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Allen Kutchins

1
l OATH OR AFFIRMATION
]

swear (or affirm) that, to the
best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
' KRD BROKERAGE » L}-C

December 31

, as of

X092 200%re true and correct. I further swear (or affirm) that neither the company

nor any partner, proprietor, principal officer or director has any propriétary interest in any account classified soley as that of
customer, except as follows:

Signature
l Chief Comphance Officer
Tite
lv, a&iﬂ;c;21%$ ¢ o ¢ §OFFICIAL SEAL"
Notary Public Sharon T. Bree
o . Notary Pubtic, State of illinois
‘ My Commission Exp. 05/10/2008

This report** contains (check all applicable boxes):
(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 Propnetor s 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 15c3-3.
() Information Relating to the Possession or control Requirements Under Rule 15¢3-3.
() A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(X) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation.

() An Oath or Affirmation.
(m) A copy of the SIPC Supplemental Report. ‘
(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

- FDE@@M

I*For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Duffner & Company P.C.
Certified Public Accountants
STANDARD BANK BUILDING

2400 WEST 95™ STREET
EVERGREEN PARK, ILLINOIS 60805

INDEPENDENT AUDITORS’ REPORT

Members
KRD Brokerage, LLC

We have audited the accompanying statement of financial condition of KRD Brokerage, LLC
as of December 31, 2005 and the related statements of income, changes in members' equity and
cash flows for the year then ended that you are filing pursuant to rule 17a-5 under the
Securities and 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 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 attain
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 KRD Brokerage, LLC 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 supplemental schedule included with this report 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 of the Securities and 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.

Evergreen Park, 1llinois
February 24, 2006




KRD BROKERAGE, LLC
STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2005

Assets
Cash and cash equivalents $
Receivable from broker/dealer
Total Assets $

Liabilities & Members Equity

Liabilities:

Accrued expenses . $
Total Liabilities $

Members Equity $

Total Liabilities & Members Equity $

The accompanying notes are an integral part of these financial statements
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20,273

8,494

28,767

2,123
2,123
26,644

28,767




KRD BROKERAGE, LLC
STATEMENT OF INCOME
YEAR ENDED DECEMBER 31, 2005

Revenues:
Commissions $ 123,428
Interest & Dividend Income 814
Miscellaneous non trade related Income 10,035
Total Revenues 134,277

Expenses:
Occupancy 5,227
Other operating expenses 115,549
Licenses and registration fees 3,151
Total Expenses 123,927
Net Income $ 10,350

The accompanying notes are an integral part of these financial statements.
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KRD BROKERAGE, LLC
STATEMENT OF CHANGES IN MEMBERS EQUITY
YEAR ENDED DECEMBER 31, 2005

Total
Members

Equity
Beginning Balance § 16,294
Members capital contributions -
Net income 10,350
Ending Balance $ 26,644

The accompanying notes are an integral part of these financial statements.
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KRD BROKERAGE, LLC
STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2005

Cash Flows from Operating Activities:

Net Income (Loss) $ 10,350
Adjustments:
Increase in receivables from broker/dealer (3,483)
Increase in accrued expenses 1,393
Net Cash Flow Provided (Used) by Operations 3 8,260
Cash Flows from Investing Activities: § -
Cash Flows from Financing Activities: $ -
Net Increase (Decrease) in Cash and Cash Equivalents ) 8,260
Cash and Cash Equivalents Balance at Beginning of Year A 12,013
Cash and Cash Equivalents Balance at End of Year $ 20,273
Supplemental Data:
Income Tax Payments $ -
Interest Payments $ -

" The accompanying notes are an integral part of these financial statements.
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KRD BROKERAGE, LLC

NOTES TO FINANCIAL STATEMENTS

YEAR ENDED DECEMBER 31, 2005

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES

Organization - The KRD Brokerage, LLC is a Limited Liability Company
organized in the state of Illinois on January 13, 2004. The Company is
registered with the Securities and Exchange Commission and is a member of the
National Association of Securities Dealers, Inc. The Company's principal
business activity is the sale of securities. Operations began in September, 2004.

Securities Transactions - Commission revenue and related expense arising from
securities transactions are recorded on a trade date basis, which is the same
business day as the transaction date.

Cash Equivalents - Cash equivalents are defined as certificates of deposit and
U.S. government obligations with a maturity date, when acquired by the
Company, of less than 90 days and those securities registered under the
Investment Company Act of 1940 which are comprised of cash and other short-
term debt instruments and are commonly referred to as "money market funds.”

Estimates - The preparation of financial statements in conformity 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 and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.

NOTE 2 - OFF BALANCE SHEET RISK AND CLEARING AGREEMENT

In May, 2004, the Company entered into an agreement with another
broker/dealer (Clearing Broker/dealer) whereby the Company forwards
(introduces) customer securities transactions to the Clearing Broker/dealer, fully
disclosing the customer name and other information. The processing and, if
applicable, any financing pertaining to the introduced securities transactions is
performed by the Clearing Broker/dealer. The customer account is therefore
maintained and recorded in the books and records of the Clearing Broker/dealer
on the Company’s behalf. In consideration for introducing customers to the
Clearing Broker/dealer, the Company receives commissions and other
consideration, less the processing and other charges of the Clearing
Broker/dealer. As part of the terms of the agreement between the Company and
the Clearing Broker/dealer the Company is held responsible for any losses




KRD BROKERAGE, LLC

NOTES TO FINANCIAL STATEMENTS

YEAR ENDED DECEMBER 31, 2005

NOTE 2 — OFF BALANCE SHEET RISK AND CLEARING AGREEMENT - (Continued)

arising when the customers introduced by the Company to the Clearing
Broker/dealer fail to meet their contractual commitments pertaining to the
~ purchase, sale and possible financing of securities transactions and other
financial instruments. The Company may therefore be exposed to off-balance-
sheet risk in the event the customer is unable to fulfill their contracted
obligations and it is necessary for the Clearing Broker/dealer to purchase or sell
the securities or other financial instruments at a loss. The Company’s exposure
to risk would consist of the amount of the loss realized and any additional
expenses incurred pertaining to the transaction or other customer activity.

