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OATH OR AFFIRMATION

I, __Andy Ango

, swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting
Todd Securities, Inc.

ischedules pertaining to the firm of

\ , as

of __December 31 , 2005 ___, aretru

e; and correct. [ further swear (or affirm) that

neither the company nor any partrer, proprietor, principal officer or director haF any proprietary interest in any account

classified solely as that of a customer, except as follows:

(Ao (o,

] —

| Signature /
|

\

President

" Notary Public

This report ** contains (check all applicable boxes):
™ (a) Facing Page.

B (b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

(g) Computation of Net Capital.

(i) A Reconciliation, including appropriate explanation of the Computation

0 DOOROMEXK

consolidation.
(1) An Oath or Affirmation.
(m} A copy of the SIPC Supplemental Report.
(n) Areportdescribing any material inadequacies foundto existor foundtoh

00&

**For conditions of confidential treatment of certain portions of this filing, see

Title

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.
(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(h) Computation for Determination of Reserve Requirements Pursuant to PTule 15¢3-3.
(i) Information Relating to the Possession or Control Requirements Under| Rule 15¢3-3.

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.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of

‘ave existed since the date of the previous audit.
i
section 240.17a-5(e)(3).
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Grant Thornton &

Accountants and Business Advisors

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Stockholder of
Todd Securities, Inc.:

We have audited the accompanying statement of financial condition of Todd Securities, Inc. (a North Carolina
corporation) as of December 31, 2005, and the related statements ofincémc, changes in stockholder’s equity 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. i

|

|

We conducted our audit in accordance with auditing standards generally 1accepted in the United States of Ametica
as established by 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 tlile purpose of expressing an opinion on
the effectiveness of the Company’s internal control over financial rcport‘ing. 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 bcl%ieve that our audit provides a reasonable

basis for out opinion. |

In our opinion, the financial statements referred to above presents fairly, in all material respects, the financial

.. o P | . . .
position of Todd Securities, Inc. as of December 31, 2005, and the tesults 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 T 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 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 faitly stated in all material respects in relation to the
i

Aot Thedon 227

i basic financial statements taken as a whole.

Chatlotte, North Carolina
February 10, 2006

300 North Greene Street
Suite 800 i
Greensboro, NC 27401

T 336.271.3900

F 336.271.3910

W www.grantthornton.com

Grant Thornton LLP
US member of Grant Thornton International




Todd Securities, Inc.

Statement of Financial Condition
December 31, 2005

Assets i
Cash and cash equivalents ‘ $131,726
Commissions receivable 6,873
Receivable from Todd Consulting, Inc. ; 40,104
Prepaid expenses and other assets { 18,200
| §196,903

Liabilities and Stockholder’s Equit)‘\'
Commissions payable ‘ $ 71,315
Payable to Todd Consulting, Inc. : 30,589
Income taxes payable (Note D) T 5,164
Deferred income taxes {INote D) | 2,880
1 109,948

Commitments and contingencies (Note E) :

Stockholder’s equity: ‘
Common stock, no par value; 100,000 shates authorized, 100 shares issued and outstanding 10,000
Retained carnings ; 76,955
Total stockholder’s equity 3 86,955
| $196,903

The accompanying notes are an integral part of this financial statement.
Page 2




Todd Securities, Inc.

Statement of Income
For the Year Ended December 31, 2005

Revenue from variable insurance product commissions
Operating expenses:

Commissions

General and administrative (Note F)

Income before income taxes
Provision for income taxes (Note D)
Net income

The accompanying notes are an integral part of this financial statement.
Page 3

34,846,472

4,654,558

3

176,168

4,830,726

15,746
3,269

5 12,477



Todd Securities, Inc.

Statement of Changes in Stockholder’s Equity
For the Year Ended December 31, 2005

Balance, December 31, 2004
Net income
Balance, December 31, 2005

The accompanying notes are an integral part of this financial statement.
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Common Retained
Stock Earnings  Total

$10,000 $64,478  $74,478
0 12,477 12,477

510,000 876,955  $86,955




Todd Securities, Inc.

