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BREARD ASSOCIATES INC

CERTIFIED PUBLIC ACCOUNTANTS

Independent Auditors Report

Board of Directors

Montrose Securities International

We have audited the accompanying statement of financial condition of Montrose Securities

International the Company as of October 31 2011 and the related statements of income changes in

stockholders equity changes in liabilities subordinated to claims of general creditors and cash flows for

the year then ended that you are filing pursuant to rule 7a-5 under the Securities Exchange Act of

1934 These financial statements are the responsibility of the Companys 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 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 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

reasonable basis for our opinion

In our opinion the financial statements referred to above present fairly in all material respects the

financial position
of Montrose Securities International as of October 31 2011 and the results of its

income and its cash flows for the year then ended in conformity with accounting principles generally

accepted in the United States of America

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken

as whole The information contained in Schedules II and III is presented for purposes of additional

analysis and is not 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

whole

Breard Associates Inc

Certified Public Accountants

Oakland California

December 20 2011
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Montrose Securities International

Statement of Financial Condition

October 31 2011

Assets

Cash 579132

Cash segregated under federal and other regulations 102522

Accounts receivable 803

Marketable securities at market 669992

Furniture and equipment net 4276

Deposit 5035

Total assets 1361760

Liabilities and Stockholders Equity

Liabilities

Accounts payable and accrued expenses 10000

Income taxes payable 3362

Commissions payable 35035

Total liabilities 48397

Commitments and contingencies

Stockholders equity

Common stock no par value 100000 shares authorized

1000 shares issued and outstanding 30000

Additional paid-in capital 870000

Retained earnings 413363

Total stockholders equity 1313363

Total liabilities and stockholders equity 1361760

The accompanying notes are an integral part of these financial statements



Montrose Securities International

Statement of Income

For the Year Ended October 31 2011

Commission income 3540892

Commission expenses 1486369

Net commissions 2054523

Operating expenses

Employee compensation and benefits 1377192

Communication 18402

Occupancy and equipment rental 67811

Taxes other than income taxes 22676

Other operating expenses 629983

Total operating expenses 2116064

Income loss from operations 61541

Other income expenses

Interest income 26535

Net investment gains losses 61634

Total other income expense 88169

Net income loss before income tax provision 26628

Income tax provision 4662

Net income loss 21966

The accompanying notes are an integral part of these financial statements



Montrose Securities International

Statement of Changes in Liabilities Subordinated

to the Claims of General Creditors

For the Year Ended October 31 2011

Balance at October 31 2010

Increase

Issuance of subordinated notes

Accrual of interest

Decrease

Payment of subordinated notes

Amount

Payment of interest

Balance at October 31 2011

The accompanying notes are an integral part of these financial statements



Montrose Securities International

Statement of Changes in Stockholders Equity

For the Year Ended October 31 2011

Additional

Common Paid-in Retained

Stock Capital Earnings Total

Balanceat October3l2010 30000 870000 391397 1291397

Net income loss 21966 21966

Balanceat October3l2011 30000 870000 413363 1313363

The accompanying notes are an integral part of these financial statements



Montrose Securities International

Statement of Cash Flows

For the Year Ended October 31 2011

Cash flow from operating activities

Net income loss 21966

Adjustments to reconcile net income loss to net

cash provided by used in operating activities

Depreciation expense 1449

Increase decrease in assets

Cash segregated under federal and other regulations 46303

Accounts receivable 2704

Marketable securities at market 669992

Increase decrease in liabilities

Accounts payable and accrued expenses 10000

Income taxes payable 988

Commissions payable 31239
Pension payable 120893

Total adjustments 855262

Net cash provided by used in operating activities 833296

Net cash provided by used in in investing activities

Net cash provided by used in financing activities

Net increase decrease in cash 833296

Cash at beginning of year 1412428

Cash at end of year 579132

Supplemental disclosure of cash flow information

Cash paid during the year for

Interest

Income taxes 5500

The accompanying notes are an integral part of these financial statements



Montrose Securities International

Notes to Financial Statements

October 312011

Note GENERAL AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

General

Montrose Securities International the Company was incorporated in the State of California on

November 22 1993 The Company is registered broker-dealer in securities under the Securities

and Exchange Act of 1934 member of the Financial Industry Regulatory Authority FINRA
and the Securities Investor Protection Corporation SIPC

The Company does not hold customer funds or securities and conducts business on fully

disclosed basis whereby all transactions are cleared by another broker/dealer

The Company trades in international and domestic equities The Company maintains

correspondent brokerage relationship with several broker/dealers

Under its membership agreement with FINRA and pursuant to Rule 5c3-3k2ii the Company

conducts business on fully disclosed basis and does not execute or clear securities transactions for

customers Accordingly the Company is exempt from the requirement of Rule 5c3-3 under the