The agreement is continual, unless notification of termination by either party
occurs. In addition, under the terms of the agreement with the Clearing
Broker/dealer, the Company is prohibited from entering into an agreement for
similar services with another broker/dealer without prior written approval by the
clearing broker/dealer. The Company has also agreed to regulatory arbitration
regarding disputes between the Company and the Clearing Broker/dealer. The
Company is required to deposit $5,000 with the Clearing Broker/dealer to assure
the Company’s performance under the agreement. The amount is held in a
money market fund at the Clearing Broker/dealer and is included in cash and
cash equivalents on the statement of financial condition.

NOTE 3 - NET CAPITAL REQUIREMENTS

As a registered broker/dealer and member of the National Association of
Securities Dealers, Inc., the Company is subject to the Uniform Net Capital
Rule, 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 1500%. At December 31, 2005, the Company's net capital and required

net capital were $26,239 and $5,000 respectively. The ratio of aggregate
indebtedness to net capital was 8%.




KRD BROKERAGE, LLC

NOTES TO FINANCIAL STATEMENTS

YEAR ENDED DECEMBER 31, 2005

NOTE 4 - RELATED PARTY TRANSACTIONS

Office Lease

From January 1, 2005 through September 30, 2005 the Company operated from
office space leased by Kutchins, Robins & Diamond LTD, (KRD) a company
partially owned by one of the members of KRD Brokerage LLC. The Company
paid for office services provided by KRD that represented a proration of office
space; use of certain office equipment and support staff services. Total
payments to KRD in 2005 was $1,277. In October 2005 the Company relocated
to separate office space leased from KRD Financial LLC, a company partially
owned by one of the members of KRD Brokerage LLC. The Company paid
KRD Financial $3,950 for the space it occupied. Effective January 1, 2006 the
monthly rental is $815 and the lease is cancelable with 30 days advance notice.
The lease agreement is in conformity with SEC Rule 17a-3(a)(1) and (a) (2).

Guaranteed Payments To LLC Member

Guaranteed payments made to one LLC member totaling $62,000 during 2005
represented compensation for services rendered and was accounted for as an
expense of the Company rather than as an allocation of LLC net income.
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KRD BROKERAGE, LLC

COMPUTATION OF NET CAPITAL UNDER RULE 15C3-1 OF THE

SECURITIES AND EXCHANGE COMMISSION
AS OF DECEMBER 31, 2005

Computation of Net Capita
Total members equity

Deductions:
Nonallowable assets:

Net capital before haircuts on securities positions

Haircuts on securities

Money market funds
Net Capital
omputatio asic Net Capital Requiremen

Minimum net capital required (6-2/3% of aggregate indebtedness)
Minimum dollar net capital requirement

Net capital requirement

Excess net capital

Excess net capital at 1,000 percent

C utati egate Indebtedness
Total liabilities

Total aggregate indebtedness

Percentage of aggregate indebtedness to net capital

econciliati ith company's ¢ tation (included i
art I of Form X-17A-5 as of December 31, 2005
Net capital, as reported in Company's Part 11

(unaudited) FOCUS report

Write off of capitalized organization costs
Haircuts on securities

Net Capital per above

The accompanying notes are an integral part of these statements
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26,644

26,644

405
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26,239

141

5,000
5,000
21,239
26,027

2,123
2,123

8%

32,240

(5,899)
(102)

26,239




INDEPENDENT AUDITORS' REPORT

ON INTERNAL CONTROL
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Duffner & Company P.C.

Certified Public Accountants
STANDARD BANK BUILDING
2400 WEST 95™ STREET
EVERGREEN PARK, ILLINOIS

Members
KRD Brokerage, LLC

In planning and performing our audit of the financial statements and supplemental schedules of
KRD Brokerage, LLC 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 structure.

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 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 (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 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 and
recordation of differences required by rule 17a-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

3. Obtaining and maintaining physical possession or control of all fully paid and excess margin
securities of customer 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 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
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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
misstatements caused by 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, our study and evaluation disclosed
that a lack of segregation of functions exists. Although this condition may be considered to be a
material weakness in internal control, it is a common condition in entities of this size. This
condition was considered in determining the nature, timing, and extent of the procedures to be
performed in our audit of the financial statements of KRD Brokerage, LLC for the year ended
December 31, 2005 and this report does not affect our report thereon dated February 24, 2006.

We understand that practices and procedures that accomplished the objectives referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purpose 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
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 Members, management, the
Securities and Exchange Commission, the National Association of Securities Dealers, Inc. 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 specified parties..

Evergreen Park, Illinois
February 24, 2006
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