)

for the year then ended. These financial statements are the responsibility
of the Corporation’s 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 as established by the
Auditing Standards Board of the American Institute of Certified Public
Accountants. 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 consideration of internal
control over financial reporting as a basis for designing audit procedures
that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Corporation’s internal
control over financial reporting. Accordingly, we express no such opinion.
An audit also 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,

)

as well as evaluating the overall financial statement presentation. We
believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly,
in all material respects, the financial position of Securities Investor
Protection Corporation as of December 31, 2004, and the changes in its
net assets and its cash flows for the year then ended, in conformity with
accounting principles generally accepted in the United States of America.

Yt T T <28

New York, NY
March 3, 2005
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Advances to trustees - in process (Note 4) $ 288,439
Accrued benefit costs (Note 8) 3,819,353
Accounts payable and other accrued expenses 453,164
Estimated costs to complete customer protection proceedings in progress (Note 4) 52,200,000
56,760,956
Net assets 1,235,945,407
$1,292,706,363
Statement of Activities
for the year ended December 31, 2004
Revenues:
Interest on U.S. Government securities $ 63,090,576
Member assessments (Note 3) 972,817
64,063,393
Expenses:
Salaries and employee benefits (Note 8) 5,118,345
Legal and accounting fees (Note 4) 383,843
Credit agreement commitment fee (Note 5) 2,864,300
Rent (Note 5) 619,450
Other 2,010,787
10,996,725
Provision for estimated costs to complete customer protection proceedings in progress (Note 4) 8,919,384
19,916,109
Total net revenues 44,147,284

Realized and unrealized losses on U.S. Government securities (Note 6)

(29,654,153)

Increase in net assets
Net assets, beginning of year

14,493,131

1,221,452,276

Net assets, end of year

The accompanying notes are an integral part of these statements.
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Securities Investor Protection Corporation

Statement of Cash Flows
for the year ended December 31, 2004

Operating activities:
Interest received from U.S. Government securities

$ 62,555,830

Member assessments received 973,142
Advances paid to trustees (20,541,268)
Recoveries of advances 37,995,385
Salaries and other operating activities expenses paid (13,237,710)
Net cash provided by operating activities 67,745,379
Investing activities:
Proceeds from sales of U.S. Government securities 121,252,077
Purchases of U.S. Government securities (188,530,026)
Purchases of furniture and equipment (188,341)
Net cash used in investing activities (67,466,290)
Increase in cash 279,089
Cash, beginning of year 525,834
Cash, end of year $ 804,923

The accompanying notes are an integral part of this statement.

Notes to Financial Statements

1. Organization and general

The Securities Investor Protection Corporation (SIPC) was
created by the Securities Investor Protection Act of 1970 (SIPA),
which was enacted on December 30, 1970, primarily for the purpose
of providing protection to customers of its members. SIPC is a
nonprofit membership corporation and shall have succession until
dissolved by an Act of Congress. Its members include all persons
registered as brokers or dealers under Section 15(b) of the Securities
Exchange Act of 1934 except for those persons excluded under SIPA.

SIPC is exempt from income taxes under 15 U.S.C. § 78 kkk(e) of
SIPA. Accordingly, no provision for income taxes is required.

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 amounts reported in the financial statements and
accompanying notes. Actual results could differ from those estimates.

2. The “SIPC Fund” and SIPC’s resources

The “SIPC Fund,” as defined by SIPA, consists of cash and U.S.
Government securities aggregating $1,287,554,216.

In the event the SIPC Fund is or may reasonably appear to be
insufficient for the purposes of SIPA, the Securities and Exchange
Commission is authorized to make loans to SIPC and, in that
connection, the Commission is authorized to issue notes or other
obligations to the Secretary of the Treasury in an aggregate amount
not to exceed $1 billion. In addition, SIPC maintains a $1 billion
revolving line of credit with a consortium of banks.

14 SECURITIES
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3. Member assessments

For calendar year 2004 each member’s assessment is $150.
Assessments received in advance will be applied to future assessments,
or refunded to the member after it fulfills certain requirements.

4. Customer protection proceedings

Customer protection proceedings (proceedings) include
liquidations conducted by court appointed trustees and direct payment
proceedings conducted by SIPC. There are 37 proceedings in
progress at December 31, 2004. Customer claims have been satisfied
in 28 of these proceedings and in 9 proceedings customer claims and
distributions are being processed.

Advances to trustees represent net amounts disbursed and amounts
currently payable for proceedings in progress, less an allowance for
possible losses.

Estimated costs to complete proceedings are accrued based upon
the costs of completed cases of comparable size and complexity and
other costs that can be reasonably estimated. Recoveries are estimated
based upon the expected disposition of the debtors’ estates.

SIPC and Trustees appointed under SIPA are subject to legal
claims arising out of the proceedings and there are certain legal claims
pending seeking coverage under SIPA. These claims are considered in
determining estimated costs to complete proceedings and
management believes that any liabilities or settlements arising from
these claims will not have a material effect on SIPC’s net assets.

