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

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




BANIF SECURITIES, INC.

FINANCIAL STATEMENTS

December 31, 2005

CONTENTS
Page

Independent Auditor’s Report 1
Statement of Financial Condition 2
Statement of Operations - 3
Statement of Changes in Stockholder’s Equity 4
Statement of Changes in Liabilities Subordinated

to Claims of General Creditors 5
Statement of Cash Flows 6
Notes to the Financial Statements 7-11
Supplementary Schedule:
Schedule I :
Computation of Net Capital Under Rule 15¢3-1 of the

Securities and Exchange Commission 12

Independent Auditor’s Report on Internal Control 13-14




HAFT & GLUCKMAN

CERTIFIED PUBLIC ACCOUNTANTS LLP

317 MADISON AVENUE : TELEPHONE
SUITE 812 (212)490-2120
NEW YORK, N.Y. 10017 Fax

(212)2856-8858
hg@haftgluckman.com

INDEPENDENT AUDITOR’S REPORT

To the Board of Directors
Banif Securities, Inc.
New York, New York

We have audited the accompanying statement of financial condition of Banif Securities, Inc. as
of December 31, 2005, and the related statements of operations, changes in stockholder’s equity,
changes in liabilities subordinated to claims of general creditors, and cash flows for the year then
ended that you are filing pursuant to rule 17a-5 under the Securities Exchange Act of 1934.
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 the 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 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. 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 financial statements referred to above present fairly in all material respects,
the financial position of Banif Securities, Inc. as of December 31, 2005 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.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in Schedule I 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.
Al o+ (et

HAFT & GLUCKMAN
Certified Public Accountants LLP

February 1, 2006




BANIF SECURITIES, INC.
STATEMENT OF FINANCIAL CONDITION

DECEMBER 31, 2005
ASSETS
Cash | $ 82,100
Due from clearing agent 245,366
Receivable from broker-dealers 32,243
Securities owned:
Marketable, at market value 45,734
Non-marketable 22,800
Prepaid expense _ 24,260
Furniture and equipment, less accumulated '
depreciation of $100,880 84,782
Other assets 145,974
TOTAL ASSETS $§ 683,259

LIABILITIES AND STOCKHOLDER'S EQUITY

Liabilities

Accounts payable and accrued expenses $§ 51,664

Income tax payable 233
TOTAL LIABILITIES 51,897

Stockholder's Equity

Preferred stock, par value of $.01; 2,000 shares
authorized, none issued
Common stock, no par value; 3,100 shares

authorized, issued and outstanding 130
Additional paid-in capital 4,319,970
Accumulated deficit (3,688,738)

Total stockholder's equity 631,362

TOTAL LIABILITIES AND STOCKHOLDER'S EQUITY § 683,259

The accompanying notes are an integral part of these financial statements.
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BANIF SECURITIES, INC.

STATEMENT OF OPERATIONS

DECEMBER 31, 2005

REVENUE
Commission income
Trading profit, net
Dividend and interest income, net
Other income

§ 973,831
92,311
11,506

267,564

Total revenue

EXPENSES
Employee compensation and benefits
Floor brokerage, exchange and clearance fees
Professional fees '
Occupancy and floor space
Communications and data processing
Other operating expenses

1,345,212

1,297,197
452,407
93,089
143,539
45,307
610,992

Total expenses

2,642,531

Loss before income taxes

Provision for income taxes

(1,297,319)

233

Net loss

$ (1,297,552)

The accompanying notes are an integral part of these financial statements.
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BANIF SECURITIES, INC.
STATEMENT OF CHANGES IN STOCKHOLDER’S EQUITY
DECEMBER 31, 2005

Common Stock

Issued and Additional Paid-in ~ Accumulated Stockholder's

Outstanding Amount Capital Deficit Equity
Balance, January 1, 2005 3,100  $ 130 $ 1,619970  § (2,391,186) $ (771,086)
Capital Contribution 2,700,000 2,700,000
Net loss (1,297,552) (1,297,552)
Balance, December 31, 2005 3,100 §$ 130 $ 4319970 $ (3,688,738) $ 631,362

The accompanying notes are an integral part of these financial statements.
-4-




BANIF SECURITIES, INC.
STATEMENT OF CHANGES IN LIABILITIES
SUBORDINATED TO CLAIMS OF GENERAL CREDITORS

DECEMBER 31, 2005
Balance, January 1, 2005 $ 5,000,000
Repayment of subordinated debt (5,000,000)
Balance, December 31, 2005 $ -