Securities Exchange Act of 1934 pertaining to the possession or control of customer assets and

reserve requirements

Summary ofSign flcant Accounting Policies

The presentation 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 reported amounts of assets and liabilities and disclosure of contingent assets and

liabilities at the date of the financial statements and the reported amounts of revenue and expenses

during the reporting period Actual results could differ from those estimates

Accounts receivable are stated at face amount with no allowance for doubtful accounts An

allowance for doubtful accounts is not considered necessary because probable uncollectible

accounts are immaterial

Securities transactions are recorded on trade date basis with related commission income and

expenses also recorded on trade date basis



Montrose Securities International

Notes to Financial Statements

October 312011

Note GENERAL AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Continued

The Company has adopted FASB ASC 320 Investments Debt and Equity Securities As such

marketable securities held by the Company are classified as trading securities and stated at their

fair market value based on quoted market prices Realized gains or losses from the sale of

marketable securities are computed based on specific identification of historical cost Unrealized

gains or losses on marketable securities are computed based on specific identification of recorded

cost with the change in fair value during the period included in income

Furniture and equipment are stated at cost Repairs and maintenance to these assets are charged to

expense as incurred major improvements enhancing the function and/or useful life are capitalized

When items are sold or retired the related cost and accumulated depreciation are removed from the

accounts and any gains or losses arising from such transactions are recognized

The Company accounts for its income taxes in accordance with FASB ASC 740 Income Taxes

This standard requires the establishment of deferred tax asset or liability to recognize the future

tax effects of transactions that have not been recognized for tax purposes including taxable and

deductible temporary differences as well as net operating loss and tax credit carryforwards

Deferred tax expenses or benefits are recognized as result of the changes in the tax basis of an

asset or liability when measured against its reported amount in the financial statements

Current income taxes are provided for estimated taxes payable or refundable based on tax returns

Deferred income taxes are recognized for the estimated future tax effects attributable to temporary

differences in the basis of assets and liabilities for financial and tax reporting purposes

Measurement of current and deferred tax assets and liabilities is based on provisions of enacted

federal and state tax laws

The Company has evaluated events subsequent to the balance sheet date for items requiring

recording or disclosure in the financial statements The evaluation was performed through

December 20 2011 which is the date the financial statements were available to be issued Based

upon this review the Company has determined that there were no events which took place that

would have material impact on its financial statements



Montrose Securities International

Notes to Financial Statements

October 31 2011

Note CASH SEGREGATED UNDER FEDERAL AND OTHER REGULATIONS

Cash of $102522 has been segregated in special reserve bank account for the benefit of

customers under rule 15c3-3 of the Securities and Exchange Commission See Schedule II

Note MARKETABLE SECURITIES AT MARKET

Marketable securities at market value consist of preferred stocks and mutual funds As discussed

in Note marketable securities held by the Company are classified as trading securities and stated

at their fair market value based on quoted market prices At October 31 2011 these securities are

carried at their fair market value of $669992 The accounting for the mark-to-market on

proprietary trading is included in the Statement of Income as net investment gains of $61634

Note FURNITURE AND EQUIPMENT NET

Furniture and equipment are recorded net of accumulated depreciation and summarized by major

classification as follows

Useful Life

Furniture 44599

Computers 35413

Office equipment 15346

Total cost of furniture and equipment 95358

Less accumulated depreciation 91082

Furniture and equipment net 4276

Depreciation expense for the year ended October 31 2011 was $1449



Montrose Securities International

Notes to Financial Statements

October 31 2011

Note INCOME TAXES

The provision for income tax is comprised of the following

Current

Federal 2823

State 1839

Total income tax expense benefit 4662

Note FAIR VALUE MEASUREMENT ACCOUNTING PRONOUNCEMENT

On January 2009 the Company adopted FASB ASC 820 Fair Value Measurements and

Disclosures which defines fair value establishes framework for measuring fair value and

establishes fair value hierarchy which prioritizes the inputs to valuation techniques Fair value is

the price that would be received to sell an asset or paid to transfer liability in an orderly

transaction between market participants at the measurement date fair value measurement

assumes that the transaction to sell the asset or transfer the liability occurs in the principal market

for the asset or liability or in the absence of principal market the most advantageous market

Valuation techniques that are consistent with the market income or cost approach as specified by