Statement of Cash Flows
For the Year Ended December 31, 2005

Cash flows frorn operating activities:
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Deferred income tax provision
Changes in:
Commissions receivable
Receivables from Todd Consulting, Inc.
Prepaid expenses and other assets
Payables to Todd Consulting, Inc.
Commissions payable
Income taxes payable
Net cash provided by operating activities
Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

The accompanying notes are an integral part of this financial statement.
Page 5

§ 12477
(753)

(1,704)
(16,306)
2,096
(40,039)
67,462

2,752

25,985

25,985

105,741

131,726
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Todd Securities, Inc. |
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Notes to Financial Statements
December 31, 2005 \

Note A - Organization and Summary of Significant Accounting Policies

Organization and Nature of Operations ]

Todd Securites, Inc. (the Company), a North Carolina corporation, is a brokcr dealer that transacts variable life
insurance business (including mutual funds and wrap fee products) for Todd Consulting, Inc. The Company is a
wholly owned subsidiary of Todd Consulting, Inc. (the Parent). The Company has clected to be registered as a
broket-dealer and, thus, is subject to various rules and regulations promulgated by the Securities and Exchange
Commission (SEC) (see Note G). The Company was approved for membershlp with the National Association of
Secutities Dealers INASD) on January 17, 2002, Accordingly, the accompqnymg financial statements have been
prepared in accordance with awccountlng principles generally accepted in the United States of America as
applicable to brokers and dealers in securities. j

The Company was incorporated in July 2001 and began processing transactions in July 2002. The initial capital of
$10,000 to fund the Company was obtained from The Todd Organization of the Carolinas, I..L.C. and
subsequently from Todd Consulting, Inc. (sec Note B). The Parent also paid 380,500 of start-up costs (consulting
fees, registration fees, license fees, salaties, cte.) related to the formation of the Company. These costs were not
to be reimbursed by the Company and, as such, were not recorded in the financial statements of the Company.

Under a Networking Agreement with the Parent dated June 24, 2002, the Companv provides compliance,
regulatory and cducatlonql setvices specifically designed for the sophlstlcatcd marketplace in which independent
producers of the Parent operate. The Company’s focus is on the needs of the Parent’s producers in marketing
variable insurance products and mutual funds to clients. The charge for the Company’s services is 4% of
commissions earned, except on Northwestern Mutual Life Insurance Companv (Northwestern Mutual) variable
insurance products. The sale of Northwestern Mutual variable insurance products is handled through a dual
registration with NMIS (Northwestern Mutual’s wholly owned broket- dealgr) The Networking Agreement also
states that all commissions and other forms of revenue derived from the sale of registered products by the
registered representatives of the Parent are to be paid to the Parent and then distributed to the Company based
on the percentage discussed above. The Company also has entered into an‘ Administration and Services
Agreement under which the Parent provides the materials, services and assistance necessary to operate the
Company (sce Note F). Amounts receivable from or payable to the Parentunder these agreements are reflected
in the accompanying financial statements. \

Cash and Cash Equivalents ‘\
|
\
Short-term investments with maturities of threc months or less are considered cash equivalents.

Page 6



Notes to Financial Statements

|
. . |
Todd Securities, Inc. \
|
|
|
December 31, 2005 ;

Revenue Recognition

The Company derives revenues from variable insurance product commissions on new and existing life insurance
policies. First year commissions are recognized as revenue in the amountidue ot paid by the carrier at the time a
policy application is substantially completed, the initial premium payment is paid and the insured party is
contractually committed to purchase the insurance policy. Renewal comrﬁission revenue is recognized when the
premium or commission is due or paid. The Company records the gross commlssmns received ot receivable
related to these policies as variable insurance product commissions revcnuc and the commissions paid or payable
to other parties as commissions expense. The difference between these amounts represents the net 4%
commission earned by the Company. "

Adjustments to revenue in subsequent periods due to cancellations of life insurance policies are infrequent and
minor, as the Company is notified in advance if a client chooses to surrender policies. Revenue associated with
policies to be surrendered is not recognized. Certain commission rcvenuc is subject to chargeback, which means
that insurance companies retain the right to recover a portion or all of the| icommission paid in the event policies
prematurely terminate. The chargeback schedules differ by product and uwaﬂy apply only to the first three years
of commissions. The Company records a chargeback allowance when deemed necessary to provide for estimated
chargebacks or any other adjustments related to insurance policies currendy in force.

|

|

|

Income Taxes 1\
‘

|

Provision for income taxes is based on pretax financial accounting income. The Company accounts for income
taxes using the lability method. Accordingly, deferred income taxes are tc‘cogm’zed for the expected future tax

conscquences or temporary differences between financial statement carrying amounts and the tax basis of existing
asscts and liabilities using enacted tax rates expected to be in effect when those amounts are realized.

\
|
|
Use of Estimates in the Preparation of Financial Statements :
|

The preparation of financial statements in conformity with accounting prin‘ciplcs generally accepted in the United
States of America requires management to make estimates and assumptions that affect the reported amounts and
disclosures in the financial statements. Actual results could differ from thosc estimates.