The accompanying notes are an integral part of these financial statements.
-5-




BANIF SECURITIES, INC.
STATEMENT OF CASH FLOWS
DECEMBER 31, 2005

Cash Flows from Operating Activities:
Net loss

Charges not involving the receipt or expenditure of cash:

$ (1,297,552)

Provision for bad debts 42,379
Depreciation and amortization 35,884
Changes in assets and liabilities:
Decrease in balance due from clearing agent 811,720
Decrease in receivable from broker-dealers 32,220
Increase in marketable securities owned (40,999)
Increase in non-marketable securities owned (6,250)
Decrease in prepaid expenses 41
Increase other assets (85,737)
Increase in accounts payable and accrued expenses 10,497
Decrease in interest payable (113,579)
Increase in income tax payable 233
Decrease in deferred revenue (150,000)
Net cash used in operating activities (761,143)
Cash Flows from Investing Activities:
Purchases of equipment (46,714)
Net cash used in investing activities (46,714)
Cash Flows from Financing Activities:
Repayment of subordinated debt (5,000,000)
Capital contribution 2,700,000
Net cash used in financing activities (2,300,000)
Net decrease in cash (3,107,857)
Cash, beginning of year 3,189,957
Cash, end of year $ 82,100
Supplemental Disclosure of Cash Flows Information:
Cash payments for income taxes $ 233

Cash payments for interest

$ -

The accompanying notes are an integral part of these financial statements.
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BANIF SECURITIES, INC.
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2005

1.

Nature of Business and Significant Accounting Policies

Nature of Business

Banif Securities, Inc. (the “Company”) is registered as a broker-dealer with the Securities
and Exchange Commission (SEC), and is a member of the National Association of Securities
Dealers, Inc. (NASD). The Company is a wholly owned-subsidiary of Banif Securities
Holdings, Ltd. (the “Parent”), a Cayman Islands company, which is part of the Banif Group
headquartered in Portugal.

The Company engages in purchases and sales of securities for its own account. It also
provides securities brokerage services to institutional investors and affiliates. Some of the
securities traded by the Company are listed only on the stock exchanges of foreign countries,
thereby exposing the Company to currency risk.

Summary of Significant Accounting Policies

(2)

(b)

©

(d

Basis of Accounting: The Company operates under the provisions of paragraph
(k)(2)(ii) of rule 15¢3-3 of the Securities and Exchange Act of 1934 and, accordingly,
is exempt from the remaining provisions of that rule Essentially, the requirements of
paragraph (k)(2)(ii) provide that the Company clear all transactions on behalf of
customers on a fully disclosed basis with a clearing broker-dealer, and promptly
transmit all customer funds and securities to the clearing broker-dealer. The clearing
broker-dealer carries all of the accounts of the customers and maintains and preserves
all related books and records as are customarily kept by a clearing broker-dealer.

Revenue Recognition: The Company receives commission income in accordance
with the terms of an agreement with its clearing agent. This arrangement is further
described in Note 2. Commission income and related expenses and transactions for its
own account are recognized on a trade date basis.

Cash: The Company considers all money market instruments with original maturities
of three months or less (other than purchases for inventory) to be cash equivalents.

Depreciation and Amortization: Depreciation of equipment is provided for by the
straight-line method over estimated useful lives of three to five years.




BANIF SECURITIES, INC.
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2005

1.
()

®

()

2.

Nature of Business and Significant Accounting Policies — cont’d

Income Taxes: Deferred taxes are provided on a liability method whereby deferred
tax assets are recognized for deductible temporary differences and operating loss and
tax credit carryforwards and deferred tax liabilities are recognized for taxable
temporary differences. Temporary differences are the differences between the
reported amounts of assets and liabilities and their tax bases. Deferred tax assets are
reduced by a valuation allowance when, in the opinion of management, it is more
likely than not that some portion or all of the deferred tax assets will not be realized.
Deferred tax assets and liabilities are adjusted for the effects of changes in tax laws
and rates on the dates of enactment.

Use of Estimates: The preparation of financial statements in accordance with
generally accepted accounting principles 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 as well as the
reported amounts of revenues and expenses during the reported period. Actual results
could differ from those estimates.

