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OATH OR AFFIRMATION

], James A. Winkelmann , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

HFI Securities, Inc, , 88
of December 31 , 2005 , are true and correct. 1 further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

N/A

/

WY Pl PAMELA J. CROFT ‘ )
SO . o . ! /
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25 SEALST St. Louis County g
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Notarf/Public /

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.
(¢) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.
(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
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(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

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

(i) 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.

(kX) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation. ! '

(1) An Oath or Affirmation.

{m) A copy of the SIPC Supplemental Report.

(n) A reportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential lrealrﬁenl of certain portions of this filing, see section 240.17a-5(e)(3).
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** None, as all customer transactions are cleared through another broker-dealer on a fully-
disclosed basis.
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CERTIFIED PUBLIC ACCOUNTANTS

Phone (314) 845-6050 Fax (314) 845-5902

Independent Auditors’' Report

The Board of Directors
HFI Securities, Inc.:

We have audited the accompanying statement of financial condition of HFI Securities, Inc. (the
Company) as of December 31, 2005, and the related statements of income, changes in
stockholder’s equity, and cash flows for the year then ended that are being filed 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 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 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 HFI Securities, Inc. at 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 1 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 Secunties 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.

%J )7, Z‘—%'&Uxaa‘c\.l/ RC.

St. Louis, Missouri
February 10, 2006

m Member
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HF1 SECURITIES, INC.
Statement of Financial Condition

December 31, 2005

ASSETS
Cash | $ 41,378
Deposit with clearing organization (note 2) 53,065
Marketable equity securities, at market value 801
Commissions receivable ‘ 28,722
Prepaid expenses i 2,505
Total assets $ 126471

LIABILITIES AND STOCKHOLDER’S EQUITY

Accrued expenses $ 6,375
Due to parent company (note 3) 25,135
Total liabilities ‘ 31,510

Commitments and contingencies (notes 6 and 7)

Stockholder’s equity (note 4):
Common stock, no par value; 30,000 shares authorized,

100 shares issued and outstanding 32,078
Additional paid in capital - 50,000
Retained earnings 12,883

Total stockholder’s equity 94,961
x $ 126471

See accompanying notes to financial statements.

2 Cummings, Ristau & Associates, P.C.



HFI SECURITIES, INC.

Statement of Income

. Year ended December 31, 2005

Revenues:
Commissions
Other income

Total revenues

Expenses:
Management fees (note 3)
Clearing and execution expense
Data and information retrieval services
Insurance
Professional fees
Other expenses
Total expenses
Net income from operations
- Unrealized loss on marketable securities
Net income before taxes
Income tax expense (note 5)
Net income

4

See accompanying notes to financial statements.

$ 638,277
16,573
654.850

435,000
125,593
14,239
8,927
6,625
4,605
594,989
59,861
(60)
59,801
12,500
$ _47.301

Cummings, Ristau & Associates, P.C.



HFI SECURITIES, INC.
Statement of Changes in Stockholder’s Equity

1 Year ended December 31, 2005

Common Additional Retained
stock paid in capital earnings Total
Balance at December 31, 2004 | $ 32,078 50,000 10,082 92,160
Net income - - 47,301 47,301
Dividends paid - = (44.500) (44.500)
Balance at December 31, 2005 $ 32,078 50,000 12,883 94,961

See accompanying notes to financial statements.

4 Cummings, Ristau & Associates, P.C. -




HFI SECURITIES, INC.

Statement of Cash Flows

~ Year ended December 31, 2005

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash
used in operating activities:
Unrealized loss on marketable securities
Increase in deposit with clearing organization
Increase in commissions receivable
Decrease in prepaid expenses
Increase in due to parent company
Decrease in accrued expenses
Net cash provided by operating activities
Cash flows from financing activities — dividends paid
Net decrease in cash
Cash at beginning of year
Cash at end of year

Supplemental information - cash paid for Federal and state

imcome taxes

See accompanying notes to financial statements.
|

$ 47,301

60
(1,205)
(6,874)

168
4,474
(125)
43,799
(44.500)
(701)
42,079
S 41,378

Cummings, Ristau & Associates, P.C.




HFI SECURITIES, INC.

' Notes to Financial Statements

December 31, 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

HFI Securities, Inc. (the Company), a wholly-owned subsidiary of Longrow Holdmgs Inc.
(Longrow), is a broker-dealer registered with the Securities and Exchange Commission (SEC)
and is a member of the National Association of Securities Dealers (NASD). The Company was
incorporated under the laws of Missouri in 2000. The Company operates as a fully-disclosed
introducing broker and does not maintain customer accounts or securities.

The Company has an agreement (the Agreement) with a clearing broker (the Broker) to clear
securities transactions, carry customers’ accounts on a fully-disclosed basis and perform certain

recordkeeping functions. Accordingly, the Company operates under the exemptive provisions of
SEC Rule 15¢3-3(k)(2)(i1).

The accounting and reporting policies of the Company conform to generally accepted accounting
principles within the broker-dealer industry. Following is a description of the more significant of
the Company’s accounting practices:

Use of Estlmates ‘

The preparatlon of financial statements in conformity with generally accepted accountmg
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.

