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OATH OR AFFIRMATION

1, KENNETH J ELLSPERMANN , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
ONB INVESTMENT SERVICES INC. , 35
of DECEMBER 31 ,20 02 , are true and correct. I further swear {or affirm) that

neither the company nor any parlaer, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

ignkifir

PRESIDENT
Title

STATE 0F Twdi Awva .
VANDER GuC CounTy

COMMISSJAM EXPIRES may /U,JOGP
VAnDERGuecH Counry

motary Public
STEPHANIE K GRIFFI
This report** contains (check all apphcable boxes):
I (a) Facing Page.
(b) Statement of Financial Condgtxon
(c) Statement of Income (Loss).
(d) Statement of Changes in Financial Condition.
(¢) Stalement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.
il {f) - Statement of Changes in Liabifities Subordinated to Claims of Creditors.
(2) Computation of Net Capital.
O m Computation for Determination’of Reszrve Requirements Pursuant to Rule 15¢3-3.
D (1} Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.
(i) A Reconcitiation, including appropriate explanation of the Computation of Net Capital Under Rule I5c3‘»3 and the
Computation for Determination-of the Reserve Requirements Under Exhibit A of Rute 15¢3-3.
0 (k) A Reconciliation between (he audxted and unaudited Statements of Financial Condition with respect to m"thods of
_consolidation. - : :
X () AnOath or Affirmation. ‘ i
O (m) A copy of the SIPC Supplemental Report. .
O ma report describing any material: madequacues found to exist or found to have existed since the daie of the previous audit.

**For conditions of confidential tream:’enl of certain portions of this filing, sce section 240.17a-5(ej(3).
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PRICEVATERHOUSE(COPERS

PricewaterhouseCoopers LLP
One North Wacker

Chicago IL 60606

Telephone (312) 298 2000

Report of Independent Accountants

To the Board of Directors of
ONB Investment Services, Inc.

In our opinion, the accompanying statement of financial condition and the related statements of
income, changes in stockholder's equity and cash flows present fairly, in all material respects, the
financial position of ONB Investment Services, Inc. (the "Company") at December 31, 2002, and
December 31, 2001, and the results of its operations and its cash flows for the year then ended in
conformity with accounting principles generally accepted in the United States of America. 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. We conducted our audit of-
these statements in accordance with auditing standards generally accepted in the United States of
America which 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,
assessing the accounting principles used and significant estimates made by managément, and
evaluating the overall financial statement presemat]on We believe that our audit provides a
reasonable basis for our opinion. :

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The supplementary information is presented for purposes of additional analysis
and is not a 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 a whole.

February 21, 2003
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ONB Investment Services, Inc.

Statement of Financial Condition
December 31, 2002

ASSETS

Cash and cash equivalents

Cash segregated under Federal and other regulations

Securities purchased under agreements to resell

Receivable from clearing brokers

Premises and equipment, net of accumulated depreciation of $437,922
Goodwill

Prepaid expenses

Other assets

Total assets

LIABILITIES AND STOCKHOLDER’S EQUITY

Liabilities: _

Accrued expenses and other liabilities
Stockholder’s equity:

Common stock

Additional paid-in capital

Retained earnings  «

Total stockholder’s equity

Total liabilitieé and stockholder’s equity

The accompanying notes are an integral part of these financial statements.
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$

$

$

649,198
99,594
992,710
336,798
261,187
582,862
87,103
99,985

3,109,437

459,474

4,844

1,469,695
1,175,424

2,649,963
3,109,437



!

i U]

ONB Investment Services, Inc.

Statement of Income
For the Year Ended December 31, 2002

Revenues:
Commission revenue $ 5313571
Other commissions and fees 279,828
Interest income 19,367
Other income 29,003
Total revenues 5,641,769
Expenses:
Salaries and employee beneﬁts 3,730,234
Clearing fees and other clearing related expenses 453,273
Equipment expenses 38,324
Occupancy expenses 224,758
Professional fees 52,747
Depreciation ‘ 108,996
Licenses, subscriptions and regulatory fees 172,245
Training and education 24,523
Travel 42,728
Administrative supplies 129,986
Marketing expenses 179,647
Other services - m‘ercompany 160,151
Other 22,872
Total expenses 5,340,484
Income before income taxes 301,285
Income taxes 5 127,756
Net income § 173,529

The accompanyiﬁg notes are an integral pant of these financial statements.

-3-
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ONB Investment Services, Inc.

Statement of Changes in Stockholder's Equity
For the Year Ended December 31, 2002

Additional
Common Paid-In Retained
Stock* Capital Earnings Total
Balance, December 31, 2001 $ 4844 § 1469696 3 1,001,894 § 2,476,434
Net income . - 173,529 173,529
$ 2,649,963

Balance, December 31, 2002 $ 4844 § 1,469,696 § 1175423

*$1 par value; 4,844 shares authorized, issued and outstanding

The accompanying notes are an integral part of these financial statements.
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- - ONB Investment Services, Inc.

