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INDEPENDENT AUDITOR'S REPORT

To the Board|of Directors and Stockholders of
Oscar Gruss & Son Inc‘orporated ‘

We have audited he accompanymg statement of financial condition of Oscar Gruss & Son
Incorporated} (the "Company") ds of February 28, 2006. This financial statement is the
respons1b111ty of the Companys management. Our responsibility is to express an opinton on this

financial statement based on our audlt

We conducted our audit in accordance with auditing standards generally accepted in the United
States of Amenca Those standards require that we plan and perform the audit to obtain reasonable
assurance abput whether the statement of financial condition is free of material misstatement. An
audit includes examm‘mg, on a test basis, evidence supporting the amounts and disclosures in the
statement oﬂ ﬁnanc1alt condition. 'An audit also includes assessing the accounting principles used
and 51gn1ﬁcant estimates made by management, as well as evaluating the overall statement of
financial condmon presentatlon We believe that our audit of the statement of financial condition
provides a reasonable baSlS for our oplmon
\

In our oplmon the statement of ﬁnanc1al condition referred to above presents fairly, in all material
respects, the financ 1a1 position of Oscar Gruss & Son Incorporated as of February 28, 2006, in
conformity with acuountmg pnnmples generally accepted in the United States of America.

,éo&ézﬁcw Lolih Hasler, XH5P

GOLDSTE/|N GO'LUB KESSLER LLP

|

Apnl 20, 2006
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|
‘ OSCAR GRUSS & SON INCORPORATED
|

STATEMENT OF FINANCIAL CONDITION

February 28, 2“006

J

ASSETS
Cash and Cash I:quwalent $ 2,258,328
U.S. Treasury Bill, collateral for letter of éredit, at market value 991,909
Securities Owned, at market value 1,410,572
Due from Clearing Broker 1,672,828
Furniture and Fixtures (net of accumulafed depreciation of $2,318,923) 286,950
Investment in Af}filiate 604,082
Deferred Tax Réceivab\\e 506,400
Other 306,312
Total Assets $ 8,037,381
LIABILITIES Ah‘lD STOCKHOLDERS' EQUITY
Liabilities:
Securities sold, not yet purchased at market value $ 2,634
Accrued compensation payable 1,334,685
Accrued expenses 1,788,093
Other 362,853
Total liabilities 3,488,265
Commitments and Contingencies
Subordinated B‘orrowinwgs 3,500,000
|
Stockholders' E‘qmty
Common stock - no par value, authorlzed 1,000 shares, issued and outstanding 455 shares 433,983
Additional pald in capital 3,594,890
AccumulatedJ deficit (2,979,757)
Total stockholders' equity 1,049,116
Total Liabilities and Stockholders' Equity $ 8,037,381

See Notes to Statement of Financial Condition

2
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j ‘ OSCAR GRUSS & SON INCORPORATED

NOTES TO STATEMENT OF FINANCIAL CONDITION
February 28, 2006

1. OPERATIONS Oscar Gruss & Son Incorporated (the "Company") is registered with the
AND PRINCIPAL Securities and Exchange Commission (the "SEC") as an introducing broker-
BUSINESS dealer and is a member of various exchanges and associations including the New
ACTIVITY: York Stock Exchange Inc. (the "NYSE"), the American Stock Exchange (the

"ASE") and the National Association of Securities Dealers, Inc. The Company
is a market—maker on the principal United States securities exchanges.
Substarmal portions of the Company's transactions are executed with, and on
behalf of, institutional investors, including other brokers and dealers,

commercial banks, insurance companies, pension plans and other financial
institutions.

The Comﬁany is a nonclearing broker-dealer and is exempt from the provisions
of rule 15¢3-3 as all customer accounts are carried by other broker-dealers.