Marketable Equity Securities
The Company has invested in equity instruments. The Company’s investments in equity
securities are carried at estimated fair value based on current market prices. Holding gains and

losses on marketable equity securities are included in earnings.
l

Commissions
Commission income and expenses, as well as related clearing expenses, are recorded on a
settlement-date basis, which does not differ materially from a trade-date basis.

Income Taxes

The Company is included in the consolidated Federal and state income tax returns of Longrow.,
Applicable income taxes are computed based on reported income and expenses, adjusted for any
permanent differences between reported and taxable income. The Company uses the asset and
liability method of accounting for income taxes, in which deferred tax assets and liabilities would
be recognized for the estimated future tax consequences attributable to differences between the
financial statement carrying amounts of existing assets and liabilities and their respective tax
bases. Deferred tax assets and liabilities would be measured using expected tax rates in effect for
the year in which those temporary differences are expected to be settled. The effect on deferred
tax assets and liabilities of a change in tax rates would be recognized in the period which
“includes the enactment date.

6 Cummings, Ristau & Associates, P.C.




HFI SECURITIES, INC.
Notes to Financial Statements

(continued)

NOTE 2 - CLEARING ARRANGEMENT
Pursuant to the Agreement, the Company maintains with the Broker, as collateral against losses
due to nonperformance by its customers, a minimum deposit of $50,000.

NOTE 3 - RELATED PARTY TRANSACTIONS

The Company operates under a management agreement with Longrow, which provides services
to the Company including the use of personnel, office space, and equipment. In exchange for
these services, the Company pays to Longrow management fees which are mutually determined
by the management of both companies. Management fees amounted to $435,000 during 2005, of
which $25,135 was accrued and unpaid at December 31, 2005.

NOTE 4 - NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Umform Net Capltal Rule
(SEC 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. At
December 31, 2005, the Company had net capital of $92,456, which was $87,456 in excess of its
required minimum net capital of $5,000. The Company’s aggregate indebtedness to net capital
ratio was 0.34 to 1.

Additionally, pursuant to the Agreement, the Company is required by the Broker to maintain
minimum net capital of $75,000,

NOTE 5 - INCOME TAXES '
The components of income tax expense for the year ended December 31, 2005 are as follows:

Current: ‘
Federal . $ 9,000

State ‘ 3,500
| $ 12,500

A reconciliation of expected income tax expense computed by applying the Federal statutory rate

of 34% to income before applicable income taxes for the year ended December 31, 2005 is as
follows:

Expected statutory Federal

income tax - $ 20,332
State tax, net of related Federal benefit 2,310
Effect of graduated rates (10.142)

$ 12.500

The Company had no differences between the financial statement carrying amounts of its existing
assets and liabilities and their respective tax bases at December 31, 2005 which would result in
any deferred tax assets or liabilities.

7 Cummings, Ristau & Associates, B.C.



HFI SECURITIES, INC.

- Notes to Financial Statements

NOTE 6 — FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK
In the normal course of business, the Company executes, as agent, transactions on behalf of
customers through a clearing broker. If the agency transactions do not settle because of failure to
perform by either the customer or the counterparty, the Company may be obligated to discharge
the obligation of the nonperforming party and, as a result, may incur a loss if the market value of
the security is different from the contract amount of the transactions. The Company did not
experience any material losses of this nature during 2005.

The Company does not anticipate nonperformance by the customers’ counterparties in the normal
course of business. The Company’s policy is to monitor its market exposure and counterparty
risk. In addition, the Company has a policy of reviewing, as considered necessary, the credit
standing of each counterparty and customer with which it conducts business.

NOTE 7 - COMMITMENTS AND CONTINGENCIES

Company management is unaware of any legal matters that may have arisen in the normal course
of business which could result in any material liability to the Company.

8. | Cummings, Ristan & Associates, P.C.
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HFI SECURITIES, INC.

Computation of Net Capital Under Rule

Schedule 1

15¢3-1 of the Securities and Exchange Commission

December 31, 2005

Net capital:
Total stockholders’ equity

Deductions — nonallowable assets — prepaid expenses
Net capital

Aggregate indebtedness:
Accrued expenses
Due to parent company
Total aggregate indebtedness

Minimum net capital requirement
Excess net capital
Ratio of aggregate indebtedness to net capital

Reconciliation with Company’s computation of net capital:
Net capital, as reported in Company’s Part IIA (unaudited)
FOCUS report ‘
Rounding difference
Net capital per above

See accompanying independent auditors’ report.

§ 94,961

(2.505)
$ 92,456

$ 6,375
25.135
$ 31,510

5,00

:

$ 87.45

;

34 to

(—

§ 87,457

W
5 87456

Cummings, Ristau & Associates, P.C.
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INTERNAL CONTROL STRUCTURE
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R

Independent Auditors' Supplementary
Report on Internal Control Structure

The Board of Directors
HFI Securities, Inc.:

In planning and performing our audit of the financial statements and supplemental schedule of
HFI 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.

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 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 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.

1“ Niember

o DivisionforCPAFirmsAICPA




HE! Cummings, Ristau & Assocnates PC.

CERTIFIED PUBLIC ACCOUNTANTS

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 safeguardmg 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
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 registered
brokers and dealers, and is not 1ntended to be and should not be used by anyone other than these
specified parties.

@% Ptk V-ASFocnt <, P.C.

St. Louis, Missouri
February 10, 2006