Statement of Cash Flows
For the Year Ended December 31, 2002

Cash flows from operating activities:

= Net income $ 173,529
= Adjustments to reconcile net income to net cash used in
operating activities:
Depreciation 108,996
E Changes in assets and liabilities:
= Cash segregated under Federal and other regulations (1,363)
Securities purchased under agreements to resell (383,455)
E Receivable from clearing brokers (189,101)
Prepaid expenses {21,035)
Other assets (7,160)
g Accrued expenses and other liabilities 4,066
Total adjustments {489,052)
B Net cash used in operating activities (315,523)

Cash flows from investing activities:

Purchase of premises and equipment (68,189)

Net cash used in ihvesting activities (68, 189)

Net decrease in cash and casp equivalents (383,712)
Cash and cash équivalents, ﬁegng of year 1,032,910
Cash and cash equivalents, end of year $ 649,198

Supplemental disclosure of cash flow information:
Income taxes paid to Parent ‘ h) 138,848

The accompanying notes are an integral part of these financial statements.

-5-




ONB Investment Services, Inc.

Notes to Financial Statements

1. Nature of Operations and Significant Accounting Policies

ONB Investment Services, Inc. (the “Company”) is a registered broker-dealer and registered
investment advisor. The Company provides securities transaction services, which it clears on a
fully disclosed basis through other brokers, and investment company transaction services, which it
clears directly with the funds, to customers located through the United States of America.

The Company is a wholly-owned subsidiary of Old National Bancorp (“Parent”) and the majority of
the customers are depositors or other customers of the Parent or entities affiliated with the Parent

(collectively, “affiliated entities™).

t

Cash Equivalents

All highly liquid investments with a maturity of three months or less at the date of purchase are
considered to be cash equivalents,

Use of Estimates’

The preparation of financia! 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 revenues and expenses during the
reporting period. Actual results could differ from those estimates.

Securities Purchased Under Agreemeﬁts to Resell

Transactions involving purchases of securities under agreements to resell are accounted for as
collateralized financings at cost plus accrued interest, which approximates fair value.

The Company monitors the fair value of the securities purchased under these agreements on a daily
basis and may require counterparties to deposit additional collateral or return pledged collateral
when appropriate.

Premises and Equipment

Premises and equipment are stated at cost less accumulated depreciation. Depreciation is charged to
operating expense over the useful lives of the assets, ranging from three to seven years, principally
on the straight-line method. Leasehold improvements are amortized over the lesser of the economic
useful life of the improvement or the term of the lease. Maintenance and repairs are expensed as
incurred while major additions and improvements are capitalized.

Goodwill

The excess of the cost of acquired entities over the fair value of identifiable assets acquired less
liabilities assumed is recorded as goodwill. Amortization of goodwill is no longer recorded as a
result of the Company’s adoption of FASB Statement No. 142, Goodwill and Other Intangible
Assets. The recoverability of goodwill is penodlcally evaluated by the Company There was no
impairment as of year-end.

Income Recognition

Commission revenue and expenses are recorded on trade date,

-6-




ONB Investment Services, Inc.

Notes to Financial Statements, Continued

Fair Value of Fiuanc_ial Instruments

Substantizlly all of the Company’s financial instruments are reported at fair value. Assets including
cash, receivables and other assets are carried at their fair value. Similarly, all of the Company’s
liabilities are carmed at amounts approximately fair value due to their short-term nature.

Income Taxes

The Company is included in the consolidated income tax return of its Parent. Under the terms of an
informal tax sharing agreement, the Company records income taxes as if it were a separate
company. Amounts deemed to be payable or receivable on this basis are settled with the Parent.

Cash Segfegated Under Federal and Other Reguiations

Cash of $99,564 has been segregated in a special reserve bank account for the benefit of customers
under Rule 15¢3-3 of the Securities and Exchange Commissions.

Receivable from Clearing Brokers

The Company clears customer securities transactions on a fully disclosed basis through other
brokers. Receivable from clearing brokers represents commission revenue earned net of clearing
expenses for the aforementioned customer transactions, amounts due to/from such clearing brokers -
for unsettled securities transactions and other amounts due relating pnmanly to fees and income

. earned f]‘OHI customers’ securities transactions,

Related Parties

The Company compensates the Parent for services provided and other afﬁhates for computer,
network and other related support. ,

Some expenses, such as compensation, office supplies, equipment, marketing and advertising and
communications costs are incurred by affiliated entities and are allocated to the Company at the
direction of the Parent.

