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OATH OR AFFIRMATION
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(b) Statement of Financial Condition.
E/ (c) Statement of Income (Loss).
(d) Statement of Changes in Financial Condition.
D/(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors® Capital.

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

00 () AReconciliation, 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.
O (k) A Reconciliation between the audxted and unaudited Statements of Financial Condition with respect to methods of

consolidation.
Z/(l) An Oath or Affirmation.
B/(rm) 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 audit.
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KPMG LLP Telephone  {416) 777-8500
Chartered Accountants Fax {416) 777-8818
Suite 3300 Commerce Court West Internet www.kpmg.ca

PO Box 31 Stn Commerce Court
Toronto ON M5L 1B2
Canada

INDEPENDENT AUDITORS' REPORT

To the Board of Directors of MGl Securities (USA) Inc.

We have audited the accompanying statement of financial condition of MGI Securities (USA) Inc. as
at March 31, 2006, and the related statements of income, 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.

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 consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Company's internal control over financial reporting. Accordingly,
we express no such opinion. An audit 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 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 MGI Securities (USA) Inc. as at March 31, 2006, and the results of their
operations and their cash flows for the year then ended in conformity with U.S. generally accepted
accounting principles.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in Schedules 1 and 2 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.

KP4
Chartered Accountants

Toronto, Canada

May 26, 2006

KPMG LLP, a Canadian limited liability partnership is the Canadian
member firm of KPMG international, a Swiss cooperative.



MGI SECURITIES (USA) INC.

Statement of Financial Condition
(Expressed in U.S. dollars)

March 31, 2006

Assets
Cash (note 5) $ 412,838
Receivable from clients 22,975
Commissions receivable 17,343
$ 453,156
Liabilities and Stockholder's Equity
Liabilities:
Payable to broker $ 22,975
Accounts payable and accrued liabilities 23,956
46,931
Stockholder's equity:
Capital stock (note 3):
Authorized:
Unlimited common shares
Issued and outstanding:
400,100 common shares 400,000
Additional paid-in capital 56,887
Loss for the year (50,662)
406,225
$ 453,156

See accompanying notes to financial statements.



MGI SECURITIES (USA) INC.

Statement of Income
(Expressed in U.S. dollars)

Year ended March 31, 2006

Revenue:
Commissions $ 60,400
Interest 4,654
65,054

Expenses:
Organization costs 56,887
Administration 6,832
Trading costs 156,607
Professional fees 19,980
Regulatory fees 16,410
115,716
Loss for the year $ (50,662)

See accompanying notes to financial statements.



MGI SECURITIES (USA) INC.

Statement of Changes in Stockholder's Equity
(Expressed in U.S. dollars)

Year ended March 31, 2006

Capital stock (note 3):

Balance, beginning of year $ -

Issuance 400,000

Balance, end of year 400,000
Additional paid-in capital (note 2) 56,887
Loss for the year:

Balance, beginning of year -

Loss for the year (50,662)

Balance, end of year 50,662
Total stockholder's equity $ 406,225

See accompanying notes to financial statements.



MGI SECURITIES (USA) INC.

Statement of Cash Flows
(Expressed in U.S. dollars)

Year ended March 31, 2006

Cash flows from (used in) operating activities:

Loss for the year $ (50,662)
Organization costs which do not involve cash 56,887
Change in operating items:

Receivable from clients (22,975)
Commissions receivable (17,343)
Payable to broker 22,975
Accounts payable and accrued liabilities 23,956
12,838

Cash flows from financing activities:
issuance of common shares 400,000
Net increase in cash 412,838
Cash, beginning of year -
Cash, end of year $ 412,838

See accompanying notes to financial statements.



MGI SECURITIES (USA) INC.

Notes to Financial Statements
(Expressed in U.S. dollars)

Year ended March 31, 2006

MGI Securities (USA) Inc. (the "Company") was incorporated under the Canada Business
Corporations Act on March 11, 2005. In the United States of America, the Company is registered as
a broker-dealer in securities under the Securities Exchange Act of 1934 and is a member of the
National Association of Securities Dealers Inc. effective November 1, 2005. The Company's primary
source of revenue is commission income for securities trade execution for U.S. resident institutional
clients. The Company computes its regulatory net capital under the alternative method. The
Company clears all transactions with, and for its customers through, its parent, MGl Securities Inc.
Through MGI Securities Inc., the Company has a Clearing Agreement with National Bank
Correspondence Network and National Bank Financial. Accordingly, the Company does not hold
customer securities or perform custodial functions relating to customer accounts. Continuing
operations of the Company are dependent on MGI Securities Inc.’s ability to attract and retain clients
on behalf of the Company.

The Company is a wholly owned subsidiary of MGI Securities Inc., a Canadian-owned and regulated
investment dealer. MGI Securities Inc. is a member of the Investment Dealers Association of Canada

and all major Canadian stock exchanges. The Company's head office is located in Toronto, Ontario,
Canada.

1. Significant accounting policies:

These financial statements have been prepared in accordance with U.S. generally accepted
accounting principles. The significant accounting policies are as follows:

(a) Cash:
Cash consists of cash on deposit.
(b} Securities transactions and balances:

Customers' securities transactions are recorded on a settlement date basis, with related
commission income and expense recorded on a trade date basis.

(c) Fair values of financial assets and liabilities:

The fair values of financial assets and liabilities approximate the carrying amounts due to
their short-term nature or imminent maturity. '



MGI SECURITIES (USA) INC.

Notes to Financial Statements (continued)
(Expressed in U.S. dollars)

Year ended March 31, 2006

1.

