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A. REGISTRANT IDENTIFICATION
Sheormen
NAME OF BROKER- DEALER ~Shermamw, Ralston Inc. OFFICIAL USE ONLY |-
ADDRESS OF PRINCIPAL PLACE OF BUSINESS: (Do not use P.O. Box No.) - FIRM 1.D. NO.
i 17 Battery Place
' v . (No. and Street)
New York, NY 10004
(City) (State) {Zip Code)

NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT
Douglas P. Ralston . (212) 248-1160
. . {Arca Code — Telephone Number)

B. ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this_Report* '
Horowitz & Ullmamn, P.C.

(Name - if individual, state last, first, midd!e name)

275 Hadison Avenue. New York 'NY 10016
(Address) (Clly) (State) (Zip Code)
CHECK ONE: PROCESSED
B Certified Publlc Accountant
O Public Accountant DEC“ 7 2005
O Accountant not resident in United States or any of its possessions. THOMSON

FOR OFFICIAL USE ONLY

*Claims for erempnon Jrom the requrremem fhar tiae annual reporr be covered by the opiniongf an independent public accountant
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B control number.
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OATH OR AFFIRMATION

I, Douglas P. Ralston ) . , swear (or affirm) {hat, to the best of

my knowicdge and belief the accompanying financial statement and supporting schedules pertainilig to the firm of
Sherman, Ralston Inc. : ' . as

of September 30, , 2006 , are true and correct. | 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, cxcept as follows:

O oA

Signpure
P Ay .

_ Title

Notary Public, State of New York

Notary Public No., 02BR450078
. Qualif
Thls report ** contains {check all apphcablc boxes): : Cont:m:srseg;\ngtg:’:e:ol\rlkofo:;jgt}dgz O OOI

H (a) Facing Page.

& (b) Statement of Financial Condition.

@ (c) Statement of Income (Loss).

bd (d) Statement of Changes in Financial Condition.

E (e) Statement of Changes in Stockholders® Equity or Partners’ or Sole Proprietors’ Capital.

O o Statement of Changes in Liabilities Subordinated to Claims of Creditors.

[ (g) Computation of Net Capital.

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

@ ® Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

B¢ 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 unaud:ted Statements of Financial Condition with respect to methods of
consolidation. .

@& (1) An Oath or Affirmation.

0

&

(m) A copy of the SIPC Supplemental Report:
(n) A report describing any material inadequacies found to existor found to have existed since the date of the previous audit.

**For conditions of confidential treatment of ceriain portions of this filing, see section 240.17a-5(ej(3).
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HOROWITZ & ULLMANN, P.C.

' "Certified Public Accountants
. . : . 275 Madison Avenue
A member of the ) ) . . ‘ - New York, NY 10016
AICPA Center for Public Company Audit Firms . ) ‘ L Telephone: (212) 532-3736
New York State Society of CPAs . ‘ . ' Facsimile: (212) 545-8997

PCAOB registered B E-mail: cpas@horowitz-ullmann.com

K INDEPENDENT AUDITOR’S REPORT

The Board of Directors
Shearman, Ralston Inc.
New York, NY'

We have audited the statement of financial condition of Shearman, Raiston Inc. as of September
30, 2006 and the related statements of income, cash flows and changes in stockholders’ equity for
the year then ended. -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. ¢ e
We conducted our audit in accordance with auditing standards .generally accepted in the United
States of America. 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
51gmﬁcant estimates made by management, as well as evaluating the overall financial statement
presentatton We belleve that our audlt prov1des a reasonable ba51s for our opinion. :

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Shearman, Ralston Inc. as of September 30, 2006, and the results of its
operations and its 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 number *1” through “4” is presented
for purposes of additional analysis and 1s not a required part of the basic financial statements but
is supplementary information required by Rule 17a-5 of the Securities and Exchange
Commission. 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. '

Wiuwwm,?c

New York, NY
November 20, 2006 ~




SHEARMAN RALSTON INC
STATEMENT OF FINANCIAL CONDITION -
SEPTEMBER 30, 2006

" ASSETS

CURRENT ASSETS
Cash
Marketable securities
Commission receivable from clearing broker

Total current assets

OTHER ASSETS . o B
Note recelvable-stockholders SR _ :
Security deposits . R

Total other assets

TOTAL ASSETS

" LIABILITIES AND STOCKHOLDERS’ EQUITY

CURRENT LIABILITIES
Accounts payable and accrued habllmes
Deferrcd tax payable

TOTAL LIABIL[’I‘IES

STOCKHOLDERS® EQUITY.
Capital Stock
Common, Class “A”, $1.00 par value, authorized 10,000 shares;
issued 2,500 shares, outstanding 1,250 shares
Common, Class “B", $1.00 par value, authorized 10,000 shares
issued 225 shares, outstanding 112.50 shares

Additional paid-in capital
-Treasury stock, at cost (1,250 shares of Class “A” common stock and

112.50 shares of Class “B” common stock)
Retained earnings

TOTAL STOCKHOLDERS' EQUITY

TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY

$ 23,822
5,692,992
99.011

— e

5815825

_ 675,000

15,060

690,060 .

