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Independent Auditors' Report

Board of Directors
Park Financial Group, Inc.
Winter Park, Florida

We have audited the accompanying statement of financial condition of Park Financial Group, Inc.
(the “Company”) as of June 30, 2006, and the related statements of operations and
comprehensive 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 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 Park Financial Group, Inc. at June 30, 2006, and the resuits 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 the supplementary schedules, the computation of
net capital and the computation of aggregate indebtedness, as of June 30, 2006, 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.

Corme & eop-—\ e c

August 4, 2006
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PARK FINANCIAL GROUP, INC.
STATEMENT OF FINANCIAL CONDITION

JUNE 30, 2006

ASSETS

Cash and cash equivalents
Commissions and accounts receivable
Employee advances
Securities owned:
Marketable, at market value
Not readily marketable, at estimated
fair value
Furniture and equipment, net of
accumulated depreciation of $44,807
Other assets
Deposit with clearing broker

LIABILITIES AND STOCKHOLDER'S EQUITY

Accounts payable and accrued expenses
Securities sold, but not yet purchased,
at market value
Income taxes payable
Deferred tax liability, net
Notes payable

Stockholder’s equity:
Common stock, $.01 par value,
100,000 shares authorized,
issued, and outstanding
Additional paid-in capital
Accumulated other comprehensive income

See accompanying notes to financial statements.

$ 227,164
408,192
8,000

79,705
143,850

50,506
19,000
100,448

$1.036,865

$ 326,078

10,375
237,482
37,889

4,708

— 616,532

1,000
303,785
115,548
420,333

$ 1,036,865



PARK FINANCIAL GROUP, INC.
STATEMENT OF OPERATIONS AND COMPREHENSIVE INCOME

YEAR ENDED JUNE 30, 2006

Revenues:
Trading gains, net $ 7,245,906
Commissions 583,368
Miscellaneous income 67,073
7,896,347
Expenses:
Commissions and trading participation 4,714,755
Clearing fees 755,236
Rent 164,752
Professional fees 448,861
Licenses and registrations 24,503
Payroll and payroll taxes 576,909
Telephone and communications 254,899
Interest 12,282
Other operating expenses 346,969
7,299,166
Income before income tax expense 597,181
Income tax expense (235,060)
Net income 362,121
Other comprehensive income:
Unrealized gain on available-for-sale security,
net of tax effect of $28,302 115,548
Comprehensive income $ 477,669

See accompanying notes to financial statements.



PARK FINANCIAL GROUP, INC.
STATEMENTS OF CHANGES IN STOCKHOLDER'S EQUITY
YEAR ENDED JUNE 30, 2006

Accumulated

Additional ” Other
Common Stock Paid in Comprehensive
Shares  Amount Capital Deficit Income Total
Balances, July 1, 2005 100,000 $1,000 § 404,795 $ (113,131) § - $ 292,664
Return of capital - - (101,010) - - (101,010)
Dividends - - - (248,990) - (248,990)
Other comprehensive
income - - - 115,548 115,548
Net income for the year
ended June 30, 2006 - - - 362,121 - 362,121
Balances, June 30, 2006 100,000 $1.000 § 303,785 § -3 115,548 420,333

See accompanying notes to financial statements. 4



PARK FINANCIAL GROUP, INC.
STATEMENT OF CASH FLOWS

YEAR ENDED JUNE 30, 2006

Cash flows from operating activities:
Net income
Adjustments to reconcile net income
to net cash provided by operating activities:
Depreciation
Changes in operating assets and liabilities:
Increase in commissions and accounts receivable
Decrease in income taxes receivable
Decrease in employee advances
Decrease in due from stockholder
Decrease in securities owned, trading
Decrease in other assets
Increase in deposit with clearing broker
Increase in accounts payable and accrued expenses
Increase in securities sold, but not yet purchased
Increase in income taxes payable
Decrease in deferred tax liability
Net cash provided by operating activities

Cash flows from investing activities:
Purchase of furniture and equipment and net cash
used by investing activities

Cash flows from financing activities:
Principal payments on notes payable
Return of capital
Dividends
Net cash used by financing activities
Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

See accompanying notes to financial statements.

$ 362,121

17,197

(280,339)
4,593
9,800
5,000

48,583
539
(448)
96,507
10,375
207,459

(3,517)
477,870

(20,108)

(17,747)
(101,010)
(248.990)
(367,747)

90,015
137,149

$ 227,164



PARK FINANCIAL GROUP, INC.
NOTES TO FINANCIAL STATEMENTS

YEAR ENDED JUNE 30, 2006

1. Nature of operations and summary of significant accounting policies:

Nature of operations:
Park Financial Group, Inc. (the “Company”) was incorporated in 1992, under the laws of the
State of Florida for the purpose of doing business as a securities broker-dealer. The
Company is registered with the National Association of Securities Dealers, the Securities
and Exchange Commission under the Securities Act of 1934, and the State of Florida.

