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OATH OR AFFIRMATION

1, Scott B. Earsh , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
___ Institutional Brokerage Services Company, LLC , 85

of December 31 ,2002 , are true and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprictary interest in any account
classified solely as that of a customer, except 3s follows: '

— , y,
MAUDIE £ MOREND Signature
NOTARY PURLIC, STATE OF OHIO
MY COMMISSION EXPIRES 08-29-07 President & CEOQ
| Title

Notary Public

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

(a) Facing Page,

(b) Statement of Financial Condition.

(c) Statement of Income (Loss),

(d) Statemesnt of Changes in Financial Condition.

(e) Statement of Changes in Stockhalders’ Equity or Partners’ or Solc Proprictors' Capital.

(P Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Camputation of Net Capital.

(h) Computation for Determination of Reserve Requirements Pursuant to Rule |5¢3-3.

(i) Information Relating to the Possession or Contrel Requirements Under Rule 15¢3-3.

(i) A Reconciligtion, including appropriate explanation of the Compuration of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Rceonciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

(I) An Oath or Affirmation. .

{m) A copy of the SIPC Supplemental Report.

0 OO0REBREEADA

OOk

**For conditions of canfidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).

(n) Arcport describing any materiaf inadequacies found to exist or found to have existed since the date of the previous audit.
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PRICEAATERHOUSE(COPERS

PricewaterhouseCoopers LLP
. One North Wacker

Chicage IL 60806

Telephone (312) 298 2000

Report of Independent Accountants

To the Member of
Institutional Brokerage Services Co., LLC

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 Institutional Brokerage Services Co., LLC (the
"Company") at December 31, 2002, and the results of its operations and its cash flows for
the pericd from inception (July 1, 2002) through December 31, 2002 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 staternents 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 pian and
perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstaternent. 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 management, and
evaluating the overall financial statement presentation. 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
staternents taken as a whole. The supplementary information is presented for purposes of
additional analysis and is not a required part of the basic financiel 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 financjal statements and, in our opinion, is fairly stated in all material
respects in relation to the basic financial statements taken as a whole.

PicesedshracLopors. WP

February 21, 2003
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institutional Brokerage Services Co., LLC

Statement of Financial Condition
December 31, 2002

Cash and cash equivalents $ 187,309
Goodwill 1,774,716
Other assets 4,287
Total assets $ 1,966,312
Liabilities and Member’s Equity
Accounts payable $ 5,185
Accounts payable - intercompany 4,962
Tax liability 1,832
Total laabilities 11,979
Member's equity 1,954,333
Total liabilities and member’s equity § 1,966,312

The accompanying notes are an integral part of the financial statements.
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Institutional Brokerage Services Co., LLC

Statement of Income

For the Period from Inception (July 1, 2002) Through December 31, 2002

Revenue:
Commissions and other income

Total revenue
Expenses:
Salaries
Execution and clearing expenses
Other services - intercompany
Administrative expenses
Subscriptions and regulatory expense
Other
Total expenses
Income befare taxes

Income taxes

Net income

$ 408,142
408,142

85,107
59,276
151,689
38,817
22,187
2,811

359,887

48,255
15,832

5 32,423

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




Institutional Brokerage Services Co., LLC

Statement of Changes in Member's Equity
For the Period from Inception (July 1, 2002) Through December 31, 2002

Balance, beginning of fiscal year $ 1,827,194
Contributed capital 94,716
Net income 32,423
Balance, end of fiscal year $ 1,954,333

The accompanying notes are an integral part of the financial statements.
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Institutional Brokerage Services Co., LLC

Statement of Cash Flows
For the Period from Inception (July 1, 2002) Through December 31, 2002

Cash flows from operating activities:

Net income $ 32,423

Adjustments to reconcile net ingome to net cash provided by
operating activities:
Changes in assets and liabilities:

Other assets 79,444

Accounts payable 5,185

Accounts payable - intercompany 4,962

Tax liability 1,832

Total adjustments 91,423

Net cash provided by operating activities 123,846

Increase in cash and cash equivalents 123,846

Cash and cash equivalents, beginning of period 63,463

Cagh and cash equivalents, end of period 3 187,309

The accompanying notes are an integral part of the financial statemnents.

5




Institutional Brokerage Services Co., LLC

Notes to the Financial Statements

1. Nature of Operations and Significapt Accounting Policies

Institutional Brokerage Services Co,, LLC (the “Company’) is a Delaware limited liability company
formed an April 11, 2002. The Company is a registered broker-dealer with the Securities and
Exchange Commission and is a member of the National Association of Securities Dealers, Inc.
(“NASD™). The Company provides securities transaction services, which it clears on a fully
disclosed basis through another broker. The Company’s sole and managing member is Old National
Bancorp (“Old National™). On July 1, 2002, the Company acquired the assets of Institutional
Brokerage Services Corporation.

