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OATH OR AFFIRMATION

1, Gordon Hing, affirm that, to the best of my knowledge and belief, the accompanying financial statements
and supplemental schedules pertaining to Emmett A. Larkin Company, Inc., for the year ended March 31,
2006, are true and correct. I further affirm that neither the Company nor any principal officer or director has
any proprietary interest in any account classified solely as that of a customer.

/ Signature

7/7/%;, A5, R 00t

Date

President
Title

Subscribed and sworn to before
me this 25th day of May 2006

GRS

Notary Public
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INDEPENDENT AUDITORS’ REPORT

Emmett A. Larkin Company, Inc.:

We have audited the accompanying statement of financial condition of Emmett A. Larkin Company, Inc.
(the “Company”) as of March 31, 2006 that you are filing pursuant to Rule 17a-5 under the Securities
Exchange Act of 1934. This financial statement is the responsibility of the Company’s management. Our
responsibility is to express an opinion on this financial statement 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 statement of financial condition is 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. Our
procedures include a review of the Company’s control activities for safeguarding securities. An audit also
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statement, 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, such financial statement presents fairly, in all material respects, the financial position of

Emmett A. Larkin Company, Inc. at March 31, 2006 in conformity with accounting principles generally
accepted in the United States of America.

Deloirte #Tomcke. L4

May 25, 2006

Member of
Deloitte Touche Tohmatsu



EMMETT A. LARKIN COMPANY, INC.

STATEMENT OF FINANCIAL CONDITION
MARCH 31, 2006

ASSETS

Cash
Cash and short-term investments segregated in

compliance with federal and other regulations (Note 2)

eceivable from brokers, dealers, and clearing organizations (Note 3)
Receivable from customers (Note 4)
Trading account securities (Note 2)
Office facilities - at cost, less accumulated depreciation of $721,279 (Note 2)
Prepaid expenses and other assets (Note 6)

TOTAL

LIABILITIES AND STOCKHOLDERS’ EQUITY

LIABILITIES:
Payable to brokers, dealers, and clearing organizations (Note 3)
Payable to customers (Note 4)
Secured bank loans (Note 5)
Commissions payable
Other accrued expenses and payables

Total liabilities
STOCKHOLDERS’ EQUITY:
Convertible preferred stock, $1 par value:
10,000 shares authorized; none issued
Common stock, no par value: 175,000 shares authorized;
51,561 shares outstanding
Retained earnings
Total stockholders’ equity

TOTAL

See notes to the statement of financial condition

$ 1,586,126

15,103,768
2,557,167
22,730,325
329,902
143,585

1,659,106

$44,109.979

$ 2,054,423
32,861,766
900,000
1,276,696
967,509

38,060,394

104,091
5,945,494

6,049,585

$44,109,979



EMMETT A. LARKIN COMPANY, INC.

NOTES TO STATEMENT OF FINANCIAL CONDITION
MARCH 31, 2006

1. ORGANIZATION

Emmett A. Larkin Company, Inc. (the “Company”), a California corporation, was incorporated in 1959.
The Company is a registered member of the National Association of Securities Dealers, Inc. as a broker
and dealer in securities. The Company is a self-clearing, full-service broker engaged principally in
serving retail customers through a network of approximately 40 correspondent broker/dealers, who have
contracted with the Company for the clearance of securities transactions. The Company is also a
member of the Chicago Stock Exchange, the Municipal Securities Rulemaking Board, and the
Depository Trust & Clearing Corporation.

2. SIGNIFICANT ACCOUNTING POLICIES

Generally Accepted Accounting Principles - The preparation of statement of financial condition in
conformity with accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities
at the date of the financial statement. Actual results could differ from those estimates.

Cash and Short-Term Investments Segregated in Compliance with Federal and Other Regulations -
At March 31, 2006, cash and short-term investments segregated under federal regulations of
$14,500,026 for the exclusive benefit of customers and cash of $603,742 for the exclusive benefit of
introducing brokers are deposited in special reserve bank accounts, pursuant to Rule 15¢3-3 under the
Securities Exchange Act of 1934. Short-term investments represent U.S. government securities
purchased under agreements to resell. Such transactions are accounted for as financing transactions and
are stated at the contract amount at which the government securities will be subsequently resold
($14,400,000 at March 31, 2006). The fair market value of the securities purchased under agreements to
resell at March 31, 2006 is $14,736,070. The Company’s policy is to take physical possession or control
of U.S. government securities purchased under agreements to resell. The Company monitors the market
value of the underlying U.S. government securities as compared to the related receivable, including
accrued interest, and requires additional collateral where deemed appropriate.

