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OAILI OR AFFIRMAIKTh

Steve Pene swear or affirm that to the hLst of

my knowledge and belief the accompanying financial statement mnd supporting schedules pertaining to the ffrrn of

Reed Company
as

December 31 20 11
are true and correct furthcr seai or affirm that

neither the company nor my paitner proprietor principal officer or director has any proprietary interest in any account

classified solely as that of customer except as follows

State of

County of

Subsenbed and sworn to or affirmed before me

orthia day of ______ by
Signature

proved to me on

the basis of ahsfactory emdences to be the

person whe appeared before me
itle

Notary Public

ii 9460
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Statement of Changes in Financial ondition

Statement of hanges in Sto kholders qulty or Partners or Sole Proprietors Capital

Stateni nt of Changes in Liabilities Subordinated to laims of Creditors

Cor iputation of Net Capital

or iputation for Ietermination of Reserve Requirements Pursuant to Rule 5e

Information Relating to the Pc ssession Control Requirements Under Rule 5c33

Reconciliation including appropriate explanation of the Computation ofNet Capital Under Rule Sc arid the

or nputation for letermination of the Reserse Requirements Under Exhibit of Rule 5c 33
Remcr ation hets eri the auhtd and unaudited Statements of Financial Candition ith repmt to methods of

co isolidation

Li Ar Oath or Affrrmnati

ni py of he SIPC Supplemental Report

report describing any material inadequacies found to exist or found to haxe existed since the date of the previous audit

or conditions of confidential treatment oJ em am portions of this filing see section 240 a5e3



BREARD ASSOCIATES INC
CERTIFIED PUBLIC ACCOUNTANTS

Independent Auditors Report

Boaiii of Directors

S.L Reed Company

We have audited the accompanying statement of financial condition of S.L Reed Company the

Company as of December 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 17a-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 S.L Reed Company as of December 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

Northridge California

February 21 2012
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S.L Reed Company

Statement of Financial Condition

December 31 2011

Assets

Cash 95697

Receivables from clearing organizations 83623

Deposit with clearing organization 100000

Investments at market value 107597

Prepaid expense 12189

Total assets 399106

Liabilities and Stockholders Equity

Liabilities

Accounts payable and accrued expenses 109574

Payable to affiliate 37084

Loan payable to related party 100000

Total liabilities 246658

Stockholders equity

Common stock no par value 10000000 shares authorized

5000000 shares issued and outstanding 5000

Additional paid-in capital 197850

Accumulated deficit 50402
Total stockholders equity 152448

Total liabilities and stockholders equity 399106

The accompanying notes are an integral part of these financial statements



S.L Reed Company

Statement of Income

For the Year Ended December 31 2011

Revenues

Commissions 1517318

Fee based income 1065

Interest income 831922

Total revenues 2350305

Expenses

Employee compensation and benefits 1154676

Commission expense 456855

Expense allocation from affiliate 444600

Professional fees 16083

Interest expense 13053

Other operating expenses 48095

Total expenses 2133362

Net income loss before income tax provision 216943

Income tax provision 2675

Net income loss 214268

The accompanying notes are an integral part of these financial statements



S.L Reed Company

Statement of Changes in Liabilities Subordinated

to the Claims of General Creditors

For the Year Ended December 31 2011

Amount

Balance at December 31 2010 100000

Increase

Decrease

Conversion to unsubordinated status 100000

Balanceat December3l2011

The accompanying notes are an integral part of these financial statements



S.L Reed Company

Statement of Changes in Stockholders Equity

For the Year Ended December 31 2011

Balance at December 31 2010

Distributions to stockholders

Net income loss

Balance at December 31 2011

Additional

Paid-in

Common Stock Capital

5000 197850

5000 197850

Accumulated

Deficit

128496

136174

214268

50402

Total

74354

136174

214268

152448

The accompanying notes are an integral part of these financial statements



S.L Reed Company

Statement of Cash Flows

For the Year Ended December 31 2011

Cash flow from operating activities

Net income loss 214268

Adjustments to reconcile net income loss to net

cash provided by used in operating activities

Increase decrease in assets

Receivables from clearing organizations 53623

Deposit with clearing organization 25000

Investments at market value 268

Prepaid expense 1360

Increase decrease in liabilities

Accounts payable and accrued expenses 51265

Payable to affiliate 27407

Total adjustments 101389

Net cash provided by used in operating activities 112879

Net cash provided by used in in investing activities

Cash flow from financing activities

Capital distributions 136174

Net cash provided by used in financing activities 136174

Net increase decrease in cash 23295

Cash at beginning of year 118992

Cash at end of year 95697

Supplemental disclosure of cash flow information

Cash paid during the year for

Interest

Income taxes 2675

The accompanying notes are an integral part of these financial statements



S.L Reed Company

Notes to Financial Statements

December 31 2011

Note GENERAL AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

General

S.L Reed Company the Company was incorporated in the state of California on March 18

1996 and began operations on March 25 1997 The Company is registered broker/dealer under

the Securities Exchange Act of 1934 and is member of the Financial Industry Regulatory