Note B - Common Stock l

Stock issued represents shares issued to The Todd Organization of the Carohnas L.L.C. in exchange for $10,000
in August 2001 to capitalize the Company. On June 24, 2002, the Parent purchased all of the outstanding shares
of the Company from The Todd Organization of the Carolinas, L.L.C. for $10,000. In addition, the Parent
reimbursed The Todd Organization of the Carolinas, L.L.C. for $80,500 of start-up costs paid on behalf of the
Company (see Note A).

Page 7




Todd Securities, Inc.

Notes to Financial Staternents |

December 31, 2005 |

Note C - Retirement Plan
The Company participates in a retirement plan pursuant to Section 401 (k) |of the Internal Revenue Code. The

plan is sponsoted by the Parent. Company contributions to the plan are discretionary and there were no such
contributions for the year ended December 31, 2005.

Note D - Income Taxes

Deferred income taxes reflect the net income tax effects of temporary differences between the carrying amounts
of assets and liabilities for financial reporting purposes and the amouats used for income tax purposes. The

current deferred tax lability of $2,880 as of December 31, 2005, reflects temporary differences related to prepaid
expenses.

The provision for income taxes consists of the following for the year ended December 31, 2005:

Current $4,022
Deferred (753)
$3,269

The difference between the toral provision for income taxes and the amount computed by applying the statutory
federal income tax rate to the income before income taxes relates primaril;l‘ to state income taxes.

\
The Parent files a consolidated tederal tax return that includes the Compar‘}y. For purposes of these financial
statements, the Company has presented federal income taxes on the separate return method allowed under
Statement of Financial Accounting Standards No. 109, “Accounting for Income Taxes.” Accordingly, the federal
income taxes payable of §5,065 and federal deferred income tax liability of [$1,927 at December 31, 2005, is due to

the Farent, which files the consolidated federal income tax return.

Income tax payments of $1,200 were made by the Company for the year ended December 31, 2005.
|
|

Note E - Commitments and Contingencies
\
1
There is no pending or threatened litigation involving the Companv as of December 31, 2005. As discussed in
Note A, certain contingencies exist for the refund of commissions rccelved on insurance products in the event
the undetlying policy is terminated. “
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Todd Securities, Inc.

Notes to Financial Statements |
December 31, 2005

Note F - Administration and Services Agreement

[
On July 19, 2002, the Company and the Parent entered into an Administration and Services Agreement (the
Agreement). The Agreement was amended as of September 30, 2004. Under the Agreement, the Parent will
provide certain facilities, services, personnel and assistance to the Company, including, but not be limited to, the
following: ‘

- Perform all bookkeeping and accounting functions in accordance with accounting principles generally
accepted in the United States of America

- Establish and maintain all records required by law

- Furnish all stationary, forms and supplies

- Provide all necessary clerical and professional staff to perform the above activities in accordance with the
standards set forth in the Agreement

- Provide all computer hardware and software capabilities and facilitics to expeditiously and efficiently
carry out the services to be performed

- Provide office space, furniture, fixtures, equipment and supplies

- Prepate all teports required by governmental, regulatory and supervisory authorities

- Bill and collect all premiums

- Develop and maintain manuals for all of the Company’s internal operations, including, but not limited to,
accounting records

The fees charged for these services are intended by the parties to be reasonable in relation to the services
provided and are determined on a quarterly basis. However, under the Agreement, no charges or fecs shall be
due ot payable until or unless the Company shall have sufficient income to pay such charges or fees without
violating SEC rules 17a-11 or 15¢3-1. Moreover, and not withstanding any other provisions or conditions of the
Agreement, to the extent any such charges or fees become due or payable in contravention of SEC rules 17a-11
or 15¢3-1, then such obligation of the Company to pay fees or charges shall be solely at the discretion of the
Company and will not be deemed a contractual liability of the Company. During 2005, the Company recorded
and paid $115,236 in fees incurred under this Agreement. These amounts are presented in operating expenses in
the zccompanying statement of income.

Note G - Securities and Exchange Commission Matters

Net Capital Requirements
The Company is subject to the SEC’s Uniform Net Capital Rule 15¢3-1, which requires the maintenance of
minimum net capital, as defined, which shall be the greater of $5,000 or 6-2/3% of aggregate indebtedness. The

Company had net capital of 324,658 at December 31, 2005, which was $17,517 in excess of its minimum net
capital requirement of $7,141 at December 31, 2005,

Reserve Requirements

The Company does not carry customer accounts. As such, it is exempt from SEC Rule 15¢3-3, pursuant to
Section k(2)(i) of that rule.
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Todd Securities, Inc.