Trading account securities are reported at market value and consist primarily of corporate bonds and
municipal securities.

Office facilities are stated at cost less accumulated depreciation. Depreciation of furniture and
equipment is computed on the straight-line method over the estimated useful life, generally five to seven
years.

Security purchases and sales and the related commission revenues and expenses are recorded on a
settlement date basis, which is generally three business days after trade date, and are not materially
different from a trade date basis.



Income Taxes - The Company accounts for income taxes by an asset and liability approach, which
requires the recognition of deferred tax liabilities and assets at tax rates expected to be in effect when
these balances reverse. Future tax benefits attributable to net operating loss carry-forwards and
temporary differences are recognized currently to the extent that realization of such benefits is more
likely than not.

RECEIVABLE FROM AND PAYABLE TO BROKERS, DEALERS,
AND CLEARING ORGANIZATIONS

Receivable from and payable to brokers, dealers, and clearing organizations result from the Company s
trading activities and consist of the following:

Receivable:
Net settlement and deposits with clearing orgamzatlons ’ $1,827,954
Deposits paid for securities borrowed : 725,700
Securities failed to deliver 3,513
Total $2,557,167
Payable:
Securities failed to receive $ 274,447
Correspondents : 532,366
Clearing organizations 1,247,610
Total $2,054,423

Failed to deliver and receive items represent the contract value of securities not delivered or received on
settlement date. Deposits paid for securities borrowed approximate the market value of the related
securities.

RECEIVABLE FROM AND PAYABLE TO CUSTOMERS

The Company extends credit to its customers to finance their purchases of securities on margin.
Receivable from customers includes amounts due on margin balances and uncompleted transactions.
Securities owned by customers are held as collateral (the value of which is not reflected in the statement
of financial condition) by the Company for these accounts.

Amounts payable to customers include free credit balances and other customer funds pending
completion of securities transactions. The Company pays interest at a rate that approximates the
prevailing money market rate (1% at March 31, 2006) on certain free credit balances of at least $1,000.

SECURED BANK LOANS

The Company may borrow up to $50 million under secured lines of credit at varying rates in excess of
the then federal funds rate with two banks at $25 million each that are scheduled to expire August 15,
2006 and September 1, 2006, respectively. At March 31, 2006, the Company had $900,000 in
outstanding borrowings under these agreements. When the lines of credit are used the borrowings can be
fully secured by marketable securities owned, cash, and certain securities carried for the accounts of
customers. At March 31, 2006 the outstanding borrowings were secured by certain securities carried for
the accounts of customers.



10.

INCOME TAXES

Deferred income taxes are recorded when revenues and expenses are recognized in different periods for
financial statement and tax return purposes. Other assets include deferred tax.assets of $733,411 at
March 31, 2006. Deferred tax assets are primarily attributable to net operating loss carry-forwards.
There 1s no valuation allowance associated with deferred tax assets at March 31, 2006.

PROFIT SHARING AND SALARY DEFERRAL PLAN

The Company has a profit sharing and salary deferral plan in which all full-time employees who have
completed 1,000 hours of service from date of hire are eligible for participation. Participants’ salary
deferral contributions are limited to 20% of such participants’ compensation and are fully vested.
Company contributions are at the discretion of the Management Committee.

NET CAPITAL REQUIREMENTS

The Company is subject to the Uniform Net Capital Rule (the “Rule”) under the Securities Exchange
Act of 1934 administered by the Securities and Exchange Commission and the National Association of
Securities Dealers, Inc. which requires the maintenance of minimum net capital. The Company has
elected to use the alternative method permitted by the Rule, which requires that the Company maintain
minimum net capital, as defined, equal to 2% of aggregate debit balances arising from customer
transactions, as defined, or $250,000, whichever is greater. At March 31, 2006, net capital was
$3,706,315 (17% of aggregate debit balances) which was $3,261,057 in excess of the required net
capital of $445,258. The Rule limits the withdrawal of equity capital, as defined, through the payment of
dividends or other distributions to the amount by which net capital exceeds 5% of aggregate debit
balances.

COMMITMENTS AND CONTINGENCIES

The Company leases office space and computer equipment under non-cancelable operating leases with
future minimum rental commitments as follows:

Fiscal year:
2007 $ 346,755
2008 _ 207,328
Thereafter -
Total $ 554,083

The Company is involved in civil actions arising from normal business activities. Management believes
that the ultimate resolution of these actions will not have a material effect on the Company’s financial
position.

FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK

In the normal course of business, the Company’s customer and correspondent clearance activities
(customers) obligate the Company to settle transactions with brokers and other financial institutions
even if its customers fail to meet their obligations to the Company. Customers are required to complete
their transactions on settlement date, generally three business days after trade date. If customers do not
fulfill their contractual obligations, the Company may incur losses. The Company has established



procedures to reduce this risk by requiring deposits from customers for certain types of trades; therefore
the Company has not recorded a liability associated with these transactions.

As customers write option contracts or sell securities short, the Company may incur losses in the event
customers do not fulfill their obligations and the collateral in the customers’ account is not sufficient to
fully cover losses which customers may incur from these strategies. To control this risk, the Company
monitors required margin levels daily and customers are required to deposit additional collateral, or
reduce positions, when necessary, therefore the Company has not recorded a liability associated with
these transactions. The Company will borrow securities from other broker/dealers to fulfill short sales of
its clients. The market value of these borrowed securities was $689,375 at March 31, 2006.

During the normal course of business the Company may sell securities which it has not yet purchased,
which represent obligations of the Company to deliver the specified security at a contracted price,
thereby creating a liability to purchase the security in the market at prevailing prices. Such transactions
result in off-balance-sheet market risk as the Company’s ultimate obligation to satisfy the sale of
securities sold, but not yet purchased may exceed the amount recorded in the statement of financial
condition. The Company seeks to control such market risk through the use of internal monitoring
guidelines.

The Company provides margin loans to its customers which are collateralized by securities in their
brokerage accounts. The Company may be liable for the margin requirement of its customer margin
securities transactions. As customers write options or sell securities short, the Company may incur losses
if the customers do not fulfill their obligations and the collateral in customer accounts is not sufficient to
fully cover losses which customers may incur from these strategies. To mitigate this risk, the Company
monitors required margin levels and customers are required to deposit additional collateral, or reduce
positions, when necessary. Customers with margin loans have agreed to allow the Company to pledge
collateralized securities in their brokerage accounts in accordance with federal regulations. The
Company was allowed, under such regulations, to pledge securities with a market value of
approximately $28.9 million at March 31, 2006. '

* ¥ %k k k %
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USA

Tel: +1 415 783 4000
Fax: +1 415783 4329

May 25, 2006 www.deloitte.com

Emmett A. Larkin Company, Inc.
100 Bush Street, Suite 1000
San Francisco, California 94104

In planning and performing our audit of the financial statements of Emmett A. Larkin Company, Inc.

(the “Company”) for the year ended March 31, 2006 (on which we issued our report dated May 25, 2006,)
we considered its internal control, including control activities for safeguarding securities, in order to
determine our auditing procedures for the purpose of expressing an opinion on the financial statements
and not to provide assurance on the Company’s internal control. :

Also, as required by Rule 17a-5(g)(1) under the Securities Exchange Act of 1934, we have made a study
of the practices and procedures followed by the Company (including tests of compliance with such
practices and procedures) that we considered relevant to the objectives stated in Rule 17a-5(g): (1) in
making the periodic computations of aggregate debits and net capital under Rule 17a-3(a)(11) and the
reserve required by Rule 15¢3-3(e) (including the practices and procedures followed by the Company in
making the periodic computations for proprietary accounts of introducing brokers (“PAIB™)); (2) in
making the quarterly securities examinations, counts, verifications and comparisons, and the recordation
of differences required by Rule 17a-13; (3) in complying with the requirements for prompt payment for
securities under Section 8 of Regulation T of the Board of Governors of the Federal Reserve System; and
(4) in obtaining and maintaining physical possession or control of all fully paid and excess margin
securities of customers 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 internal
control and of the practices and procedures, and to assess whether those practices and procedures can be
expected to achieve the Securities and Exchange Commission’s (the “Commission”) 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 acquisition, 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.

Because of inherent limitations in any internal control or the practices and procedures referred to above,
misstatements due to error or fraud may occur and not be detected. Also, projections of any evaluation of -
the internal control or of such practices and procedures to future periods are subject to the risk that they
may become inadequate because of changes in conditions or that the degree of compliance with the
practices and procedures may deteriorate.

Member of
Deloitte Touche Tohmatsu



Our consideration of the Company’s internal control would not necessarnily disclose all matters in the
Company’s 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 the
Company’s internal control and its operation, 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 Commission 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 Commission’s objectives.

This report is intended solely for the information and use of the Management Committee, management,
the Commission, the National Association of Securities Dealers, Inc. 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.

Yours truly,

Delyitte 4 Tguihe 0P