Fair Value: The financial instruments of the Company are reported in the Statement
of Financial Condition at market or fair value, or at carrying amounts that approximate
fair values.

Transactions with Clearing Agents and Broker-Dealers

The Company has an agreement with two clearing agents to clear customers’ securities
transactions on a fully disclosed basis. The agreements provide for clearing charges at a fixed
rate multiplied by the number of tickets traded by the Company and require the Company to
maintain minimum deposits of $100,000 each. Amounts due from the clearing agent consist
primarily of required deposits and trading account balances. During 2005 the Company was in
the process of changing its clearing agent from one well-known U.S. agent to another.

Amounts receivable from broker-dealers consist primarily of commissions receivable.

3.

Furniture and equipment

Furniture and equipment consists of the following at December 31, 2005:

Furniture $ 3,950
Equipment 181,712
185,662

Less: Accumulated depreciation (100,880)
Net furniture and equipment $ 84,782




BANIF SECURITIES, INC.
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2005

4, Other Assets

Other assets consist of $89,888 of accounts receivable, $51,083 of loan receivables, and $5,000
of employee loans.

5. Rentals Under Operating Leases

The Company conducts its operations from leased office facilities in New York City under a
non-cancelable operating lease, which expires in August 2007. The lease for office space is
subject to escalation for the Company’s proportionate share of increases in real estate taxes and
operating expenses. During 2005, the Company entered into a month-to-month lease agreement
with a related party for an office space in Miami. Total rent expense for the New York and
Miami office for the year ended December 31, 2005, amounted to $143,439.

At December 31, 2005, the minimum future rental payments for the New York office
approximated the following:

Years ending December 31,

2006 $ 120,827
2007 80,551
Total lease commitments $ 201,378

6. Income Taxes

The Company has experienced losses in previous years. As a result, it has incurred no Federal
income tax and only the minimum state and city income taxes. The Internal Revenue Code
allows net operating losses (INOL’s) to be carried forward and applied against future profits for a
period of twenty years. At December 31, 2005, NOL carryforwards were available to the
Company, totaling approximately $3,596,900. The potential tax benefit of the NOL’s has been

recognized on the books of the Company, but offset by a valuation allowance. If not used, the

Federal carryforward will expire as follows:

Year:

2022 - § 822,102
2023 534,737
2024 892,490
2025 1,347,571

$ 3,596,900

Under Statement of Financial Accounting Standards No. 109, recognition of deferred tax assets
is permitted unless it is more likely than not that the assets will not be realized.




BANIF SECURITIES, INC.
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2005

6. Income Taxes — cont’d

The Company has recorded a full valuation allowance on its deferred tax assets as follows:

Federal State & Local Total
Deferred tax asset $ 1,016,000 $ 625000 $ 1,641,000
Valuation allowance (1,016,000) (625,000) (1,641,000)
Net deferred tax asset $ - $ - $ -
7. Off-Balance Sheet Risk and Concentration of Credit Risk

As discussed in Note 1, the Company’s customers’ securities transactions are introduced on a
fully-disclosed basis with its clearing broker-dealer. The clearing broker-dealer carries all of the
accounts of the customers of the Company and is responsible for execution, collection of the
payment of funds and, receipt and delivery of securities relative to customer transactions. Off-
balance-sheet risk exists with respect to these transactions due to the possibility that customers
may be unable to fulfill their contractual commitments wherein the clearing broker-dealer may
charge any losses it incurs to the Company. The Company seeks to minimize this risk through
procedures designed to monitor the credit worthiness of its customers and determine that
customer transactions are executed properly by the clearing broker-dealer.

The Company maintains its cash in an operating account at financial institutions, which often
exceeds Federally insured limits. In addition, the Company’s clearing broker holds substantially
all of the Company’s securities and significant amounts of cash owed to the Company from time
to time. The Company does not believe that there is any substantial risk relating thereto.

8. Net Capital Requirements

The Company is subject to the SEC Uniform Net Capital Rule (rule 15¢3-1), which requires the
maintenance of minimum net capital and requires that the ratio of aggregate indebtedness to net
capital, both as defined, shall not exceed 15 to 1. Rule 15¢-3-1 also provides that equity capital
may not be withdrawn or cash dividends paid if the resulting net capital ratio would exceed 10 to
1. At December 31, 2005, the Company had net capital of $333,271, which exceeded the
required regulatory net capital by $233,271. The Company’s ratio of aggregate indebtedness to
regulatory net capital at December 31, 2005 was 0.16 to 1.