FASB ASC 820 are used to measure fair value

The fair value hierarchy prioritizes the inputs to valuation techniques used to measure fair value

into three broad levels

Level Quoted prices in an active market for identical assets or liabilities

Level Observable inputs other than Level quoted prices for similar assets or liabilities in

active markets quoted prices for identical or similar assets and liabilities in markets that are not

active and model derived prices whose inputs are observable or whose significant value drivers are

observable

Level Assets and liabilities whose significant value drivers are unobservable



Montrose Securities International

Notes to Financial Statements

October 31 2011

Note FAIR VALUE MEASUREMENT ACCOUNTING PRONOUNCEMENT

Continued

The following table presents the Companys fair value hierarchy for those assets and liabilities

measured at fair value on recurring basis as of October 31 2011

Assets Fair Value Level Inputs Level Inputs Level Inputs

Total 669662 669662

Liabilities Fair Value Level Inputs Level Inputs Level Inputs

Total

Note RELATED PARTY TRANSACTIONS

The Company shares facilities with Montrose Asset Management LLC Montrose which

shares common ownership with the Company The Company pays certain operating expenses

relating to administrative expenses and various equipment on behalf of Montrose

Montrose has performed consulting services for the Company and at October 31 2011 has been

paid $250000 for those services

It is possible that the terms of certain of the related party
transactions are not the same as those that

would result for transactions among wholly unrelated parties

Note PENSION PLAN

The Company maintained section 412i qualified defined benefit plan during the year ended

October 31 2011 This is often referred to as fully insured retirement plan All employees are

eligible for the plan after working for one year if they are over 21 years old and they are not

part of collective bargaining unit or resident alien Under this plan the Company is allowed to

carve out employees in nondiscriminatory fashion from participating in the plan Plan assets

must be maintained in either life insurance or fixed annuities/contracts and have an IRS letter of

determination This plan ended during the year and no contributions were made for the period

ended October 31 2011

10



Montrose Securities International

Notes to Financial Statements

October 31 2011

Note CONCENTRATIONS OF CREDIT RISK

The Company is engaged in various trading and brokerage activities in which counter-parties

primarily include broker-dealers banks and other financial institutions In the event counter-

parties do not fulfill their obligations the Company may be exposed to risk The risk of default

depends on the creditworthiness of the counter-party or issuer of the instrument It is the

Companys policy to review as necessary the credit standing of each counter-party

Note 10 COMMITMENTS AND CONTINGENCIES

Commitments

The Company maintains several bank accounts at financial institutions These accounts are insured

either by the Federal Deposit Insurance Commission FDIC up to $250000 or the Securities

Investor Protection Corporation SIPC up to $500000 At times during the year ended

October 31 2011 cash balances held in financial institutions were in excess of the FDIC and

SIPCs insured limits The Company has not experienced any losses in such accounts and

management believes that it has placed its cash on deposit with financial institutions which are

financially stable

Note 11 RECENTLY ISSUED ACCOUNTING STANDARDS

The Financial Accounting Standards Board the FASB issued new professional standard in

June of 2009 which resulted in major restructuring of U.S accounting and reporting standards

The new professional standard issued as ASC 105 ASC 105 establishes the Accounting

Standards Codification Codification or ASC as the source of authoritative accounting principles

GAAP recognized by the FASB The principles embodied in the Codification are to be applied

by nongovernmental entities in the preparation of financial statements in accordance with generally

accepted accounting principles in the United States Rules and interpretive releases of the

Securities and Exchange Commission SEC issued under authority of federal securities laws are

also sources of GAAP for SEC registrants Existing GAAP was not intended to be changed as

result of the Codification and accordingly the change did not impact the financial statements of the

Company

11



Montrose Securities International

Notes to Financial Statements

October 31 2011

Note 11 RECENTLY ISSUED ACCOUNTING STANDARDS

Continued

For the year ending October 31 2011 various Accounting Standard Updates ASU issued by

the FASB were either newly issued or had effective implementation dates that would require their

provisions to be reflected in the financial statements for the year then ended The Company has

reviewed the following ASU releases to determine relevance to the Companys operations