At December 31, 2002, $160,151 of expenses have been allocated by the Parent.

-7-




ONB Investment Services, Inc.

Notes to Financial Statements, Continued

S.

Income Taxes

The results of the operations of the Company are included in the consolidated Federal and state tax
returns filed by its Parent. The current and deferred portion of the income tax expense (benefit)
included in the Statement of Income as determined in accordance with FASB Statement No. 109,
Accounting for Income Taxes are as follows:

Current Deferred Total
Federal § 117,100 § (16,141) ' $ 100,959
State and local 31,081 (4,284) 26,797
Total s 148,181 § (20425) $ 127,756

Off-Balance-Sheet Credit and Market Risk

Securities transactions of customers are introduced to and cleared through three clearing brokers.
Under the terms of its clearing agreements, the Company is required to guarantee the performance
of its customers in meeting contracted obligations. In conjunction with the clearing brokers, the
Company seeks to control the risks associated with its customer activities by requiring customers to
maintain collateral in compliance with various regulatory and internal guidelines. Compliance with
the various guidelines are monitored daily and, pursuant to such guidelines, the customers may be
required to deposit additional collateral, or reduce positions when necessary. The Company does
not anticipate nonperformance by customers or its clearing brokers. In addition, the Company has a
policy of reviewing, as considered necessary, the clearing brokers with which it conducts business.

Retirement Plan

The Parent has a noncontributory defined benefit retirement plan covering substantially all full-time
employees, Retirement benefits are based on years of service and compensation during the highest
paid five years of employment.

During 2001, the Parent amended this Plan to freeze the benefits accrued for all participants, except
active participants who have completed at least 20 years of service or who have attained age 50 with
at least five years of vesting service, ‘

Profit Sharing Plan

The Parent has a profit-sharing plan for all employees who meet eligibility requirements.
Contributions to the Plan are made when certain consolidated profit conditions are met. Employees
may participate by contributing a percentage of their salary, a portion of which is matched by the
Parent.




ONB Investment Services, Inc.

Notes to Financial Statements, Continued

S.

10.

Commitments and Contingent Liabilities

As of January 30, 2002, the Company entered into an agreement with the Bank of New York
Clearing Services, LLC (“BNYCS”) to introduce certain of the Company’s customers on a fully
disclosed basis. If this agreement is terminated for any reason, the Company shall pay to BNYCS a
termination fee equal to $296,600, plus expenses incurred by BNYCS in discontinuing the clearing
arrangement.

Net Capital Requirements

Pursuant to Rule 15¢3-1 of the Securities and Exchange Commission, the Company is required to
maintain net capital of 6 2/3 percent of aggregate indebtedness or $250,000, whichever is greater,

Net capital and net capital requirements change from day to day, but at December 31, 2002, the
Company had net capital and net capital requirements of approximately $96,855 and $250,000,
respectively. The Company’s ratio of aggregate indebtedness to net capital was 1.57 to 1 at
December 31, 2002. o

On December 31, 2002, the Company had a net capital deficiency in the amount of $153,145. The
net capital deficiency primarily arose due to the Company’s misinterpretation of the National ’
Association of Securities Dealers, Inc. (the “NASD”) net capital rules, which determined a
contingent liability to its clearing broker, the Bank of New York, should be deducted from net
capital. This deficiency situation was corrected subsequent to December 31, 2002 by amending the
Bank of New York agreement and the regulatory agencies were appropriately notified. :
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ONB Investment Services, Inc.

Computation of Net Capital
As of December 31, 2002

Stockholder’s equity

Deductions and/or charges:
Non-allowable assets:
Restricted cash

Receivables from brokers or dealers and clearing organizations

Securities purchased under agreement to resell
Fixed assets
Prepaid expenses
Goodwill
Other assets
Other termination fee
-~ Total deductions and/or charges
Net capft_al before haircuts on securities
Haircuts on securities
.. Net capital
Minimum dollar net capital requirement (A)
Aggregét_é indebtedness
6-2/3% of aggregate indebtedness (B)
Net capiéﬁl requirement (greater of A or B)

Net capital deficiency

.10~

$ 2,649,963
89,595
138,655
992,710
261,187
87,103
582,862
96,685
296,600

2,545,397

104,566

7,711

$ 96,855 -

$ 250,000

$ 756,074

$ 50,405

$ 250,000

!

3 (153,145)



ONB Investment Services, Inc.

