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OATH OR AEFIRMATION

L Scott Colyer , swear (or affirm) that, to the best of

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

Fixed Income Securities, LP ;
of __December 31 _,2005 , are true and correct. I further swear (or affirm) that

as

- neither the company nor any partner, proprietor, pnnmpal officer or director has any proprietary interest in any account

classified solely as that of a customer, except as foll ows

NONE

Baroara H. Dixon, Notary Publlc , @ C@ﬁ— ( P Z\L/\

State of Colorado Signatire

My Commission Expires 8/8/2007
' Partner-

Title

LE)x

Notary Public

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

X (a) Facing Page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) ‘Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital.

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

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

() A Reconciliation, including appropriate explanation of the Computation 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 Reconciliation between the audited and unaudzted Statements of Financial Condition with respect to methods of

consolidation.
() An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.
(n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous andit.

U0k O Oooooooos

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

CERTIFIED PUBLIC ACCOUNTANTS
A PROFESSIONAL CORPORATION

DALLAS FORT WORTH
Vickery Park Office Building ) H&H Professional Building
7424 Greenville Avenue, #100 - : 5555 Bridge Street, #100
Dallas, Texas 752314507 Fort Worth, Texas 76112

214-361-2443 ’ o : ' 817-492-9400

‘Independent Auditors’ Report |

The Partners and Audit Committee of Fixed Income Securities, LP:

We have audited the accompanying statement of financial condition of Fixed Income
Securities, LP, as of December 31, 2005, that you are filing pursuant to rule 17a-5 under
the Securities Exchange Act of 1934. The statement of financial condition is the
responsibility of the partnership’s management. Our responsibility is to express an
opinion on that statement 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 statement of financial condition is free

from material misstatement. An audit includes examining on a test basis, evidence
supporting the amounts and disclosures in the financial statement. 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 a reasonable basis for our opinion. '

In our opinion, the statement of financial condition presents fairly, in all material
respects, the financial position of Fixed Income Securities, LP, as of December 31, 2005,
in conformity with accounting principles generally accepted in the United States of
America. ' ‘

HATFIEL® & MATFIELD, INC., PC
Dallas, Texas
February 1, 2006
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Fixed Income Securities, LP
Statement of Financial Condition
As of December 31, 2005

Assets

Cash

Due from clearing organization

~ Securities owned

Receivables: _
Deferred sales charge, C&D fees and organizational
fees
Accrued interest
Other
Furniture, equipment, leasehold improvements and software, less
accumulated depreciation and amortization of $964,174
Goodwill
Prepaid expenses and other

Total assets

Liabilities and Partners” Equity
Accounts payable and accrued expenses
Securities sold, not yet purchased
Due to clearing organization
Total Liabilities
Subordinated borrowings

Partners” equity

Total liabilities and partners’ Equity

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

$ 236,460
4,927,459
26,504,116

1,108,130
222,628
170,601

933,557

621,359
455,133

$35,179.443

$ 1,503,234
3,471,727
18.579.243
23,554,204
—1,000.000

10.625.239

$35,179,443



Fixed Income Securities, LP
Notes to Statement of Financial Condition
December 31, 2005

1. Organization and Nature of Business

Fixed Income Securities, LP (“the Company”), a Texas Limited Partnership, is a broker-
dealer registered with the Securities and Exchange Commission under (S.E.C.) and is a
member of the National Association of Securities Dealers (NASD). The Company’s .
principal office is located in Monument, Colorado and has additional offices in New

York, Texas, California, Kansas, and Arizona. The Company provides fixed income

trading and support services to other broker-dealers, registered investment advisors and
other institutional accounts. In addition, the Company originates and sells unit

_investment trusts, which are marketed under the name of Advisor’s Disciplined Trust

(“ADT"), through its Advisors Asset Management division.
2. Significant Accounting Policies
The Company’s Statement of Financial Condition is prepared in accordance with

accounting principles generally accepted in the United States of America which require
the use of management’s best judgment and estimates. Estimates and assumptions that

- affect the reported amounts in the Statement of Financial Condition and accompanying

notes may vary from the actual results.
Securities Transactions

Proprietary securities transactions entered into for the account and risk of the Company
are recorded on the settlement date basis. There is no material effect on the Statement of
Financial Condition between recording the proprietary security positions on settlement
date when compared to using trade date.