$6,505,885

$1,659,431

- 1,272918

2,932,349

2,500

225
32,150

(328,485)
3.867.146

3,573,536

$6,505,885

See independent auditor’s report and accompanying notes to financial statements.
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REVENUES
Customer commissions

SHEARMAN, RALSTON INC.
STATEMENT OF INCOME -

YEAR ENDED SEPTEMBER 30, 2006

Dividend and interest income
Unrealized gain on securities
Realized gain on securities sold

Clearance rebate income
Qther income
Principal transactions

Total revenues

EXPENSES
Employee compensation
Clearance charges
Rent
Travel and entertainment
Insurance
Interest

Contributions to profit sharing plan

Payroll taxes

Stationery, postage and supplies
Tickers and quotation service

Telephone

Professtonal and registration fee

Miscellaneous

Total expenses

INCOME BEFORE INCOME TAXES

' INCOME TAX EXPENSE

NET INCOME

$1,020,691
187,345
417,323
192,209
162,367
9,828

9,830 -

1,999,593

927,357
135,207
67,102
70,559
57,034
81,130
57,285
38,208
21,333
20,261

15,600

19,660.
3765
1,514,501
. 485,092
211,053

$_274,039

See independent auditor’s report and accompanying notes to financial statements.
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L SHEARMAN, RALSTON INC.
STATEMENT OF CASH FLOWS
" YEAR ENDED SEPTEMBER 30, 200_6

it

e

CASH FLOWS FROM OPERATING ACT]VITIES . _ -
Net income E . - $ 274,039

Adjustments to reconcile net income to net °
. cash used in operating activities:

Unrealized gain on investment securities ' - (417,323)
Realized gain on sale of investment securities ' 0 (192,209)
Deferred income tax - ' - -190,100
- Changes in assets and liabilities:
Increase in security deposits : . (6,134)
Increase in due from clearing broker - ) (14,298)
Increase in accounts payable and accrued llabllmes ) - 540767 ¢
Total adjustments . _ 100,903
Net cash provided by operating activities _ 7 374,942
 CASH FLOWS FROM INVESTING ACTIVITIES : .
Purchase of marketable securities : {505,055)"
Sales of marketable securities . o _ 822,111
Net cash provided by investing activities S 317,'0.56

CASH FLOWS FROM FINANCING ACTIVITIES

* Issuance of note receivable-stoékho]Qers | . _ - _(_675,00_0)
NET INCREASE IN CASH - . L 168
CASH - October 1, 2005 '. | S _‘ 6,824

. CASH - September 30, 2006 - | 8 2382

See independent auditor’s report and accompanying notes to financial statements.
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. I SHEARMAN, RALSTON INC.
' S STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY
YEAR ENDED SEPTEMBER 30, 2006 .

Common Stock

! . Class Class Paid-in  Treasury Retained
‘ “AY “B” Capital Stock Earnings Total
Balances : |
October 1,2005 $2,500 $225 $32,150 ° $(328,485)  $3,593,107  $3,299,497 .
Net iricome - - .. _ 274030 __274.039
Balances

“September 30,2006 $2500  $225  $32150  $(328.485) C$3.867.146  $3.573.536

See independent auditor’s report and accompanying notes to financial statements.




1.

SHEARMAN RALSTON INC
NOTES TO FINANCIAL STATEMENTS

ORGANIZATION AND NATURE OF BUSINESS

Shearman Ralston Inc. is a broker-dealer reglstered w1th -the Securities and Exchange
Commission {SEC) and a member of the National Association of Securities Dealers (NASD).
Its primary source of revenue is derived from prov1dmg brokerage services to customers
located mainly in the New York metropolitan area, who are predommately upper-income and
middle-income individuals. -

'SUMMARY OF slGNlFiCANT ACCOUNTING POLICIES -

Securities Transacuons :

Profit and loss arising from all securities transactions entered into for the account and I‘lSk of
the: Company . are recorded on a trade-date_basis. . -The Company uscs the ‘specific
identification method for determmmg the cost basis i in computlng realized gams and losses.