SIPC has advanced a net of $303.5 million for proceedings in
progress (including direct payment proceedings of $.1 million) to carry
out its statutory obligation to satisfy customer claims and to pay
administration expenses. Of this amount, $302.8 million is not
expected to be recovered.
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Balance, at year end $ 700,000

Customer payments and related expenses of direct payment
proceedings are recorded as expenses as they are incurred.

Legal and accounting fees include fees and expenses of litigation
related to proceedings.

These financial statements do not include accountability for assets
and liabilities of members being liquidated by SIPC as Trustee. Such
accountability is reflected in reports required to be filed with the
courts having jurisdiction.

5. Commitments

SIPC has monthly payments totaling $291,751 for office space on a
ten-year lease expiring August 31, 2005. A new ten-year lease signed
August 23, 2004 provides for minimum rental payments as follows:
$165,744 for September 1, 2005 to December 31, 2005: 2006 -
$501,376; 2007 - $513,944; 2008 - $526,790; 2009 - $539,911; 2010 -
$553,447; 2011 - $567,259; 2012 - $581,485; 2013 - $595,988; 2014 -
$610,905; 2015 - $417,491; for a total of $5,574,340 as of December
31, 2004. Additional rental based on increases in operating expenses,
real estate taxes, and the Consumer Price Index is required by the lease.

On June 25, 2003 SIPC signed a five-year lease for additional office
space in Fairfax Virginia, expiring July 31, 2008. Future minimum
rentals for the space are as follows: 2005 - $87,601; 2006 - $90,230;
2007 - $92,936; 2008 - $55,150; for a total of $325,917 as of December
31, 2004. Additional rental based on increases in operating expenses
including real estate taxes is required by the lease.

In March of 2004 SIPC entered into a $1 billion credit agreement
with a consortium of banks, consisting of (i) a $500 million 364-day
revolving credit facility with a commitment fee of .09% per year, and
(i) a $500 million 3-year revolving credit facility at .11% per year.
Additionally, fees ranging from .2% to .3% were paid to certain banks
based on the level of their commitment to this agreement. Included
within Other assets is approximately $1.6 million of prepaid credit
agreement fees. These fees will be amortized over the remaining life
of this agreement.

In March of 2005, the $500 million 364-day revolving credit
facility with a commitment fee of .09% per year was renewed for
another year.
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$52,200,000

6. Fair value of securities

Fair value of U.S. Government securities is based on the Federal
Reserve Bank of New York bid quote as of December 31, 2004.

U.S. Government securities as of December 31, 2004, included
gross unrealized gains of $54,457,435 and gross unrealized losses of
$1,531,051.

7. Reconciliation of increase in net assets to net cash
provided by operating activities:

INVESTOR PROTECTION CORPORATION

Increase in net assets $14,493,131
Net decrease in estimated recoveries of

advances to trustees 34,300,000
Unrealized loss on

U.S. Government securities 29,747,574
Net decrease in estimated cost to complete

customer protection proceedings (8,200,000)
Increase in prepaid expenses (2,639,981)
Net amortized discount on

U.S. Government securities (576,661)
Increase in payables and accrued expenses 486,510
Depreciation and amortization 161,437
Increase in accrued interest receivable on

U.S. Government securities (51,239)
Loss on disposal of assets 24,608
Net cash provided by operating activities $67,745,379




Benefit obligation at end of year $16,541,722 $3,541,305
.|

CHANGE IN PLAN ASSETS

Fair value of plan assets at beginning of year $11,486,360 -
Actual return on plan assets 1,482,665 -
SIPC contributions 1,800,000 -
Benefits paid (391,169) -
Fair value of plan assets at end of year $14,377,856 -
. ___________________________________________________________________________________________________________________________________________________________|
Funded status $(2,163,866) $(3,541,305)
Unrecognized actuarial loss (gain) 4,220,017 (278,048)
Unrecognized prior service credit (15,268) -
Unrecognized prior service cost 166,446 -
Prepaid (accrued) benefit cost $ 2,207,329 $(3,819,353)

WEIGHTED-AVERAGE ASSUMPTIONS AS OF DECEMBER 31, 2004

Discount rate 6.00% 6.00%
Expected return on assets 8.00% -
Rate of compensation increase 5.00% -

For measurement purposes, a 10% annual rate of increase in the per capita cost of covered health care benefits was assumed for 2004.
This rate was assumed to decrease gradually to 5% by 2010 and remain at that level thereafter.

COMPONENTS OF NET PERIODIC BENEFIT COST

Service cost $538,181 $136,490
Interest cost 896,625 218,273
Amortization of unrecognized actuarial loss 283,959 841
Amortization of prior service credit (7,634) -
Amortization of prior service cost 20,806 -
Expected return on assets (993,029) -
Benefit cost $738,908 $355,604

DEFINED CONTRIBUTION PLAN
SIPC contributions (60% of employee
contributions, up to 3.6% of salary) $112,587

The assumed health care cost trend rate has a significant effect on the amounts reported.
A one-percentage-point change in the assumed health care cost trend rate would have the following effects:

1-Percentage 1-Percentage
Point Increase Point Decrease
Effect on total of service and interest
cost components in 2004 $ 77,000 $ (63,000)
Effect on postretirement benefit obligation
as of December 31, 2004 $710,000 $(590,000)
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