Authority FINRA and the Securities Investor Protection Corporation SIPC

The Company is wholly-owned subsidiary of Windward Capital Group the Parent and is

affiliated through common ownership with Windward Capital Management Co Windward

The Company operates as retail broker/dealer in corporate securities over-the-counter corporate

debt securities mutual funds municipal securities variable life annuities and U.S government

securities The Company also operates as put and call broker/dealer or option writer

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 ficant 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

Receivables from clearing organizations represent commissions earned on securities transactions

These receivables 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



S.L Reed Company

Notes to Financial Statements

December 31 2011

Note GENERAL AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Continued

The operations of the Company are included in the consolidated federal income tax return filed by

the Parent Federal income taxes are calculated as if the Company filed on separate basis and the

amount of current tax and/or benefit calculated is either remitted to or received from the Parent

With the consent of its shareholders the Company has elected to be treated as an Corporation

under Subchapter of the Internal Revenue Code Subchapter of the Code provides that in lieu

of corporate income taxes the stockholders are individually taxed on the Companys taxable

income therefore no provision or liability for Federal Income Taxes is included in these financial

statements The State of California has similar regulations although there exists provision for

minimum franchise tax and tax rate of 1.5% over the minimum franchise fee of $800

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

February 21 2012 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

Note RECEIVABLES FROM CLEARING ORGANIZATIONS

Pursuant to the clearance agreement the Company introduces all of its securities transactions to

clearing brokers on fully disclosed basis All of the customers money balances and security

positions are carried on the books of the clearing brokers In accordance with the clearance

agreement the Company has agreed to indemnify the clearing brokers for losses if any which the

clearing brokers may sustain from carrying securities transactions introduced by the Company In

accordance with industry practice and regulatory requirements the Company and the clearing

brokers monitor collateral on the customers accounts For the year ended December 31 2010 the

receivable from clearing brokers of $83623 was pursuant to these clearance agreements

Note DEPOSIT WITH CLEARING ORGANIZATION

The Company has brokerage agreement with J.P Morgan Clearing Corporation Clearing

Broker to carry its account and the accounts of its clients as customers of the Clearing Broker

The Clearing Broker has custody of the Companys cash balances which serve as collateral for any

amounts due to the Clearing Broker as well as collateral for securities sold short or securities

purchased on margin Interest is paid monthly on these cash deposits at the average overnight

repurchase rate The balance at December 31 2011 was $100000



S.L Reed Company

Notes to Financial Statements

December 31 2011

Note INVESTMENTS AT MARKET VALUE

As of December 31 2011 the short-term investment account consists of $107597 in Certificates of

Deposit with an effective interest rate of 0.25% at financial institution This short-term

investment is FDIC insured and matures June 18 2012

Note INCOME TAXES

As discussed in the Summary of Significant Accounting Policies Note the Company has

elected the Subchapter Corporation tax status therefore no provision or liability for federal

income taxes is included in these financial statements The State of California recognizes

Subchapter Corporations for state tax purposes However the state imposes 1.5 tax on the

net income and minimum Franchise Tax of $800 whichever is greater For the year ended

December 31 2011 the state income tax provision totaled $2675

As discussed in Note the Company is whollyowned subsidiary and is included in the

consolidated income tax returns filed by its Parent portion of the consolidated income tax

liability is allocated to the Company as if the Company had filed separate income tax returns

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



S.L Reed Company

Notes to Financial Statements

December 31 2011

Note FAIR VALUE MEASUREMENT ACCOUNTING PRONOUNCEMENT

Continued

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

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

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

Assets Fair Value Level Inputs Level Inputs Level Inputs

107597 107597

Total 107597 107597

Note RELATED PARTY TRANSACTIONS

The Company and the Parent share personnel administrative expenses and office space All costs

incurred for such shared expenses are paid by Windward and reimbursed by the company in

accordance with an administrative services agreement These expenses are reported as

Administrative expense on the statement of income For the year ended December 31 2011 the

Company paid $444600 under this agreement

The Company and Windward share some mutual clients due to Windward clients requiring margin

accounts available through Reed Company Trading activity for these accounts generates

commission income and margin debit balance interest income for Reed Company along

with the corresponding execution and clearing charges that the company pays Windward also

utilizes Reed Company for executing trades from non-shared customers The net revenues

derived from Windward client trades were approximately 80% of total net revenues for 2011



S.L Reed Company

Notes to Financial Statements

December 31 2011

Note RELATED PARTY TRANSACTIONS

Continued

On July 29 2011 the Companys management determined that subordination of its $100000 note

payable to its Parent was no longer necessary Accordingly the subordination agreement with

FINRA was allowed to expire As result the note was not available in computing net capital

under the Securities and Exchange Commissions uniform net capital rule at December 31 2011

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 PROFIT SHARING PLAN

Effective January 2000 the Companys Board of Directors adopted qualified 401K Profit

Sharing Plan the Plan All employees 21 years of age or older are eligible to participate in the