Schedule I
Page 1
Computation of Net Capital Supporting Schedule

Financial and Operational Combined Uniform Single Report
Part 111

Broket or Dealer — Todd Securities, Inc. as of December 31, 2005

Computation of Net Capital

Total ownership equity from Statement of Financial Condition
Deduct ownership equity not allowable for Net Capital

Total ownership equity qualified for Net Capital

Add:

A. Liabilities subordinated to claims of general creditors allowable in computation of net
capital (notes payable to former stockholder)

B. Other (deductions) or allowable credits............oo

Total capital and allowable subordinated liabilities.................oo

S e

Deductions and/ot charges:

A, Total nonallowable assets from Statement of Financial Condition (Page 3) (65,177)

B. Secured demand note deficiency

C. Commodity futures contracts and spot commodities — Proprietary capital
chatges
D. Other deductions and/or chatges.......oooooiiii

386,955
0

86,955

2,880

89,835

(65,177)

7. Other additions and/or allowable credits. ... ..o e e,
Net capital before haircuts on securitics positions

Haircuts on securities {computed, where applicable, pursuant to 15¢3-1(f)):
A. Contractual sccuritics commitments

B. Subordinated securities borrowings............ooooii
C. Trading and investment securities:
1. Exempted secutities. ...
2. et SECUIITCS . .ottt e

3. Options
4. Other securitics....oovvvvrvennnn... B

D. Undue concentration
B Other e

24,658

10.  Net capital

Page 10

$24.658



Todd Securities, Inc.

Schedule I
Page 2
Computation of Net Capital Supporting Schedule

Financial and Operational Combined Uniform Single Report
Part II1

Broker or Dealer — Todd Secutities, Inc. as of December 31, 2005

Computation of Basic Net Capital Requirement

11.  Minimum net capital required (6-2/3% of line 18)...........ooiiiiii $ 7,141
12, Minimum dollar net capital requirement of reporting broker or dealer..................oo 5,000
13, Net capital requirement (greaterof line 11 or 12). ... 7,141
14, Excess net capital (line 10 less 13)......o. i 17,517
15, Excess net capital of 1000% (line 10 less 10% of line 18).......cooooiii i 13,951
Computation of Aggregate Indebtedness
16.  Total aggregate indebtedness liabilities. ... 107,008
17. Add:
A. Drafts for immediate credit........oooi i
B. Market value of securities borrowed tor which no equivalent value is paid
Ot Credited. oo
C. Other unrecorded AaMOUNTS. ..o ittt it e
18.  Total aggregate indebtedness......oooo $107,068
19.  Percentage of aggregate indebtedness to net capital (line 18 divided by line 10)
(SChedUle I). .. ..o, 434.2%

Page 11



Taodd Securities, Inc.

Schedule I
Page 3
Computation of Net Capital Supporting Schedule

Allowable Nonallowable

Description Assets Assets Total
Cash and cash equivalents $131,726 3 0 $131,726
Commissions receivable 0 6,873 6,873
Receivable from Todd Consulting, Inc. 0 40,104 40,104
Prepaid expenses and other assets 0 18,200 18,200
$131,726 $65,177 $196,903

The accompanying note to supplementary schedule is an integral part of this schedule.
Page 12



Todd Securities, Inc.

Note to Supplementary Schedule
For the Year Ended December 31, 2005

No material differences exist between the audited Computation of Net Capital (Schedule I) and the
corresponding sche< ule included in the Company’s audited December 31, 2005, Form X-17A-5 Part IIA filing, as
amended.
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Grant Thornton %

Accountants and Business Advisors

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS
ON INTERNAL CONTROL

To the Stockholder of
Todd Securities, Inc.:

In planning and performing our audit of the financial statements and supplemental schedule of Todd Secutities,
Inc. for the year ended Decernber 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 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(2)(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
2. Recordation of differences required by Rule 17a-13

3. Complying with the requirements for prompt pavment for sccurities 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 telated 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 ané that transactions are executed in accordance with management’s authorization and recorded
propetly to permit the preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America. Rule 17a-5(g) lists additional objectives of the practices and procedures
listed in the preceding paragraph.

300 North Greene Street
Suite 800
Greensboro, NC 27401
I 336.271.3900
336.271.3910

= www.lgrantthornton.com

-ant Th‘omtnn LLP

3 member of Grant Thornton International



Grant Thornton &%

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 tisk that they may become inadequate because of changes in conditions or that the effectiveness of theit
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
matcrial weakness is a condition in which the design or operation of the specific internal control components
does not teduce to a relatively low level the risk that error or fraud in amounts that would be matetial 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 undetstand 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 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 Securitics Dealers and other regulatory agencies that 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.

Aot Thedon 117

Charlotte, North Carolina
February 10, 2006