Marketable securities are valued at market value. The resulting difference between cost and
markef is included in income as unrealized gain or loss. Investment securities, not readily
marketable, are recorded at cost. -

. Collateral

The Company maintains a proprietary margin account with the broker-dealer that holds the
Company’s marketable securitics. The securities serve as collateral for the margin account
balance. The margin account balance is included in accounts payable and accrued liabilities
in the statement of financial condition. -

Commlsswns

Customers’ securities transactlons are reported on a‘settlement- date basis with the related
commission income and clearing expenses reported on a trade-date basis as securities
transactions occur. All such transactions are cleared through another broker-dealer ona fully

_disclosed basis.

* Use of Estimates:

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

. estimates.

SUPPLEMENTAL CASH FLOW lNFORMATlON

Cash paid for income taxes and interest is $20, 953 and $74,464, respectwely




SHEARMAN, RALSTON INC.
NOTES TO FINANCIAL STATEMENTS

4. NET CAPITAL REQUIREMENTS

Pursuant to the net capital provisions of Rule 15¢3-1 of the Securities Exchange Act of 1934,
the Company is required- to maintain a minimum net capital, as defined under such
provisions, of $100,000 or one-fifteenth of aggregate indebtedness as defined, if larger. Net

. capital and aggregate indebtedness fluctuate from day to day but, at September 30, 2006, the
Company’s net capital exceeds such capital requirements by $1,866,542 and the ratio of
aggregate indebtedness ($1,659,431) to net capital ($1,977,170) is0.8393 t0 1.

5. INCOME TAXES

The Company computes its tax in accordance with the provisions of Statement of F inancial
Accounting Standards No. 109, “Accounting for Income Taxes.”

The provision for income taxes includes the following at September 30, 2006:

Current Deferred Total

Federal income tax ex;ﬁense $ - - $114,257 $114,257
State and local tax expense 20,95 75,843 96,796

£20053  $190100  $21L053

A reconciliation of the difference between the expected income tax ekpense computed at the
U.S. statutory income tax rate and the Company’s income tax expense is summarized as
follows: '

Expected income tax expense at U.S. statutory tax rate $164,931
(Increase)/decrease in tax expense from: .
State and local income tax expense, net of federal income

tax expense .63,885
Corporate dividends received deduction (21,369)
Other ‘ 3,606

$211,053

Deferred income ‘taxes are provided for the temporary differences between the financial
reporting basis and the tax basis of the'Company’s assets and liabilities. The tax effect of the
temporary differences giving rise to the Company’s deferred tax liability results from
unrealized gains on marketable securities. '

-




. NOTE RECEIVABLE-STOCKHOLDERS -

* SHEARMAN, RALSTON INC.
NOTES TO FINANCIAL STATEMENTS'

T
—

[
b

e
| . |

The loan bears interest at the rate of 5% per annum and requires interest payments of $8,438 -
per quarter. The entire principal amount is due and payable on the maturity date which is

March 1, 2016. The note is secured by the residence of the stockholders.

PROFIT SHARING PLAN

The Company has a profit sharing plan for all full-time employees who have éompleted at

least one full year of service. For the fiscal year ended Septé_mber 30, 2006, the amount
contributed is $57,285. . ; .

. -CONCENTRATIONS OF CREDIT RISK .

The Company engages in various trading and brokeragé activities in which 'cbunterparties
primarily include other broker-dealers and banks. _In the event counterparties do not fuifill
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. : . I

. OPERATING LEASE OBLIGATION

. The Company conducts its operations from premises leased under a five year operating lease

expiring in October 2009. Rent is payable on a monthly basis at the current. rate of $5,497

. per month, Minimum future rental payments under the operating lease as of September 30,
. 2006, for each of the next five years, and in the aggregate, are: -

Year ended September 30, Amount
‘ 2007 . . $ 66,218
2008 : : 67,715

2000 - . 5749
Total , : | $139,682

Rent expense is $67,102 for the year ended September 30, 2006,




SHEARMAN, RALSTON INC.

: Schedule “]”

COMPUTATION OF NET CAPITAL UNDER SEC RULE 15¢3-1

SEPTEMBER 30, 2006 .

