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A. REGISTRANT IDENTIFICATION

NAME OF BROKER-DEALER: S‘ ‘SHERAAN, RALSTON INC. OFFICIAL USE ONLY
ADDRESS OF PRINCIPAL PLACE OF BUSINESS: (Do not use P.O. Box No.) FIRM 1.D. NO.

17 BATTERY PLACE

(No. and Street}

NEW YORK, NY_ 10004
(City) (Staie) (Zip Code)

NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT
__DOUGLAS P. RALSTON (212) 248=1160

(Area Code — Telephone Number)

B. ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*

HOROWITZ & ULLMANN, P.C.

{Name — if individual, state lasi, first, middle name)

275 MADISON AVENUE, NEW YORK,NY 10016
{Address) (City) {State) (Zip Code)

CHECK ONE.:

& Certified Pubiic Accountant y PHOCESSED
[0 Pubiic Accountant JAN i ? 2003

O Accountant not resident in United States or any of its possessions.
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*Claims for exemption from the requirement tnat the annual report be covered by the opinion of an independent public accountant
must be supported by a statement of facts and circumstances relied on as the basis for the exemption. See Section 240). {7a-3fe)(2)
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OATH OR AFFIRMATION

1, _ DOUGLAS P. RALSTON , swear {or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
SHERMAN, RALSTON INC. , as

of _SEPTEMBER 130, . 2097 . are lrue 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, except as fotlows:

0O PRLAR,

Signature

N,

CAREN S. BRUTTEN'
. Notary Public, State of New York
No. 02BR4500787

Notary Public Qualified in New York Count
de0q

Commission Expires Nov. 30

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

B (a) Facing Page.

E (b} Statement of Financial Condition.

(¢) Statement of Income (Loss).

® (d) Statement of Changes in Financial Condition.

® (¢) Statement of Changes in Stockholders® Equily or Partners” or Sole Proprictors” Capital.

O (n Statement of Changes in Liabilities Subordinated to Claims of Creditors,

K (g) Computation of Net Capital.

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

E (i) 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 unaudited Statements of Financial Condition with respect to methods of
consolidation.

B () An Oath or Affirmation.

O

(m) A copy of the SIPC Supplemental Report.
B (n) A reportdescribing any material inadequacics found to exist or found 1o have existed since the date of the previous audit.

s+ For conditions of confidential treatment of certain portions of this filing. see section 240 {7a-5(e)(3).
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HOROWITZ & ULLMANN, P.C.

Certified Public Accountants

A member of the

AICPA Center for Public Company Audit Firms
New York State Society of CPAs

PCAOB registered

275 Madison Avenue

New York, NY 10016

Telephone: (212) 532-3736
Facsimile: {212) 545-8997

E-mail: cpas@horowitz-ullmann.com

INDEPENDENT AUDITOR’S REPORT

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

We have audited the statement of financial condition of Shearman, Ralston Inc. as of September
30, 2007 and the related staiements of income, cash flows and changes in stockholders’ equity for
the year then ended. These financial stalements 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 auditing standards generally accepied in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whethe: the financial statements are free of material misstatement.
An audit includes examining, on a t2st basis, evidence supporting the amounts and disclosures in
the pinancial statements.  An audit also includes assessing the accounting principles used and
sigmificant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our auwdit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred 1o above present fairly, in all material respects,
the financial position of Shearman, Ralston Inc. as of September 30, 2007, 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 stalements,
taken as a whole. The information contained in Schedules number “17 through “47 is presented
for purposes of additional analysis and is nol a required part of the basic financial statements but
is supplementary information recuired 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 {inancial statements, and, in our opiaion, is fairly stated in all material respects in
relation to the basic financial statements taken as a whole.

%/n--w%_v- W““':Q a.

New York, NY
October 29, 2007




SHEARMAN, RALSTON INC.
STATEMENT OF FINANCIAL CONDITION
SEPTEMBER 30, 2007

ASSETS
CURRENT ASSETS
Cash $ 16,244
Marketable securities 6,639,461
Commission receivable from clearing broker 112.098
Tolal current assets 6,787,803
OTHER ASSETS
Note receivable-stockholder 675,000
Sccurity deposits 15,433
Tolal other assels 660,433
TOTAL ASSETS 478,2
LIABILITIES AND STOCKHOLDERS® EQUITY
CURRENT LIABILITIES
Accounts payable and accrued labilities $1,557.872
Deferred tax payable 1,723,500
TOTAL LIABILITIES 3,281,372
STOCKHOLDERS’ EQUITY
Capital Stock
Common, Class “A”, $1.00 par value, authorized 10,000 shares;
issued 2,500 shares, outstanding 1,250 shares 2.500
Common, Class “B”, $1.00 par value, authorized 10,000 shares;
issued 225 shares, outsianding 112.50 shares 225
Additional paid-in capital 32,150
Treasury slock, at cost (1,250 shares of Class “A” common stock and
112.50 shares of Class “B” commaon stock) (328.,485)
Retained earnings 4.490.474
TOTAL STOCKHOLDERS’ EQUITY 4,196,864
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY 7,478,2