2. SIGNIFICANT The Company's securities transactions, commission revenue and related
ACCOUNTING expenses are recorded on a trade-date basis.
POLICIES:

Financial ‘instruments, primarily equity securities, are valued at market value,
and securities not readily marketable are valued at fair value using methods
determined in good faith by the Company. Because of the inherent uncertainty
of valuation for these investments, the Company's estimates of fair value may
differ from the value that would have been used had a ready market existed for
the investments, and the differences could be material.

Securities sold, not yet purchased, are subject to subsequent market fluctuations
which may require purchasing the securities at prices which may differ from the
market value reflected on the statement of financial condition.

The Company maintains its cash in bank accounts which, at times, may exceed

i federally insured limits. The Company has not experienced any losses in these
| accounts.
|
f
\

Deferred tax assets and liabilities are recognized for the estimated future tax
consequence attributable to differences between the financial statement carrying
amounts of existing assets and liabilities and their respective tax bases.

Cash and cash equivalents include cash in bank accounts and deposits in money
market accounts.

In preparing financial statements in conformity with accounting principles
generally accepted in the United States of America, management makes
estimates and assumptions in determining the reported amounts of assets and
| liabilities and disclosures of contingent assets and liabilities at the date of the
. financial statement. Actual results could differ from those estimates.
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DUE FROM
CLEARING
BROKER:

SUBORDINATED

LOANS PAYABL.E:

DEFERRED TAX:

NET CAPITAL
REQUIREMENTS

| OSCAR GRUSS & SON INCORPORATED

| NOTES TO STATEMENT OF FINANCIAL CONDITION
| February 28, 2006

| The clearirig and depository operations for the Company's security transactions
are provided by a broker pursuant to clearance agreements. At February 28,
2006, the receivable from the clearing broker represents cash maintained at the

clearing broker and commissions receivable earned as an introducing broker for
the transactions of its customers.

The Company has agreed to indemnify its clearing broker for losses that the
clearing broker may sustain from the customer accounts introduced by the
Company.: As of February 28, 2006, no material amounts were owed to the
clearing broker by these customers in connection with normal margin, cash and
delivery against payment transactions. In the normal course of business,
introduced customers maintain debit balances with the clearing broker. At

February 28, 2006, these balances were fully collateralized by securities owned
by the customers.

Liabilities subordinated to the claims of general creditors have been approved by
the NYSE for inclusion in computing the Company's net capital pursuant to the
SEC Uniform Net Capital Rule. These loans have been established with
stockholders of the Company in amounts varying from $25,000 to $2,000,000
and bear interest at a rate of 10% per annum and are due in full at December 31,
2007.

Subordinated debt can be withdrawn by the lender at the stated maturity date or
can be accelerated upon six months' notice. Any subordinated debt can be repaid
only if, after giving effect to such repayment, the Company meets the SEC's
capital regulations governing withdrawal of subordinated debt.

The Company has tax credit carryforwards of approximately $368,000 and net
operating' loss (NOL) carryforwards of approximately $931,000 at February 28,
2006. As a result of the tax credit and NOL carryforwards and other timing
differences, the Company has recorded a deferred tax asset of approximately
$723,400° upon which management has recorded a valuation allowance of
$217,000, which results in management's best estimate of the amount which will
ultimately be utilized.

As a registered broker-dealer, the Company is subject to the Uniform Net Capital
Rule 15¢3-1 of the SEC. The Company has elected to compute its net capital
under the altermative method. This rule requires the Company to maintain
minimum net capital, as defined, equal to the greater of $250,000 or an amount
based on the number of and price of underlying securities in which they make a
market. = At February 28, 2006, the Company had net capital of $2,547,029,
which was $2,288,029 in excess of the minimum net capital required.




OSCAR GRUSS & SON INCORPORATED

- NOTES TO STATEMENT OF FINANCIAL CONDITION
February 28, 2006

7. PROFIT-SHARING
PLAN:

8. COMMITMENTS
AND
CONTINGENCIES:

The Company maintains a profit-sharing plan (the "Plan") qualified under
Section 401(k) of the Internal Revenue Code (the "Code") covering substantially
all full-time, salaried employees of the Company. Covered employees are
permitted, within limitations imposed by the Code, to make pretax contributions
to the Plan pursuant to salary reduction agreements. The Plan is a
noncontributory plan.

