment in mutual funds (15% of $13,786)

Net capital

Aggregate Indebtedness:

Items included in statement of financial condition:

Accounts payable $ 16,092,849
Related party payable : 55,799
Accrued expenses 204,675
Income taxes payable ‘ 125,755
Other liabilities 1 264,134

Total aggregate indebtedness 16,743,213

©s

Computation of Basic Net Capital Requirement:

Minimum net capital required (greater of 6 2/3% of
aggregate indebtedness or $25,000)

Net capital in excess of required minimum

Excess net capital @ 1000% (net capital less 10% of
aggregate indebtedness)

Ratio of aggregate indebtedness to net capital

Statement Pursuant to SEC Rule 17a-5(d)(4):

$ 7,609,322

2,192,973
133,175
60,920
131,589
28,998
36,252
714,363
74,869

4,236,183

417,790
2,068

§ 3,816,325

$ 1,116,214

5 2700111

$ 2,142,003
439t01

A reconciliation of the above computation to the computation of net capital under SEC Rule
15¢3-1, as of December 31, 2005, filed by PFPC Distributors, Inc. in its FOCUS Part I1A

Report is not required as the computations are not materially different.
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PFPC Distributors, Ijnc.

Computation for Determination of Reserve Requirement and Information
Relating to the Possession or Control Requirements Under SEC Rule 15¢3-3

December 31, 2005

The Company has elected the exemption under Rule 15¢3-3 (k)(2)(@) of the Securities and
Exchange Commission, which requires that the Company maintain a "special account for
the exclusive benefit of customers." At December f3l, 2005, the Company held no

customer funds and had no special account balance.

i
S - vl
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e o I e O ‘ Deloitte & Touche LLP

| 1700 Market Street

! Philadelphia, PA 19103-3984

\ USA

Tek: +1 215 246 2300
Fax: +1 215 569 2441
www.deloitte.com

February 23, 2006 .

PFPC Distributors, Inc.
301 Bellevue Parkway |
Wilmington, DE 19809

In planning and performing our audit of the consolidated financial statements of PFPC
Distributors, Inc. and subsidiaries (a wholly owned subsidiary of PFPC Worldwide, Inc.)
(the “Company”) for the year ended December 31, 2005, (on which we issued our report
dated February 23, 2006), we considered its internal control, including control activities
for safeguarding securities, in order to determine our auditing procedures for the purpose
of expressing an opinion on the consolidated financial statements and not to provide
assurance on the Company’s internal control. ‘
\

|

Also, as required by Rule 17a-5(g)(1) under the Securitiés Exchange Act of 1934, we
have made a study of the practices and procedures (including tests of compliance with
such practices and procedures) followed by the Company 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. We did not review the practices and
procedures followed by the Company in making the quarterly securities examinations,
counts, verifications, and comparisons, and the recordation of differences required by
Rule 17a-13 or in complying with the requirements for prompt payment for securities
under Section 8 of Regulation T of the Board of Governors of the Federal Reserve
System, because the Company does not carry securities accounts for customers or
perform custodial functions relating to customer securities.

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 internal control and of the practices and
procedures, and to assess whether those practices and procedures can be expected to
achieve the Securities and Exchange Commission’s (the “Commission”) 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 acquisition, 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 conformity 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.

Member of
Deloitte Touche Tohmatsu
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Because of inherent limitations in any internal control or the practices and procedures
referred to above, misstatements due to error or fraud may occur and not be detected.
Also, projections of any evaluation of the internal control or of such practices and
procedures to future periods are subject to the risk that they may become inadequate
because of changes in conditions or that the degree of comphance with the practices or
procedures may deteriorate.

Our consideration of the Company’s internal control w01111d not necessarily disclose all
matters in the Company’s 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 ¢peration of one or more of the
internal control components does not reduce to a relatively low level the risk that
misstatements caused by error or fraud in amounts that v‘Vould be material in relation to
the consolidated financial statements being audited may' occur and not be detected within
a timely period by employees in the normal course of performmg their assigned
functions. However, we noted no matters involving the Company s internal control and
its operation (including control activities for safeguardmg 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 Commission 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 shch purposes. Based on this
understanding and on our study, we believe that the Company’s practices and procedures

were adequate at December 31, 2003, to meet the Commission’s objectives.
»

This report is intended solely for the information and u51e of the board of directors,
management, the Securities and Exchange Commission, 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.

Yours truly,

W .C' 70_04,(,,{ 4