See independent auditor’s report and accompanying notes to {inancial statements.
p ] pany
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SHEARMAN, RALSTON INC.
STATEMENT OF INCOME
YEAR ENDED SEPTEMBER 30, 2007

REVENUES
Customer commissions 31,319,185
Dividend and interest income 242,724
Unrealized gain on sceurilies 1,001,754
Realized gain on securities sold 96,798
Clearance rebate income 184,290
Other income 46,997

Principal transactions

5,936

Total revenues 2.897.684
EXPENSES
Employce compensation 1,191,504
Clearance charges 149,251
Rent 73,103
Travel and entertainment 65,438
Insurance 49,053
Interest 85,206
Contributions to profit sharing plan 63,337
Payroll taxes 44,169
Stationery, postage and supplies 827
Tickers and quotation service 20,483
Telephone 15,117
Professional and regisiration fecs 12,616
Office expense 20,960
Miscellaneous 5,208
Total expenses 1,796,274
INCOME BEFORE PROVISION FOR INCOME TAXES 1,101,410
PROVISION FOR INCOME TANES 478,082
NET INCOME S 623328

Sce independent auditor’s report and accompanying notes to financial statements.
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SHEARMAN, RALSTON INC.
STATEMENT OF CASH FLOWS
YEAR ENDED SEPTEMBER 34, 2007

CASH FLOWS FROM OPERATING ACTIVITIES
Net income

Adjustments to reconcile net income to net
cash used in operating activities:
Unrealized gain on invesimenl securities
Realized gain on sale of investment sccuritics
Deferred income tax

Changes in assets and liabilities:
Increase in security deposits
Increase in due from clearing broker
Dccrease in accounts payable and accrued liabilitics
Total adjustments
Net cash used {or operating activities
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of marketable securitics
Sales of marketable securities
Net cash provided by investing activities
NET INCREASE IN CASH
CASH - October 1, 2006

CASH - September 30, 2007

$ 623328

(1,001,754)
(96,798)
450,582

(373)
(13,087)
(101,559)

(762,989)

(139.661)

(330,056)
462,139

—

132,083
(7,578)
23,822

b 16,244

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

4




Balances
October 1, 2006

Net income

Balances
September 30, 2007

SHEARMAN, RALSTON INC.
STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY
YEAR ENDED SEPTEMBER 30, 2007

Common Stock

Class Class Paid-in Treasury Retained
“A” “B” Capital Stock Earnings Total
$2,500 $225 $32,150  $(328,485)  $3,867,146  $3,573,536
- - 623,328 623328
$2,500 $225 $32.150  $(328,485) $4.490474 $4,196,864

See independent auditor’s report and accompanying noles to financial statements.
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SHEARMAN, RALSTON INC,
NOTES TO FINANCIAL STATEMENTS

ORGANIZATION AND NATURE OF BUSINESS

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

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Securities Transactions:

Profit and loss arising from all securities transactions entered into for the account and risk of

the Company are recorded on a trade-date basis. The Company uses the specilic
identification method for determining the cost basis in computing realized gains and losscs.

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

Collateral:

The Company maintains a proprictary margin account with the broker-dealer that holds the
Company’s marketable sccurities. 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,

Commissions:

Customers’ sccurities transactions 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 on a (ully
disclosed basis.

Use of Estimates:

The preparation of financial slatements in conformity with gencrally accepted accounting
principles requircs management to make estimates and assumptions that affect certain
reported amounts and disclosures.  Accordingly, actual results may differ from those
estimales.

SUPPLEMENTAL CASH FLOW INFORMATION

Cash paid for income taxes and interest is $17,500 and $85,206, respectively.




SHEARMAN, RALSTON INC.
NOTES TO FINANCIAL STATEMENTS

NET CAPITAL REQUIREMENTS

Pursuant to the net capital provisions of Rule 15¢3-1 of the Securitics Exchange Act of 1934,
the Company is required to maintain a minimum net capital, as defined under such
provisions, ol $100,000 or one-fifteenth of aggregate indebtedness as defined, it larger. Net
capital and aggregate indebtedness [uctuate from day to day but, at September 3(), 2007, the
Company’s net capital exceeds such capital requircments by $2,346,204 and the ratio of
agyregate indebiedness ($1,557,872) to net capital ($2,450,062) is 0.6359 to 1.

INCOME TAXES

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

The provision for income taxes includes the following at September 30, 2007:

Current Deferred Total
Federal income tax expense $ - $270,544 $270,544
State and local tax expense 27.500 180,038 207,538

$27.500 450,582 $478.082

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

Expected income tax expense at U.S. statulory tax rate $374,480
(Increase)/decrease in tax expense from:
State and local income tax expense, nel of federal income

tax expense 136,975
Corporale dividends received deduction (26,220)
Other (7.153)

$478,082

Deterred income taxes are provided for the temporary differences between the [linancial
reporting basis and the tax basis of the Company’s assets and hiabilitics. The tax effect of the
temporary differences giving rise to the Company’s deferred tax liability results {rom
unrealized gains on marketable securities.