STOCKHOLDERS’ EQU]TY PER STATEMENT OF FINANCIAL
CONDITION

Less: Nonallowable assets:

Deposits
Note receivable-stockholders

TENTATIVE NET CAPITAL

Capital charge on investment securities
Capital charge on undue concentration

NET CAPITAL

Less: Minimum net capital required to be maintained
($100,000 or 1/ 15" of aggregate indebtedness, whichever is greater)

-

EXCESS NET CAPITAL - = -

AGGREGATE INDEBTEDNESS
Accounts payable and accrued liabilities
1/15T“ OF AGGREGATE lNDEBTEDNESS

RATIO OF AGGREGATE INDEBTEDNESS TO NET: CAPITAL

$3,573,536

15,060
675.000
2,883,476

853,938

52368

1,977,170

110,628

$1,866,542

$1.659.431
- $.110,628

See independent auditor’s report and accompanying notes to financial statements.
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SHEARMAN, RALSTON INC.
RECONCILIATION OF NET CAPITAL .
PURSUANT TO SEC RULE 17a-5 (d)(4)

SEPTEMBER 30, 2006

Net Capital, per Form X-17a-5
as of September 30, 2006, unaudited $1,977,170

Adql: Audit adjustments

Net Capital per Accc')mp:oanying Compdtation‘ of” ‘ :
Net Capital Under SEC Rule 15¢3-1 . o $1.977,170

See independent auditor’s report-and accompanying notes to financial statements. '
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‘Schedule *3”

SHEARMAN, RALSTON INC.
COMPUTATION FOR DETERMINATION OF
RESERVE REQUIREMENTS UNDER RULE 15¢3-3
' SEPTEMBER 30, 2006 '

The Comﬁany was exempt from the provisions of Rule 15¢3-3 (k)(2)(b) under the Securities and
Exchange Act of 1934 for the year ended September 30, 2006. ,

11




®

- «Schedule 4™

SHEARMAN, RALSTON INC.
-INFORMATION RELATING TO THE . . ' :
. POSSESSION OR CONTROL REQUIREMENTS UNDER RULE 15¢3-3
SEPTEMBER 30, 2006 ' '

%

The Company was exempt from the provisions of Rule 15c§¥3(k)(2)(b) under the Securities and
Exchange Act of 1934 for the year ended September 30, 2006.
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HOROWITZ & ULLMANN, P.C. -

Certified Public Accountants -

) - B . . - 275 Madison Avenue

Amemberofthe o o . _ "New York, NY 10016
AICPA Center for P!.lbllc Company Audit Firms ’ ’ N . Telephone: (212) 532-3736

~ New York SFatc Socicty of CPAs . " Facsimile: (212) 545-8997
‘PlCAOB registered - ’ E-mail: cpas@horowitz-ullmann.com

INDEPENDENT AUDITOR’S REPORT
ON INTERNAL ACCOUNTING CONTROL

1

The Board of Directors
Shearman, Ralston Inc.
New York, NY .

g . In planning and performing our audit of the financial statements of Shearman, Ralston Inc. for the

" year ended September 30, 2006, we considered its internal control structure including procedures

* 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 the internal
control structure. S s - o '

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission, we have made
a study of the practices and procedures (including tests of compliance with such practices and
- procedures) followed by Shearman, Ralston ‘Inc., that we considered relevant to the objectives
. stated in Rule 17a-5(g). : ' '

® . ‘ The management of the Company is responsible for establishing and maintaining internal controls
and the practices and procedures referred to.in the preceding paragraph. In fulfilling this

~ responsibility, management is required to make estimates and judgments to assess the expected

“benefits and related costs of internal 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 Commission’s above-mentioned objectives. The objective of internal controls and of

® the practices and procedures is to provide management with reasonable, but not absolute,
assurance (1) that assets for which the Company has responsibility are safeguarded against loss
from unauthorized use or disposition and (2) that transactions are executed in accordance with
management’s authorization and recorded properly to permit the preparation of financial
statements, in accordance with 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 controls or the practices and procedures referred to
_ above, errors or irregularities 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.
® , .
|
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Our consideration of intemal controls would not necessarily disclose all matters in the ‘internal

control structure that might be material weaknesses under standards established by the AICPA. A
material weakness is a condition in which the design or operation of the specific internal control

- elements does not reduce to a relatively low level the risk that errors or irregularities 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 controls, including procedures
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 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 such purposes. Based on this understanding and our study, we believe
that the Company’s practlces and procedures were adequate at September 30, 2006 to meet the
Comm1ssmn s objectwes

This report is intended solely for the use of management, the Securities and Exchange
Commission, the National Association of Securities Dealers, Inc. and other regulatory agencies
which rely on SEC Rule 17a-5(g) under the Securities Exchange Act of 1934 and should not be
used for any other purpose

Hmmsséuﬂmm,tpc

New York, NY
November 20, 2006