The Company clears all of its securities transactions with and for customers on a fully
disclosed basis.

Revenue and expense recognition:
The revenues of the Company are derived primarily from trading profits earned on the
purchase and sale of securities and from commissions earned on securities transactions.
Securities transactions are recorded on the trade date basis.

Computation of customer reserve:
The Company is exempt from customer reserve requirements and providing information
relating to possession or control of securities pursuant to Rule 15¢3-3 of the Securities and
Exchange Act of 1934. The Company meets the exemptive provisions of Paragraph

(k)(2)(ii).

Cash and cash equivalents:
Cash and cash equivalents consist of amounts held in bank money market accounts and
money market funds held by a brokerage.

Securities owned, not readily marketable:
Securities owned, not readily marketable consist of securities received prior to an |n|t|al
public offering. These securities include restrictions on sale for a length of time after the
initial public offering.

Securities owned, not readily marketable are accounted for as available-for-sale securities.
Available-for-sale securities are recorded at the fair market value of the security in the
accompanying Statement of Financial Condition, with the change in fair value during the
period excluded from current earnings and recorded net of tax as a component of other
comprehensive income. As of June 30, 2006, there were unrealized gains on securities
owned, not readily marketable of $143,850.

Furniture and equipment: . _
Furniture and equipment are carried at cost. Depreciation is provided on the straight-line
basis over the assets' estimated useful lives, which are generally between 3-5 years.



PARK FINANCIAL GROUP, INC.
NOTES TO FINANCIAL STATEMENTS - CONTINUED

YEAR ENDED JUNE 30, 2006

Income taxes:
The Company records deferred income taxes using the liability method. Deferred income
taxes are recorded to reflect the tax consequences on future years of temporary differences
between the tax bases of assets and liabilities and their financial reporting amounts at year
end, based on enacted tax laws and statutory tax rates applicable to periods in which the
differences are expected to affect taxable income. Valuation allowances are established
when necessary to reduce deferred tax assets to the amount expected to be realized.

The types of temporary differences between the tax bases of assets and liabilities and their
financial reporting amounts generally relate to differences between depreciation methods
used for book and tax purposes.

Liabilities subordinated to claims of general creditors:
There were no borrowings under subordination agreements as of June 30, 2006.

Use of estimates:
The preparation of financial statements in conformity with accounting principles generally
accepted in the United States requires management to make estimates and assumptions

that affect certain reported amounts and disclosures. Accordingly, actual results could differ
from those estimates.

2. Securities owned, not readily marketable:
As discussed in Note 1, securities owned, not readily marketable consist of securities

purchased prior to an initial offering and are accounted for as available-for-sale securities.
They are summarized as follows:

Securities, at fair value $ 143,850
Cost basis -
Unrealized gain ‘ 143,850

There have been no sales of available-for-sale securities during the year ended June 30,
2006.

3. Notes payable:
Notes payable as of June 30, 2006, is summarized as follows:
Note payable at a rate of 7.25%, due in monthly

instaliments of $1,111, including interest;
maturing in September 2006. $ 2644



PARK FINANCIAL GROUP, INC.
NOTES TO FINANCIAL STATEMENTS - CONTINUED

YEAR ENDED JUNE 30, 2006

3. Notes payable — continued:
Note payable at a rate of 9.00%, due in monthly
installments of $560, including interest; maturing
in November 2006. 2,064
4,708

Less current maturities (4,708)

Maturities of notes payable for years ending June 30, are as follows:
2007 4,70
4. Income taxes:

The income tax expense (benefit) at June 30, 2006 is summarized as follows:

Current:
Federal $ 208,364
State 30,213
238,577
Deferred:
Federal (3,003)
State (514)
_(3517)
$ 235,060

The components of the net deferred tax liability recognized in the accompanying balance
sheet at June 30, 2006 are as follows:

Deferred tax asset $ 9419
Deferred tax liability (47,308)
$ (37,889)

The income tax expense differs from the expense that would result from applying federal
statutory rates to income before income tax expense due to federal surtax exemptions.



PARK FINANCIAL GROUP, INC.
NOTES TO FINANCIAL STATEMENTS - CONTINUED

YEAR ENDED JUNE 30, 2006

5. Net capital requirements:

The Company is subject to the Securities and Exchange Commission Uniform Net Capital
Rule (Rule 15¢3-1), which requires the maintenance of minimum net capital at an amount
equal to the greater of $184,500 or 6 2/3% of aggregate indebtedness, and requires that the
ratio of aggregate indebtedness to net capital not exceed 15 to 1.