Plan provided they have been employed for more then one year The Company plan contributions

are discretionary and are determined each year by the Company The participants must be

employed on the last day of the plan year and have worked at least 1000 hours during the year to

receive pre-tax
contribution The participants contributions are 100% vested at all times The

Companys profit sharing contributions are vested 20% per year of service after the first two years

with the Company For the year ended December 31 2011 there was no contribution to the plan

by the Company

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

10



S.L Reed Company

Notes to Financial Statements

December 31 2011

Note 10 RECENTLY ISSUED ACCOUNTING STANDARDS

In June of 2009 the Financial Accounting Standards Board the FASB implemented major

restructuring of U.S accounting and reporting standards This restructuring established 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 New

accounting pronouncements are incorporated into the ASC through the issuance of Accounting

Standards Updates ASUs

For the year ending December 31 2011 various ASUs 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

2010-29 Business Combinations Topic 805 Disclosure of After December 15 2010

Supplementary Pro Forma Information for Business

Combinations December 2010

2011-04 Fair Value Measurement Topic 820 Amendments After December 15 2011

to Achieve Common Fair Value Measurement and

Disclosure Requirements in U.S GAAP and IRFSs

May 2011

2011-05 Comprehensive Income Topic 220 Presentation of After December 15 2011

Comprehensive Income June 2011

2011-08 Intangibles Goodwill and Other Topic 350 After December 15 2011

Testing Goodwill for Impairment September 2011

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

11



S.L Reed Company

Notes to Financial Statements

December 31 2011

Note 11 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 December 31 2011 the Company had net capital of $134872 which was $118428 in excess of

its required net capital of $16444 and the Companys ratio of aggregate indebtedness $246658

to net capital was 1.83 to which is less than the 15 to maximum allowed

Note 12 RECONCILIATION OF AUDITED NET CAPITAL TO UNAUDITED FOCUS

There is difference of $490 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 135362

Adjustments

Accumulated deficit 490

Total adjustments 490

Net capital per audited statements 134872

12



S.L Reed Company

Schedule Computation of Net Capital Requirements

Pursuant to Rule 15c3-1

As of December 31 2011

Computation of net capital

Common stock 5000

Additional paid-in capital 197850

Accumulated deficit 50402

Total stockholders equity 152448

Less Non-allowable assets

Prepaid expense 12189

Total non-allowable assets 12189

Net capital before haircuts 140259

Less Haircuts and undue concentration

Haircut on CDs 269
Haircut on Fidelity Bond 5000
Undue concentration 118
Total haircuts undue concentratioi 5387

Net Capital 134872

Computation of net capital requirements

Minimum net capital requirements

2/3 percent of net aggregate indebtedness 16444

Minimum dollar net capital required 5000

Net capital required greater of above 16444

Excess net capital 118428

Ratio of aggregate indebtedness to net capital 1.83

There was difference of $490 between net capital computation shown here and the net capital

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

See Note 12

See independent auditori report



S.L Reed Company

Schedule II Computation for Determining of Reserve

Requirements Pursuant to Rule 15c3-3

As of December 31 2011

computation of reserve requirements is not applicable to S.L Reed Company as the Company

qualifies for exemption under Rule 15c3-3k2ii

See independent auditor report

14



S.L Reed Company

Schedule III Information Relating to Possession or Control

Requirements Pursuant to Rule 15c3-3

As of December 31 2011

Information relating to possession or control requirements is not applicable to S.L Reed

Company as the Company qualifies for exemption under Rule 5c3-3k2ii

See independent auditor report

15



S.L Reed Company

Supplementary Accountants Report

on Internal Accounting Control

Report Pursuant to Rule 17a-5

For the Year Ended December 31 2011



BREARD ASSOCIATES INC
CERTIFIED PUBLIC ACCOUNTANTS

Board of Directors

S.L Reed Company

In planning and performing our audit of the financial statements of S.L Reed Company the

Company as of and for the year ended December 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 7a-5g 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

17a-3all and for determining compliance with the exemptive provisions of rule 15c3-3

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 the quarterly securities examinations counts verifications and comparisons

and the recordation of differences required by rule 7a- 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 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

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
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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

ftiture 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 signjfIcant 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 December 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

Northridge California

February 21 2012

ii



S.L Reed Company

Report on the SIPC Annual Assessment

Pursuant to Rule 17a-5

For the Year Ended December 31 2011



BREARD ASSOCIATES INC
CERTIFIED PUBLIC ACCOUNTANTS

Board of Directors

S.L Reed Company

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 S.L Reed Company the

Company for the year ended December 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 December

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 S.L Reed Company taken as whole

Breard Associates Inc

Certified Public Accountants

Northridge California

February 21 2012
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S.L Reed Company

Schedule of Securities Investor Protection Corporation

Assessments and Payments

For the Year Ended December 31 2011

Total assessment

SIPC-6 general assessment

Payment made on October 27 2011

SIPC-7 general assessment

Payment made on February 16 2012

Total assessment balance

overpayment carried forward

Amount

3266

1587

2318

639