Reconciiiation of the Computation of Net Capital with the
Corresponding Unaudited Computation Included in the FOCUS-Part ||

L}

December 31, 2002

FOCUS - PARTII

Reconciliation:
Net capital as reported in the Company’s unaudited

X-17A-5 filing as of December 31, 2002 $ 483,050
Adjustments:
Increase to non-allowable assets (89,595)
Increase to other - termination fee (296,600)»
| (386,195)
Adjusted net capital 96,855
Net capital required 250,000
Adjusted net capital $ (153,145)
Reconciliation of aggregate indebtedness:
Aggregate indebtedness, as reported $ 756,074 -
Adjustments: various accruals -
Adjusted aggregate indebtedness - S 756,074 -
Net capital requirement at 6 2/3% 6f aggregate indebtedness b 50,405

-11-
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ONB Investment Services, Inc.

Statement Pursuant to Rule 15¢3-3
December 31, 2002

Although the Company is not exempt from Rule 15¢3-3, it does not transact a business in securities with
or for customers and does not carry margin accounts, credit balances or securities for any person defined
as a “customer” pursuant to Rule 17a-5(c)(4). Accordingly, there are no amounts reportable under this
section.

-12-
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PricewaterhouseCoopers LLP
One North Wacker

Chicago IL 60606

Telephone (312} 298 2000

Supplementary Report of Independent Accountants on
Internal Control Pursuant to SEC Rule 17a-5

To the Board of Directors of
ONB Investment Services, Inc.

In planning and performing our audit of the financial statements and supplemental schedules of
ONB Investment Services, Inc. (the “Company”) for the year ended December 31, 2002, we
considered its internal control, including control activities 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.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (the
“SEC”), we have made a study of the practices and procedures followed by the Company,
including tests of compliance with such practices and procedures, that we considered relevant
to the objectives stated in Rule 17a-5(g), in the following:

1. Making the periodic computations of aggregate 1ndebtedness and net capital under Rule
17a-3(a)(11);

2. Making the quarterly securities examinations, counts verifications, and comparisons, and

the recordation of differences required by Rule 17a-13;

Complying with the requirements for prompt payment for securities under Section § of

Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System;

and .

4. Determining compliance with the exemptive provisions of Rule 15¢3-3.

(5]

Because the Company conducts business in accordance with the exemptive provisions of
paragraph (k)(2)Xi) of Rule 15¢3-3, we did not review the practices and procedures followed by
the Company for the following:

{. Obtaining and maintaining physical possession or control of all fully paid and excess
margin securities of customers as required by Rule 15¢3-3;

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 control and of the practices and procedures referred to in the
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To the Board of Directors of
ONB Investment Services, Inc,

February 21, 2003

Page 2

preceding paragraph, and to assess whether those practices and procedures can be expected to
achieve the SEC’s 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
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 control or the practices and procedures referred to
above, errors or fraud may occur and not be detected. Also, projection of any evaluation of

internal contro] to future periods is subject to the risk that controls may become inadequate

because of changes in conditions or that the effectiveness of their design and operation may

deteriorate. ' '

Our consideration of internal contro] would not necessarily disclose all matters in internal
control that might be material weaknesses under standards established by the American
Institute of Certified Public Accountants. A material weakness is a condition in which the
design or operation of one or more of the specific internal control components does not reduce
to a relatively low level the risk that error or fraud in amounts that would be material in
relation to the financial statements being audited may occur and not be detected within a timely
period by employees in the normat course of performing their assigned functions. However,
except as noted below, there no matters involving internal control, including procedures for
safeguarding securities, that we consider to be imaterial weaknesses as defined above.

We noted that on December 31, 2002 the Corr{pany had a net capital deficiency in the amount
of $153,145. The net capital deficiency arose primarily due to the Company’s
misinterpretation of the National Association of Securities Dealers, Inc. (the “NASD") net

. capital rules. The Company determined a contingent liability to its clearing broker, the Bank

of New York, should not be deducted from net capital. Upon discussions with regulators,
which took place subsequent to year-end, it was determined that the contingent liability should
have been deducted from net capital, and therefore the Company was in a net capital deficiency
situation. Had this contingent liability of $296,600 not been classified as a charge to net
capital, the Company would have had a surplus above the required amount of $250,000. This
deficiency situation was corrected subsequent to December 31, 2002 by amending the Bank of
New York agreement and the regulatory agencies were appropriately notified. At all times, the
Company had adequate capital in accordance with accounting principles generally accepted in
the United States of America and customers’ assets were appropriately segregated.

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 a material inadequacy for such purposés. Based on this understanding and on our
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To the Board of Directors of
ONB Investment Services, Inc.
February 21,2003

Page3

study, we believe that the Company’s practices and procedures were adequate at December 31,
2002 to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors,
management, the SEC, the NASD, and other regulatory agencies that rety on Rule 17a-5(g)
under the Securities Exchange Act of 1934 in their regulation of registered brokers and dealers,
and is not intended to be and should not be used by anyone other than these specified parties.

February 21, 2003