SHEARMAN, RALSTON INC.
NOTES TO FINANCIAL STATEMENTS

NOTE RECEIVABLE-STOCKHOLDER

The note bears interest at the rate of 5% per annum and requires interest payments of $8,438
per quarter. The entire principal amount is duc and payable on the maturity date which is
March I, 2016. The note is secured by the residence of the stockholder.

PENSION PLAN

The Company has a profit sharing pension plan for all full-time employees who have
completed at least one full year of service. For the fiscal year ended September 30, 2007, the
amount contributed is $63,337.

CONCENTRATIONS OF CREDIT RISK

The Company engages in various trading and brokerage activitics in which counterparties
primarily include other broker-dealers and banks. In the event counterparties do not fulfifl
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. 1t is the Company’s policy to
review, as necessary, the credit standing of each counterparty.

OPERATING LEASE OBLIGATION

The Company conducts its operations from premises leased under a five year operaling 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 fease as of September 30,
2007 for each of the next iwo years, and in the aggregate, are:

Year ended September 30, Amount
2008 567,715
2009 5,749
Total $73,464

Rent expense is $73,103 for the year ended September 30, 2007, which includes wtilities and
real cstate tax,




SHEARMAN, RALSTON INC.

Schedule =17

COMPUTATION CF NET CAPITAL UNDER SEC RULE 15c¢3-1

SEPTEMBER 30, 2007

STOCKHOLDERS’ EQUITY, PER STATEMENT OF FINANCIAL
CONDITION

Less: Nonallowable assets:
Deposits
Note receivable-stockhoider

TENTATIVE NET CAPITAL

Capital charge on investment securities
Capitat 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

1/15™ OF AGGREGATE INDEBTEDNESS

RATIO OF AGGREGATE INDEBTEDNESS TO NET CAPITAL

$4,196.864
15,433
675.000
3,506,431

998,919
57,450

—_—

2,450,062

103.858

32,346,204

$1,557.872
5 103,858
0.635910 1

See independent auditor’s report and accompanying notes to financial statements,
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Schedule #27
SHEARMAN, RALSTON INC.
RECONCILIATION OF NET CAPITAL
PURSUANT TO SEC RULE 17a-5 (d)(4)
SEPTEMBER 30, 2007

Net Capital, per Form X-17a-5
as of September 30, 2007, unavdited $2.450.062

Add: Audit adjustments )

Net Capital per Accompanying Computation of
Net Capital Under SEC Rule 15¢3-1 $2,450,062

See independent auditor’s report and accompanying notes to financial statements.
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Schedule <37
SHEARMAN, RALSTON INC.
COMPUTATION FOR DETERMINATION OF
RESERVE FEEQUIREMENTS UNDER RULE 15¢3-3
SEPTEMBER 30, 2007

The Company 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, 2007.
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“Schedule 47
SHEARMAN, RALSTON INC.
~ INFORMATION RELATING TO THE
POSSESSION OR CONTROL REQUIREMENTS UNDER RULE 15¢3-3
' SEPTEMBER 130, 2007

The Company was exempt {rom the provisions of Rule 15¢3-3(k)(2)(b) under the Securities and
Exchange Act of 1934 for the year ended September 30, 2007,
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INDEPENDENT AUDITOR’S REPORT
ON INTERNAL ACCOUNTING CONTROL

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

In planning and performing our audit of the financial statements of Shearman, Ralston Inc. for the
year ended September 30, 2007, we considered its internal control structure including procedures
for sateguarding securitics, in order to determine our auditing procedures for the purpose of
expressing our apinion on the financial statements and not to provide assurance on the internal
control structure.

Alsa, as required by Rule 17a-5{g)(1) of the Securitics 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 1o the objectives
stated in Rule 17a-5(g).

The management of the Company is responsible tor establishing and maintaining internal controls
and the practices and procedures referred to in the preceding paragraph.  In fulfilling this
responsibility, management is required (0 make cestimates and judgments (o assess the expected
benefits and related costs of internal controls and of the practices and procedures referred to 1n the
preceding paragraph and to assess wheiher 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 1o provide management with rcasonable, 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 exccuted in accordance with
management’s authorization and recorded properly o permit the preparation of financial
statements in accordance with gencrally 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, crrors or irregularilies 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 cffectiveness of their design and operation may deteriorate.
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Our consideration of internal controls would not necessarily disclose all matters in the internal
control structure that might be material weaknesses under standards established by the AICPA. A
malterial 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 coutse of performing their assigned
functions. However, we noted no matters involving the internal controls, including procedures
for safeguarding sccurities, 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
mm accordance with the Sccuritics Exchange Act of 1934 and related regulations, and thal
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 practices and procedures were adequate at September 30, 2007 to meel the
Commission’s objectives.

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

" 7)(7{»-/-%_4- Wt««, e

New York, NY
October 29, 2007
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