Significant accounting policies (continued):

(d)

(e)

(f)

Translation of foreign currencies:

Monetary assets and liabilities denominated in foreign currencies are translated into
U.S. dollars at the year-end rates of exchange. Revenue and expenses related to foreign
currency transactions are translated into U.S. dollars at the average rates of exchange
prevailing during the year. Gains or losses resulting from foreign currency translation are
included in net income.

Income taxes:

The Company uses the asset and liability method of accounting for income taxes. Under
the asset and liability method, future tax assets and liabilities are recognized for the future
tax consequences attributable to differences between the financial statement carrying
amounts of existing assets and liabilities and their respective tax bases. Future tax assets
and liabilities are measured using enacted or substantively enacted tax rates expected to
apply to taxable income in the years in which those temporary differences are expected to
be recovered or settled. The effect on future tax assets and liabilities of a change in tax
rates is recognized in income in the year that includes the date of enactment or substantive
enactment.

Use of estimates:

The preparation of financial statements 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 revenue and expenses during the year. Actual results could differ from those
estimates.



MGI SECURITIES (USA) INC.

Notes to Financial Statements (continued)
(Expressed in U.S. dollars)

Year ended March 31, 2006

2, Related party transactions:

Under an operating agreement dated August 3, 2005, the Company has entered into an
arrangement with its parent, MGl Securities Inc. whereby the parent will perform certain
securities execution and clearing activities and record-keeping services as agent for the
Company, as well as providing management and administrative services to the Company.

The intercompany balance due to the parent of $5,632 is payable on demand and is non-
interest bearing.

During the year ended March 31, 20086, the parent paid $56,887 on behalf of the Company for
legal expenses incurred in connection with the organization costs. This amount is reflected as

additional paid-in capital.

Balances with the parent are as follows:

Included in:
Commissions receivable $ 17,343
Payable to broker 22,975

3. Capital stock:

Authorized:
Unlimited common shares, no par value
Issued:
400,100 common shares $ 400,000




MGI SECURITIES (USA) INC.

Notes to Financial Statements (continued)
(Expressed in U.S. dollars)

Year ended March 31, 2006

4, Regulatory net capital requirement:

In the United States of America, as a registered broker-dealer, the Company is subject to the
Uniform Net Capital Rule of the Securities and Exchange Commission ("SEC") (Rule 15¢3-1),
which requires the maintenance of minimum net capital. The Company computes its net
capital under the alternative method, which requires that the Company maintain minimum net
capital, as defined, equal to the greater of $250,000 or 2% of aggregate debit items pursuant to
SEC Rule 15¢3-3. At March 31, 2006, the Company had net capital of $406,225, which is
$156,225 in excess of the required minimum net capital of $250,000.

5. Deposit segregated pursuant to federal and other regulations:
A cash amount of $27,257 has been segregated in a special account for the exclusive benefit

of customers under Rule 15¢3-3 of the Securities Exchange Act of 1934 and is included in
cash.

6. Income taxes:
For Canadian Tax purposes, the Company files a stand-alone tax return.
There is no income tax expense (benefit) for the year.
The Company has a future tax asset of $14,300 related to organizational charges which is

offset by a valuation allowance of $14,300. As such, the net future tax asset as at March 31,
2006 is nil.



MGI SECURITIES (USA) INC.

Schedule 1 - Computation of Net Capital Pursuant to SEC Rule 15¢3-1
(Expressed in U.S. dollars)

March 31, 2006

Total ownership equity from statement of
financial condition, being net capital $ 406,225

Alternative net capital requirement:
2% of combined aggregate debit items
as shown in formula for determination
of reserve requirements under Rule 15¢3-3
(or $250,000, if greater)
Net capital requirement 250,000

Excess net capital | $ 156,225

Net capital in excess of 5% of combined aggregated
debit items or $2,000 $ 156,225

The above computation does not differ materially from the computation of net capital under
SEC Rule 15¢3-1 as of March 31, 2006, filed by the Company on Form X-17A-5.

See accompanying independent auditors' report.



MGI SECURITIES (USA) INC.

Schedule 2 - Computation for Determination of Reserve Requirements Pursuant to SEC Rule 15¢3-3

(Expressed in U.S. dollars)
March 31, 2006

Credit balances in customers' securities account:

Customers' securities failed to receive $ 22,975
Debit balances in customers' cash and margin accounts:
Failed to deliver of customer securities not older than

30 calendar days 22,975

3% reduction of aggregate debit items 689

Total debits 22,286

Reserve computation - excess of total credits over total debits 3 689

Amount of cash held on deposit on "special account for the
exclusive benefit of customers” $ 27,257

The above computation does not differ materially from the computation of reserve
under SEC Rule 15¢3-3 as of March 31, 2006, filed by the Company on Form X-17A-5

See accompanying independent auditors' report.
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KPMG LLP Telephone (416) 777-8500
Chartered Accountants Fax (416) 777-8818
Suite 3300 Commerce Court West Internet www.kpmg.ca

PO Box 31 Stn Commerce Court
Toronto ON M5L 1B2
Canada

INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL
REQUIRED BY SEC RULE 17a-5

To the Board of Directors of MGl Securities (USA) Inc.

In planning and performing our audit of the financial statements and supplemental schedules of MGI
Securities (USA) Inc. (the "Company") as at and for the year ended March 31, 2006, 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 net capital under Rule 17a-3(a})(11) 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;
and -

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 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.

KPMG LLP, a Canadian limited liability partnership is the Canadian
mermber firm of KPMG International, a Swiss cooperative.
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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 disciose 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 one or
more of the 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, we noted no matters involving
internal control, inciuding 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
Company's practices and procedures were adequate at March 31, 2006 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 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.
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Chartered Accountants

Toronto, Canada

May 26, 2006