ASU No Title Effective Date

2009-0 The FASB Accounting Standards Codification and After September 15 2009

the Hierarchy of Generally Accepted Accounting

Principles ASC 105 Replacement of FASB

Statement No 162

2010-06 Fair Value Measurements and Disclosures ASC After December 15 2009

820 Improving Disclosures about Fair Value

Measurements

20 10-09 Subsequent Events ASC 855 Amendments to After February 24 2010

Certain Recognition and Disclosure Requirements

2009-16 Accounting for Transfers of Financial Assets ASC After November 15 2009

860 an Interpretation of FASB Statement No 140

2009-17 Consolidations ASC 810 Improvements to After November 15 2009

Financial Reporting by Enterprises with Variable

Interest Entities

The Company has either evaluated or is currently evaluating the implications if any of each of

these pronouncements and the possible impact they may have on the Companys financial

statements In most cases management has determined that the pronouncement has either limited

or no application to the Company and in all cases implementation would not have material

impact on the financial statements taken as whole

12



Montrose Securities International

Notes to Financial Statements

October 31 2011

Note 12 NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule

SEC rule 15c3-1 which requires the maintenance of minimum net capital and requires that the

ratio of aggregate indebtedness to net capital both as defined shall not exceed 15 to Rule 5c3-

also provides that equity capital may not be withdrawn or cash dividends paid if the resulting net

capital
ratio would exceed 10 to Net capital and aggregate indebtedness change day to day but

on October 31 2011 the Company had net capital of $1238421 which was $988421 in excess of

its required net capital of $250000 and the Companys ratio of aggregate indebtedness $48397
to net capita was 0.04 to which is less than the 15 to maximum allowed

Note 13 RECONCILIATION OF AUDITED NET CAPITAL TO UNAUDITED FOCUS

There is difference of $31558 between the computation of net capital under net capital SEC Rule

15c3-1 and the corresponding unaudited FOCUS part hA

Net capital per unaudited schedule 1206863

Adjustments

Retained earnings 5259
Non-allowable assets 1422

Haircuts undue concentration 35395

Total adjustments 31558

Net capital per audited statements 1238421

13



Montrose Securities International

Schedule Computation of Net Capital Requirements

Pursuant to Rule 15c3-1

As of October 31 2011

Computation of net capital

Common stock 30000

Additional paid-in capital 870000

Retained earnings 413363

Total stockholders equity 1313363

Less Non-allowable assets

Furniture and equipment net 4276
Accounts receivable 527
Deposit 5035

Total non-allowable assets 9838

Net capital before haircuts 1303525

Less Haircuts and undue concentration

Haircut on marketable securities 22386
Haircut on mutual funds 39885
Undue concentration 2833
Total haircuts undue concentratior 65104

Net Capital 1238421

Computation of net capital requirements

Minimum net capital requirements

2/3 percent of net aggregate indebtedness 3226
Minimum dollar net capital required 250000

Net capital required greater of above 250000

Excess net capital 988421

Ratio of aggregate indebtedness to net capital 0.04

There was difference of $31558 between net capital computation shown here and the net capital

computation shown on the Companys unaudited Form X- 7A-5 report dated October 31 2011

See Note 13

See independent auditors report

14



Montrose Securities International

Schedule II Computation for Determining of Reserve

Requirements Pursuant to Rule 15c3-3

As of October 31 2011

Credit Balances

Free credit balances and other credit balances in customers security

Customer payable 35035

Total credits 35035

Debit Balances

Debit balances in customers cash and margin acounts

excluding unsecured accounts and accounts doubtful

of collection net of deductions pursuant to Note

Exhibit Rule 15c3-3

30 calendar days

Total debits

Reserve Computation

Excess of total debits over total credits 35035

Amount held on deposit in reserve account at October 31 2011 102522

Amount in reserve account 102522

See independent auditors report
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Montrose Securities International

Schedule Ill-Computation for Determination of Reserve

Requirements Pursuant to Rule 15c3-3

As of October 312011

computation of reserve requirements is not applicable to Montrose Securities International as the

Company qualifies for exemption under rule 15c3-3 k2ii However for purposes of

presentation the Company has included Schedule ITComputation for Determination of Reserve

to highlight the amount held on deposit in the reserve account

See independent auditors report
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Montrose Securities International

Schedule IV-Information Relating to Possession or Control

Requirements Under to Rule 15c3-3

As of October 31 2011

Information relating to possession or control requirements is not applicable to Montrose Securities

International as the Company qualifies for exemption under Rule 15c3-3 k2ii

See independent auditors report
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Montrose Securities International

Supplementary Accountants Report

on Internal Accounting Control

Report Pursuant to 17a-5

For the Year Ended October 31 2011



BREARD ASSOCIATES INC

CERTIFIED PUBLICACCOUNTANTS

Board of Directors

Montrose Securities International

In planning and performing our audit of the financial statements of Montrose Securities

International the Company as of and for the year ended October 31 2011 in accordance with

auditing standards generally accepted in the United States of America we considered the

Companys internal control over financial reporting internal control as basis for designing our

auditing procedures for the purpose of expressing our opinion on the financial statements but not

for the purpose of expressing an opinion on the effectiveness of the Companys internal control