Marketable securities owned and sold, but not yet purchased, are valued at market value
and are readily marketable. - '

Sales Charges, C&D Fees and Organization Fees

The sale of units of the Company’s ADTs results in the recognition of deferred sales
charges, C&D fees and Organizational fees which are recorded on a settlement date basis. -
There is no material effect on the financial statement between recording these related
receivables on settlement date when comnipared to using trade date.



Fixed Assets and Depreciation Expense

Fixed assets are recorded at cost, net of accumulated depreciation and amortization.
Depreciation is recorded on a straight-line basis over the useful life of the related asset,
generally five to seven years. Leasehold improvements are amortized on a straight-line

. basis over the term of the lease.

Income Taxes

Because the Compdny is a Limited Partnership, all United States, federal, state and local
income taxes are paid at the individual partners’ level.

3. Clearing Broker-Dealer

The Company does not carry customer accounts, clears all proprietary and customer’s
securities. transactions on a fully disclosed basis through a clearing broker-dealer and is
therefore, exempt under paragraph 15¢3-3(k)(2)(ii) from the remaining provisions of SEC

‘Rule 15¢3-3. Any customer funds or securities received are promptly forwarded to the

Company’s clearing broker-dealer.

4. Subordinated Borrowing

At December 31, 2005, the Company had a $1,000,000 subordinated borrowing
agreement, which bears interest at the broker call rate plus 2% and is due December 31,
2007, from Sterling Resources, Inc. (“Sterling”). The subordinated borrowing, which
was approved by the NASD and effective on December 31, 2005, is available in
computing net capital under SEC Rule 15¢3-1. To the extent that such borrowings are -
required for the Company’s continued compliance with minimum net capital

~ requirements, they may not be repaid.

5. Net Capital Requirement

As a registered broker-dealer, the Company is subject to the Uniform Net Capital Rule
under Rule 15¢3-1 of the Securities Exchange Act of 1934, which requires the
maintenance of minimum net capital and requires that the ratio of aggregate indebtedness

" 10 net capital, both as defined, shall not exceed 15 to-1. The Rule also provides that

equity capital may not be withdrawn or paid- if the resulting ratio of aggregate
indebtedness to net capital would exceed 10 to 1. At December 31, 2005, the Company
had net capital of $5,609,942 which was $5,509,727 in excess of its required net capital

| - 0of $100,215 and its ratio of aggregate indebtedness to net capital was .27 to 1.



6. Related Party Transactions

During the year ended December 31, 2005, Sterling Résources; Inc., the 100% owner of

- Sterling Management, LLC which is the 1% General Partner of the Company, purchased

approximately $7,174,000 of receivables representing the deferred sales charge due to the
Company that relate to the sale of their unit investment trust products. In addition,
Sterling purchased approximately $850,000 of receivables owned by the Company
pursuant to their sale of new offering of securities as a member of selling groups with
other broker-dealers. o ' :

Effective November 1, 2005, the Company leases its office in Monument, Colorédo from
Base Camp Road, LLC, which is 50% owned by Sterling. For the year ended December
31, 2005, the Company paid rents totaling approximately $19,400 to Sterling.

7. Commitments and Contingencies

The Company leases its premises and equipment under non-cancelable operating Teases
that expire on various dates through 2010. At December 31, 2005, the approximate
minimum future rentals on non-cancelable operating leases were as follows:

2006 $ 535,000
2007 431,000
2008 273,000
2009 . 189,000
2010 . 116,000

Total $1.544.000

The Company is involved in regulatory and legal proceedings concerning matters arising
in connection with the conduct of the Company’s business. The Company believes,
based on currently available information and advice of counsel, that the results of such
proceedings, in the aggregate, will not have a material adverse effect on the Company’s
Statement of Financial Condition. The Company intends to defend itself vigorously

- against all of the claims asserted in these matters.