The Comi)any leases its office space from a former affiliated partnership
pursuant to a lease which expires in October 2008 and can be canceled upon 90

days' notice. The future minimum annual rental payments under the lease are as
follows:

Period ending February

2007 $312,815
2008 268,407

2009 178,200

$759,422

The Company is appealing an arbitration judgment of approximately $823,000.
This amount is included in accrued expenses in the statement of financial
condition. In order to file the appeal, the Company has been issued a letter of
credit of $922,185 due to expire on February 7, 2007. The letter of credit is
secured by a U.S. Treasury obligation with a market value of $991,909.
Management believes that it has strong legal grounds to appeal and that a
reversal of judgment is reasonably possible. During the year the Company
received an award of $205,637 which arose from a prior year's arbitration. In
addition, ithe award provides for reimbursement of this arbitration judgement
from a named party.
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GOLDSTEIN GOLUB KESSLER LLP
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INDEPENDENT AUDITOR'S éUPPLEMENTARY
REPORT|/ON INTERNAL CONTROL

To the Board of Directors and Stockholders of
Oscar Gruss & Son ]ncorporated

In plannmg and performmg our audit of the financial statements and supplemental schedule of
Oscar Gruss & Son Incorporated (the "Company") for the year ended February 28, 2006, we
considered its int ernal control, including control activities for safeguarding securities, in order to
determmeJ our aud1t1ng procedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on internal control.

Also, as requlred by rule 17a—5(g)(1) of the Securities and Exchange Commission (the "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 eomputatlons of aggregate indebtedness and net capital under rule 17a-3(a)(11)
and for determining comphance 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 ecurmes‘ we did not review the practices and procedures followed by the Company in
any of the| follow1 1ng ‘

1. |Making guarterly secuntles examinations, counts, verifications, and comparisons and

recordatlpn of differences required by rule 17a-13

2. Complymg with the requlrements for prompt payment for securities under Section 8 of
Federal I‘Keserve Regulation T of the Board of Governors of the Federal Reserve System

3. Obtaunn[g and maintaining physical possession or control of all fully paid and excess
margin secuntres of customer as required by Rule 15¢3-3

The management of the Company is responsible for establishing and maintaining internal control
and the practlcest 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 ab[ove -mentioned objectives. Two of the objectives of internal control and the practices and
procedures are to 1prov1de 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 conformity with generally
accepted accounting principles. Rule 17a-5(g) lists additional objectives of the practices and
procedures listed i 1P the precedmg paragraph.

|
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Because of inher: ent 11m1tat10ns 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 1 1s subject tp the risk that they may become 1nadequate because of changes in conditions or

that the etJ‘fectlve ness of their d651gn and operation may deteriorate.

Our consideration (of internal control would not necessarily disclose all matters in internal control
that m1ght be mdtenal weaknesses under standards established by the American Institute of Certified
Public Accountcmts A material weakness is a condition in which the design or operation of one or
more of the spemﬁc internal control components does not reduce to a relatively low level the risk
that mlsstatements caused by 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 the 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 Secuntles[ Exchange Act of 1934 and related regulations, and that practices and procedures
that do not accomplish such obJectlves 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 pchdures were adequate at February 28, 2006 to meet the SEC's objectives.

This report recogmzes that it is not practicable in an organization the size of Oscar Gruss & Son
Incorporated to achieve all the divisions of duties and cross-checks generally included in a system of

internal ‘control and that, altematlvely, greater reliance must be placed on surveillance by
management. ‘

This report is intended solely for the information and use of the Board of Directors, management,
the SEC] the NewJYork Stock Exchange, Inc., and any 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. |

ptdaiteins Lploch Hgaslor, XKF

GOLDSTEIN GOLUB KESSLER LLP
April 20, 2006
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