9. Note and Subordinated Loan Payable
In July 2002, the Company entered into a Subordinated Loan Agreement in the principal amount
of $3,000,000 with its Parent for the purpose of raising capital. The loan was scheduled to

mature on July 31, 2005. An additional Subordinated Loan Agreement in the principal amount
of $2,000,000 was entered with the Parent in June 2003; it was scheduled to mature on June 30,
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BANIF SECURITIES, INC.
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2005

9. Note and Subordinated Loan Payable — Cont’d

2006. These subordinated loans, with the approval of NASD, have been repaid in January 2005.
During 2005, the Company’s Parent forgave interest on these subordinated loans totaling
$113,579, which is included in other income.

10.  Stockholder’s Equity

During 2005, the Company’s Parent contributed $2,700,000 of additional paid-in-capital.

11.  Employee Benefits

The Company has a 401(k) profit sharing plan for the benefit of all eligible employees.
Employees may make tax deferred contributions subject to limitations under tax laws. Under the
plan, the Company may make matching contributions, non-elective or discretionary contributions
and other required minimum contributions. During 2005, the Company made matching
contributions in the amount of $17,303.

12. World Trade Center Grant

The Company’s office is located near the scene of the terrorist attacks of September 11, 2001,
The Company applied for and received $150,000 from the World Trade Center Grant Program
administered by the Empire State Development Authority. The Grant required the Company to
continue its operations in New York City through April 2005. Accordingly, the $150,000
received under the Program has been recognized during 2005 in other income.

13.  Related Party Transactions

During 2005, the Company entered into securities transactions with entities controlled by its
Parent. The Company recorded commission income of $10,470 for transactions with Banif
Primus Corretora de Valores e Cambio S.A. and $67,259 for transactions with Banif - Banco de
Investimento, SA. The Company recorded referral income of $14,000 for transactions with
Banif Financial Services. In addition, the Company paid rent of $36,016 to Banif Financial
Services.

11




SCHEDULE 1
‘ BANIF SECURITIES, INC.
COMPUTATION OF NET CAPITAL UNDER RULE 15C3-1 OF THE
SECURITIES AND EXCHANGE COMMISSION

DECEMBER 31, 2005
NET CAPITAL
Total stockholder's equity from statement of financial condition § 631,362
Less, non-allowable assets:
Prepaid expenses : § 24260
Non-marketable securities 22,800
Furniture and equipment 84,782
Receivables from broker-dealers 2,386
Other assets 145,974
Total non-allowable assets 280,202
Net capital before haircuts on securities positions 351,160
Haircuts:
Other securities 6,860
Other - F/X exposure 11,028
Total haircuts 17,888
Net capital $ 333,271
AGGREGATE INDEBTEDNESS:
Accounts payable and accrued expenses 51,664
Income tax payable 233
Total Aggregate Indebtedness $ 51,897

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

Minimum net capital required (greater of $100,000 or

6 2/3% of aggregate indebtedness) $ 100,000
Net capital in excess of minimum requirement $ 233271
RATIO OF AGGREGATE INDEBTEDNESS TO NET CAPITAL 0.16to0 1

There are no material differences between the net capital computation on the Company's unaudited
Focus Report Part IIA and the computation reflected above.
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL

To the Board of Directors
Banif Securities, Inc.
New York, New York

In planning and performing our audit of the financial statements and the supplemental schedule
of Banif Securities, Inc. (the Company), for the year ended December 31, 2005, 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 internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we
have made a study of the practices and procedures followed by the Company 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 and net capital under rule
17a-3(a)(11) and for 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 quarterly securities examinations, counts, verifications, and comparisons
. 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 Governors of the Federal Reserve
System

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 controls and of 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 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 conformity 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, 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 design and operation may deteriorate.

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 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 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 purpose. Based on this understanding and on our study, we believe that the
Company’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, the National Association of Securities Dealers, and other regulatory agencies that rely
on rule 17a-5(g) under the Securities Exchange Act of 1934 in their regulation of brokers and
dealers, and is not intended to be and should not be used by anyone other than these specified

parties.
. ; Py @‘/L_i_/o

HAFT & GLUCKMAN
Certified Public Accountants LLP

February 1, 2006