8. Financial Instruments and Related Risks.

As a securities broker and dealer, the Company is engaged in various securities trading
and brokerage activities servicing a diverse group of domestic institutional and individual
investors. The Company’s proprietary activities and the transactions initiated on behalf
of their customers are carried in accounts by and consummated through its clearing
broker-dealer. In the normal course of business these activities include securities
execution, . settlement, custody of securities and funds and financing securities
transactions, which may expose the Company to off-balance sheet risk in the event the
clearing broker-dealer is unable to fulfill its contractual obligations.

-



In addition, the Company has sold securities that it does not currently own and will
therefore be obligated to purchase such securities at a future date. The Company has
recorded these obligations in the financial statements at December 31, 2004 and will
incur a loss if the market value of those securities increases subsequent to December 31,
2005. \

9. Fair Value Information

At December 31, 2005, substantially all of the Company’s assets and liabilities were
carried at either market or fair value, or at amounts that approximate such values. Assets
and liabilities carried at contractual amounts that approximate fair value include
receivables, payables, accrued compensation liabilities and subordinated indebtedness.
The market values of such items are not materially sensitive to shifts in interest rates -
because of the limited term to maturity of these instruments.

10. Employee Benefit Plans

The Company out-sources its employees, including the active limited partners, through a

Professional Employer Organization (PEO). The PEO sponsors a 401(k) plan (the
“Plan”) for the employees. The Plan offers the employees the opportunity to plan, save
and invest for their future financial needs. The Company is responsible for making
periodic contributions to the Plan based on the discretion of management.



Fixed Income Securities, LP
Report of Independent Public Accounting Firm on Internal Control Required by SEC
Rule 17a-5 for a Broker-Dealer :
Claiming an Exemption from SEC Rule 15¢3-3
For the fiscal year ended December 31, 2005
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Report of Independent Accounting Firm on Internal Control Required by SEC Rule 17a-5
for a Broker-Dealer Claiming an Exemption from SEC Rule 15¢3-3

The Partners and Audit Committee of Fixed Income Securities, LP:

In planning and performing our audit of the financial statements of Fixed Income
Securities, LP (the partnership), for the year ended December 31, 2005, we considered its -
internal control, including control activities for safeguardmg 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 internal control.

Also, as required by rule 17a-5(g)(1) of the Securities Exchange Commission (SEC), we
have made a study of the practices and procedures followed by the Partnership including
tests of such practices and procedures that we considered relevant to the objectives stated
in rule 17a-5(g) in making the periodic computations of aggregate indebtedness (or
aggregate debits) and net capital under rule 17a-3(a)(11), and for determining compliance
with the exemptive provisions of rule 15¢3-3. Because the partnership 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 partnership in
any way for the following: '
1. Making quarterly securities examinations, counts, verifications, and
comparisons
2. Recordation of differences required by rule 17a-13
3. Complying with the requirements for prompt payment for securities under
Section 8 of Federal Reserve Regulation T of the Board of Govemors of the
Federal Reserve System.

- The management of the partnership is respohsible 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 the practices and procedures
referred to in the 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 an 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 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 precedmg paragraph.
-10-



Because of inherent limitations in any internal control or the practices and procedures
referred to above, error or fraud may occur and not be detected. Also, projection of any
evaluation of them to future periods is subject to the risk that they may become
inadequate because of changes in conditions or that the effectiveness of their de31gn and
operation may deteriorate.

Our consideration of the internal control would not necessarily disclose all matters in the
internal contro] 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 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 the internal control,
including 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 a material inadequacy for such purposes. Based on this understanding
and on our study, we believe that the partnership’s practices and procedures were
adequate at December 31, 2005, to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors,
management, the SEC, and other regulatory agencies which 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 specxﬁed
parties.

HATFIELD & HATFIELD, INC., PC

- Dallas, Texas

February 1, 2006
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