








Notes to Financial Statements
October 31, 1971 and 1970

(1) ACCOUNTING PRACTICES:

Securities transactions and related commission reve-
nues and expenses are recorded in the accounts on
settlement date.

In prior periods, in the preparation of its financial state-
ments for use in connection with special purpose reports
to regulatory agencies and for other related special pur-
poses, the Company valued investment securities at esti-
mated fair value and stock exchange memberships at
market.

(2) INVESTMENT SECURITIES:

Investment securities generally represent long-term in-
vestments in securities which, at the time the investments
are made, are restricted or nonmarketable. Although
these securities may subsequently become marketable,
they remain classified as investment securities. These
securities are carried at cost. Changes in the value of
investment securities, other than adjustments to reflect
permanent impairment in value, are not reflected in pe-
riodic net income until such time as the securities are
liquidated and a gain or loss is realized.

In order to provide a consistent method of determining
the price to be used in capital stock transactions with
stockholders, it has been necessary for management to
periodically determine the fair value of these investments.
In the determination of estimated fair value, the following
guidelines are observed:

(a) Marketable securities are valued at the quoted
market price or at quoted market less an appropriate
discount, when it is felt that the public market cannot
absorb the entire position at the quoted market price.

(b) Restricted securities are valued at the quoted
market price of their marketable equivalents, less an
appropriate discount.

(c) When an objective measure of fair value is not
readily obtainable due to nonmarketability, estimated
fair value is measured by bona fide sales of the same
securities or similar securities by the same issuer, or
other significant factors.

(4) DEPRECIATION AND AMORTIZATION:

Office equipment is depreciated over a ten-year period
using the sum of the years-digits method. Leasehold im-
provements are amortized over the lesser of the esti-
mated economic life of the improvement or the remaining
lease term. Depreciation and amortization charged to
expense during the fiscal years ended October 31, 1971
and 1970, were $474,000 and $428,000, respectively.

(5) LIABILITIES SUBORDINATED TO THE
CLAIMS OF GENERAL CREDITORS:
Below is a summary of subordinated liabilities at the
end of each year (in thousands of dollars):

October 31
1971 1970
Amounts payable under deferred
compensation agreements . .. ... $1,348 $594
Securities, at quoted market ...... 162 134

$1,510 $728

Under the terms of the various agreements these lia-
bilities are subordinated to the claims of general creditors
and are available to the Company in computing net capi-
tal under New York Stock Exchange, Inc. rules (see
Note 8). These liabilities bear interest at rates varying
from 6% to 8%z %.

Either the Company or the lender may terminate the
agreement upon giving six months’ prior written notice;
however, the agreements generally may not be termi-
nated prior to one year from the effective date. As of
October 31, 1971, six months’ notice had been given with
respect to $224,000 of subordinated liabilities.

(6) STOCKHOLDER AGREEMENTS:

Under various agreements, the Company sells stock to
its officers and employees at net asset value, as defined.
These agreements provide for the purchase by the Com-
pany of a stockholder's shares when he ceases to be an
officer or employee. Certain officers, who have been
designated by the Board of Directors as employed in a
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governing the regular sale of the Company’s stock, pro-
vide for payment of 10% in cash and a 15-year note. At
October 31, 1971, there were $2,277,921 of these notes
outstanding arising from the purchase of 148,830 shares
of common stock, These notes bear interest at rates vary-
ing from 5% to 8% and mature in varying amounts in the
years 1979-1980 and 1982-1985. In addition, there are
other notes aggregating $68,084 in connection with
12,077 shares of common stock. These notes, which ma-
ture in 1972, arose from the Company’s acceleration in
the maturities of management share notes.

(7) TREASURY STOCK TRANSACTIONS:

Treasury stock transactions for the two years ended
October 31, 1971, were as follows:

Class A

Common Stock Common Stock

Shares  Amount* Shares Amount*
Balance,

October 31,1969 11,660 $ 277 1,700 $ 45
Purchases .... 319,825 8,620 14,931 395
SAIES ", i vnten (73,450) (1,968) (15,489) (413)

Balance,

October 31, 1970 258,035 $6,929 1,142 $ 27
Purchases .... 53,500 1,411 11,751 310
SABE . . s (71,040) (2,057) (12,593) (328)

Balance,

October 31, 1971 240,495 $6,283 300 $§ 9

*In thousands of dollars.

The cumulative losses on sales of treasury stock have
been charged to retained earnings.

(8) RESTRICTION ON RETAINED EARNINGS:

The Company is required to comply with a New York
Stock Exchange, Inc. rule which provides that the ratio of
aggregate indebtedness to net capital, as defined, must
not exceed 15 to 1. Such ral:o was approanately 6to1l
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(9) PENSION PLAN:

The Company has a noncontributory pension plan cov-
ering substantially all of its employees. Total pension ex-
pense for the fiscal years ended October 31, 1971 and
1970, was $809,181 and $758,268, respectively, which in-
cludes amortization of past-service costs over 40 years.
The Company's general policy is to fund pension costs
accrued; however, the fiscal 1970 accrual has not been
funded and is included in accounts payable and accrued
liabilities in the accompanying financial statements.

The net assets of the pension fund exceeded the ac-
tuarially computed value of the vested benefits at the end
of both fiscal years.

(10) INTEREST ON REPURCHASE TRANSACTIONS:

Gross trading profits from the purchase and sale of
money market instruments are included in “trading profits
and underwriting.” The discount interest costs associated
with repurchase transactions in these instruments are
offset against such gross trading profits. The Company’s
records for periods prior to March 1, 1971, do not facili-
tate identification of the amount of such discount interest
costs. Discount interest on these transactions for the
eight months ended October 31, 1971, was $9,864,000.

(11) INCOME TAXES:

Taxes on income include Federal, state and local in-
come taxes.

The Company provides deferred income taxes on items
which are recorded for tax and accounting purposes in
different periods. The amounts of current and deferred
tax provisions (benefits) in each of the two years were as
follows (in thousands of dollars):

Fiscal Year
Ended
October 31
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