The Company operates within a correspondent agreement with Pershing, a division of Donaldson
Lufkin Jenrette Securities Corp. (“Pershing”), which executes securities transactions, prepares and
mails correspondence, confirmations and statements, maintains prescribed books and records and
provides safe-keeping for the securities and cash in connection with transactions of the Company’s
clients.

Cash and Cash Equivalents

The Company considers all short-term investments with an original maturity of three months or less
to be cash equivalents. Included in cash and cash equivalents is a $25,000 deposit required by
Pershing, as a term of the fully disclosed clearing arrangement.

Use of Estimates

The preparation 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. Actual amounts could differ from those estimates.

Goodwill

On July 1, 2002, Old National acquired the assets and operations of Fund Evaluation Group, Inc.
(“FEG™). As part of this purchase, the Company acquired the assets and operations of Institutional
Brokerage Services Corporation, an affiliate under common ownership and control of FEG. Asa
result of this transaction, goodwill was allocated between FEG and the Company based on the
respective fair values of the assets acquired. Goodwill of 81,680,000 was recorded by the Company
as a result of this acquisition. Additional goodwil) of $94,716 has been recorded by the Company.

Income Taxes

As a sole member LLC, the Company is included in the consolidated income tax returmn of its
Member. 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.

Fair Value of Financial Instruments

Asscts including cash, deposits and other assets are carried at their fair value. Similarly, all of the
Company’s liabilities are carried at amounts which approximate fair value due to their short-term
nature. '




Institutional Brokerage Services Co., LLC

Notes to the Financial Statements, Continued

Concentration of Credit Risk

The Company’s financial instruments that are exposed to concentrations of credit risk consist
primarily of cash and cash equivalents. The Company places its cash and temporary cash
investments with high credit quality financial institutions. At times, such cash and temporary cash
investments may be in excess of the FDIC insurance limit.

2. Income Taxes

The results of operations of the Company are included in the consolidated federal and state tax
return filed by its Parent. The current and deferred portions 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 $ 9,364 $ 3983 8 13,347
State and local 2,485 - 2,485
Total $ 11849 § 3983 3§ 15832

3. Related Party Transactions

The Company compensates an affiliate, wholly-owned by Old National for services provided.
Other expenses, such as compensation, office supplies, and other expenses are bom by an affiliate.

4. Net Capital Requirements

Pursuant to Rule 15¢3-| of the Securities and Exchange Commission, the Company is required to
maintain net capital of 6-2/3 percent of aggregate indebtedness or $5,000, whichever is greatcr as
these terms are defined,

e




Institutional Brokerage Services Co., LLC

Computation of Net Capital
As of December 31, 2002

Total member’s equity § 1,954,333
1,954,333

Deductions and/or charges:
Non-allowable assets:

Goodwill $ 1,774,716

Other assets 4,287
Total deductions and/or charges . 1,779,003
Net capital ' 3 175,330
Minimum dollar net capital requirement (A) $ 5,000
Agpregate indebtedness ’ b 11,979
6-2/3% of aggregate indebtedness (B) $ 799
Net capital requirement (greater of A or B) 3 5,000
Excess pet capital 3 170,330

There are no material differences between the above computation and the cornputation included in the
Company’s corresponding unaudited Form X-17a-3 filing.
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Institutional Brokerage Services Co., LLC

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

The Company claims an exemption from the provisions of Rule 15¢3-3 of the Securities and Exchange
Act of 1934 pursuant to Section K(2)(ii) of that Rule.




PRICEAATERHOUSE( QOPERS

PricewaterhouseCoopers (1P
One North Wacker

Chicagn IL 60605
Telephane 1312) 298 2000

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

To the Member of
Institutional Brokerage Services Co., LLC

In planning and performing our audit of the financial statements and supplemental schedules of
Institutional Brokerage Services Co., LLC (the “Company”) for the period from inception
(July 1, 2002) through December 31, 2002, we considered its internal control, including
control activities for safeguarding securities, in order to determine our auditing procedures for
the purposc of expressing our opinion on the finaacial statemnents 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 indebtedness and net capital under Rule
17a-3(a)(11);and
2. Determining compliance with the exemptive provisions of Rule 15¢3-3.

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:

1. Making the quarterly secunities exarninations, counts, verifications, and comparisons, and
the recordation of differences required by Rule 172-13;

2. Complying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System;
and

3. 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




To the Member of

Institutional Brokerage Services Co., LLC.
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 abjectives of internal control and
the practices and procedures are to provide managetnent 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 172-5(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 control 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
deteniorate.

Our consideration of internal control 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 normal course of performing their assigned functions. However,
we noted no matters involving intemal control, including procedures for safeguarding
securities, that we consider to be material weaknesses as defined above,

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the 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 matenial respects
indicate a material inadequacy for such purposes. Based on this understanding and on our
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, National Association of Securities Dealers, Inc., and other regulatory
agencies that rely 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.

Prossochuslocprc: 1P

February 21, 2003