Accordingly we do not express an opinion on the effectiveness of the Companys internal control

Also as required by rule 17a-5g1 of the Securities and Exchange Commission SEC we have

made study of the practices and procedures followed by the Company including consideration of

control activities for safeguarding securities This study included tests of such practices and

procedures that we considered relevant to the objectives stated in rule 7a-5g in making the

periodic computations of aggregate indebtedness or aggregate debits and net capital under rule

7a-3a 11 and for determining compliance with the exemptive provisions of rule 5c3 -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

Making quarterly securities examinations counts verifications and comparisons and

recordation of differences required by rule 17a-13

Complying with the requirements for prompt payment for securities under Section

of Federal Reserve Regulation 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 judgements 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

SECs 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 use or

disposition and that transactions are executed in accordance with managements authorization and

recorded properly to permit the preparation of financial statements in conformity with generally

accepted accounting principles Rule 7a-5g lists additional objectives of the practices and

procedures listed in the preceding paragraph

Nitiii1ru 1riii I24
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Because of inherent limitations in internal control and 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 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

control deficiency exists when the design or operation of control does not allow management

or employees in the normal course of performing their assigned functions to prevent or detect

misstatements on timely basis sign/Icant deficiency is control deficiency or combination of

control deficiencies that adversely affects the entitys ability to initiate authorize record process

or report financial data reliably in accordance with generally accepted accounting principles such

that there is more than remote likelihood that misstatement of the entitys financial statements

that is more than inconsequential will not be prevented or detected by the entitys internal control

material weakness is significant deficiency or combination of significant deficiencies that

results in more than remote likelihood that material misstatement of the financial statements will

not be prevented or detected by the entitys internal control

Our consideration of internal control was for the limited purpose described in the first and second

paragraphs and would not necessarily identify all deficiencies in internal control that might be

material weaknesses We did not identify any deficiencies in internal control and 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 Securities Exchange Act of 1934 and related regulations and that practices and procedures

that do not accomplish such objectives in all material respects indicate material inadequacy for

such purposes Based on this understanding and on our study we believe that the Companys

practices and procedures as described in the second paragraph of this report were adequate at

October 31 2011 to meet the SECs objectives

This report
is intended solely for the information and use of the Board of Directors management

the SEC Financial Industry Regulatory Authority and other regulatory agencies that rely on rule

7a-5g 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

Breard Associates Inc

Certified Public Accountants

Oakland California

December 20 2011

ii



Montrose Securities International

Report on the SIPC Annual Assessment

Pursuant to rule 17a-5

For the Year Ended October 31 2011



BREARD ASSOCIATES INC

CERTIFIED PUBLIC ACCOUNTANTS

Board of Directors

Montrose Securities International

Pursuant to Rule 7a-5 of the Securities Exchange Act of 1934 we have performed the

following procedures with respect to the accompanying schedule Form SIPC-7 of Securities

Investor Protection Corporation assessments and payments of Montrose Securities International

the Company for the year ended October 31 2011 Our procedures were performed solely to

assist the Company in complying with Rule 17a-5 and our report is not to be used for any

other purpose The procedures we performed are as follows

Compared listed assessment payments with respective cash disbursements records entries

Compared amounts reported on the unaudited Form X-17A-5 for the year ended October 31

2011 with the amounts reported in General Assessment Reconciliation Form SIPC-7

Compared any adjustments reported in Form SIPC-7 with supporting schedules and working

papers

Proved the arithmetical accuracy of the calculations in the Form SIPC-7 and in the related

schedules and working papers supporting adjustments and

Compared the amount of any overpayment applied with the Form SIPC-7 on which it was

computed

Because the above procedures do not constitute an examination made in accordance with generally

accepted auditing standards we do not express an opinion on the schedule referred to above

In connection with the procedures referred to above nothing came to our attention that caused us

to believe that the amounts shown on the Form SIPC-7 were not determined in accordance with

applicable instructions and forms This report relates only to schedules referred to above and does

not extend to any financial statements of Montrose Securities International taken as whole

Breard Associates inc

Certified Public Accountants

Oakland California

December 20 2011
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Montrose Securities International

Schedule of Securities Investor Protection Corporation

Assessments and Payments

For the Year Ended October 31 2011

Total assessment

SIPC-6 general assessment

Payment made on May 31 2011

SIPC-7 general assessment

Payment made on December 12 2011

Total assessment balance

overpayment carried forward

Amount

5509

3352

2555

398



Moiitrose Securities International

Report Pursuant to Rule I7a5

Financial Statements

For the Year Ended October 31 2011