At June 30, 20086, the Company had excess net capital of $43,048 and a net capital ratio of
2.50to 1.

6. Credit risk:

Cash is maintained in a high quality financial institution. Cash balances, at times, may
exceed federally insured limits.

Additionally, cash balances are maintained by the Company’'s clearing agents. Such
amounts, totaling approximately $260,000, are not covered by federal depositor’s insurance
at June 30, 2006.

7. Lease:

The Company leases its office space under a fourteen-month operating lease. Under the
terms of the lease, the Company is responsible for maintaining adequate insurance

on the facility and paying for utilities and sales tax. The lease payments are guaranteed
by the stockholder. The monthly rental expense for this lease is approximately $11,080.

Rent expense for the year ended June 20, 2006 was $164,752. Future net minimum lease
payments are as follows:

Year ending June 30,
2007 $ 121,872
8. Supplemental disclosures of cash flow information:

During the year ended June 30, 20086, cash was paid as follows:

Interest 12,282
Income taxes $ 1096




PARK FINANCIAL GROUP, INC.
NOTES TO FINANCIAL STATEMENTS - CONTINUED

YEAR ENDED JUNE 30, 2006

9. Contingencies:

During the year ended June 30, 2006, the Company was a defendant in an arbitration
proceeding alleging that the Company, along with other co-defendants including the
Company’s prior clearing firm, was responsible for monetary losses in the claimant’s
securities accounts. After the case was adjourned, the Company’s prior clearing firm filed a
motion with the NASD arbitration panel seeking to add a new cross-claim against the
Company for indemnification for any amount the clearing firm has to pay the claimants. The
Company intends to vigorously defend itself against this proceeding. Management and
legal counsel believe that there will not be an adverse outcome because the claims against
the prior clearing firm are for independent causes of action, rather than simply as clearing
agent in the normal course of business.

In addition, the Company was named a defendant in an arbitration proceeding claiming an
alleged sales practice violation. The parties are now engaged in the process of arguing its
Partial Motion to Dismiss and discovery has not yet been exchanged. Because of the early
state of this claim, legal counsel believes that it is too early to assess the possibility of an
adverse outcome.

Lastly, the Company has received two notices from the United States Securities and
Exchange Commission that the staff plans on recommending charges against the Company
for violations of various sections of the Securities Act of 1933, the Securities Exchange Act
of 1934, and underlying rules of both. Settlement negotiations are currently ongoing, but the
Securities and Exchange Commission has not specified a range of monetary fines that
could be imposed.

10




PARK FINANCIAL GROUP, INC.

COMPUTATION OF NET CAPITAL UNDER
RULE 15¢3-1 OF SECURITIES AND EXCHANGE COMMISSION

AS OF JUNE 30, 2006

Total stockholder’s equity $ 420,333
Adjustments:
Add: Deferred tax liability related to nonallowable assets 37,889
Deduct: Nonallowable assets:
Employee advances (8,000)
Securities owned, not readily marketable (143,850)
Furniture and equipment, net (50,506)
Less: related liabilities 8,701
Other assets (19,000)
Net capital before haircuts on
securities positions 245,567
Haircuts on securities positions (18,019)
Net capital 227,54

Reconciliation with Company's computation:

Net capital as reported in the Company's Part

lIA (unaudited) FOCUS report $ 236,832
Audit adjustments:

Beginning deferred tax liability add-back 13,104

Adjustments to accounts payable and accrued expenses (22,388)

$ 227548

See auditors’ report. 11




PARK FINANCIAL GROUP, INC.

COMPUTATION OF AGGREGATE INDEBTEDNESS UNDER
RULE 17a-5 OF SECURITIES AND EXCHANGE COMMISSION

AS OF JUNE 30, 2006

Accounts payable and accrued expenses $ 326,078
Income taxes payable 237,482

Notes payable

4,708

Aggregate indebtedness ‘ $ 568,268

Ratio of aggregate indebtedness to
net capital ____ 250

See auditors’ report.
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Independent Auditors' Report On internal
Control Structure Required By Sec Rule 17A-5

Board of Directors
Park Financial Group, Inc.
Winter Park, Florida

In planning and performing our audit of the financial statements and supplemental schedules of
Park Financial Group, Inc. (the “Company”) for the year ended June 30, 2006, we considered its
internal control 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 examination, 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 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.

1031 W. MORSE BLVD., SUITE 200, WINTER PARK, FL 32789-3738 e PHONE (407) 644-7455 e FAX (407) 628-5277
www.cuthilleddy.com




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 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 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 June 30, 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.

C»-n\\\.\_& 609-’\ L S

August 4, 2006



