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OATH OR AFFIRMATION i
!

I, James D. Gaberino ' I , swear (or affirm) that, to the

best of my knowledge and belief the accompanying ﬁn;ancial statement and supporting schedules pertaining to the firm of
Preferred Client Group, Inc. 1 , as of
September 30 .20 06 , are true and correct. I further swear (or affirm) that neither the company

NOT any partner, propnetor principal officer or dlrector has any proprietary mterest in any account classified solely as that of
a customer, except as follows: !

NONE
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/ém (Ll

Signature

A ol - - G , *
W o 224, MARTHA/BUTCHER

- R Notary Public
Notary Public NF L STATE OF TEXAS

This report** contains (check all applicable boxes):
(a) Facing page. . ;

{b) Statement of Financial Condition. |

(c) Statement of Income (Loss). '

(d) Statement of Cash Flows. ‘ l

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor’s Capital.

(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.

(1) Ioformation Relating to the Possession or control Requirements Under! ‘Rule 15¢3-3.

(3) A Reconciliation, including appropriate explanatlon of the Computatlon of Net Capital Under Rule 15¢3-1 and
the Compuitation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3,

(k) A Reconciliation between the audited and unaudited Statements of Fmancml Condition with respect to methods
of consolidation. !

() An Oath or Affirmation. ;

(m) A copy of the SIPC Supplemental Report '

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

[ ] (o) Independent auditor’s report on the mternal control as required by SEC ruIe 17a-5.

OO 0O OOOEOEAWNERR

**For conditions of confidential treatment of certain portions of this filing, see sectlior; 240.17a-5(e)(3).
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PHILLIP V. GEORGE, PLLC
CERTIFIED PUBLIC ACCOUNTANT

|
INDEPENDENT AUDITOR'S REPORT

.Board of Directors

Prefengd Client Group, Inc. |

We have audit_edlthe accompanying statflzment of financial conditi(‘)n' of Preferred Client Group,
Inc. as of S:é;'):tember 30, 2006, and the :related statements of inco:mfa,_changes in stockholder’s
equity, and cash flows for the year then ended that you are filing pursuant to rule 17a-5 under the
Seburities‘E:{éhahge Act of 1934. 'These financial statements jarc the responsibility of the

I . vy iy . . .. . N
Company’s management. Our responsibility.is to express an opinion’on these financial statements
based on our audit. ’ :

We conducted our audit in accordance \!vith auditing standards g'ene'rjéllly accepted in the United
States ,of ?A:gﬁ:%:rifca. Those standards rfequire that we plan and! p"crform the audit to obtain
reasdnablé_as:sl‘ma}nce about whether the financial statements are free of material misstatement. An
audit includes leXamining, on a test bqsisl, evidence supporting the amounts and disclosures:in the
ﬁrl'lancial ‘st:aﬁ:fménts. An audit als"o i;ncludes assessing the ac:coiuming principles used and
significant és@imhtes made by management, as well as evaluating the overail financial statement

[Ty . . i . . L C e
rlll.“Wc;: believe that our audit provides a reasonable basis!for our opinion.
I

I

' A ! '

In; our. opinric')thl, the financial statements|referred to above present fa‘irly, in all material respects,
the financial ?posjtion of Preferred Client Group, Inc. as of September 30, 2006, and the results of
its operations'and its cash flows for the year then ended, in conformilty with accounting principles

generally fac':_cfé'pt¢d in the United States of America.

Our audit, was conducted for the purpose of forming an opinion on the basic financial statements
tékc;n asa \}vh:ole‘. The information cc;)nt.'::lined in Schedule I is preSf::ntled for purposes of additional
apa!ysis arllq is; not a required part 01f the basic financial st'atengjents, but is supplementary
information required by rule 17a-5 under the Securities Exchange 'Agj[ of 1934, Such information
has been sﬁbjpcted to the auditing proce'dures applied in the audit of the basic financial statements
and, in éu'x"f@pi_‘nion, is fairly stated il‘:l all material respects in relation to the basic financial

statements itaken as a whole.
@ﬁ(\ { \ Aoy P1C

; . |
. " | PHILLIP V. GEORGE, PLLC
byl

Irving, Texas ' ! |
October 24, ;20(?6 i
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PREFERRED CLIENT GROUP, IN
Statenient of Financial Condition |
September 30, 2006

ASSETS
Cash and cash equivalents
Prepaid expenses
Marketable securities
Clearing deposit - cash

Clearing deposit - marketable securities

TOTAL ASSETS

LIAB_ILITIES AND STOCKHOLDER'S EQUITY
Liabilities

Income taxes payable
Securities sold, not yet purchased

TOTAL LIABILITIES

Stockholder's Equity

Common stock, $.10 par value, 200 shares authorized,

issued and outstanding
Additional paid-in capital
Retained earnings

TOTAL STOCKHOLDER'S EQUITY

TOTAL LIABILITIES AND STOCKHOLDER'S EQUITY

See notes o financial statements. 2

|
|

|
!
|

C.

$ 196,964
633
45,360
420

101,345

$ 344722

$ 432

1.500

342,790

$ 344,722
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PREFERRED CLIENT GROUP, INC.-
Staltemcnt of Income o
Year Ended September 30, 2006

1

!
|
|
|

Revenue
|
|
Securities commissions . | $ 317224
Other revenue ! l 28.290
TOTAL REVENUE i 345.514
) !
Expenses |
|
' |
Compensation and related costs | 73,848
Clearing charges ] 64,951
Regulatory fees and expenses T 1,973
Management fees paid to related party ) 160,000
Other expenses i 119
| |
TOTAL EXPENSES 1 300,891
‘ [
Net income before other gain and provision for income tax I 44,623
Other Gain l
. 1
Unrealized gain on marketable securities if 22,316
Net income before provision for income tax i 66,939
Provision for income tax f 432
I o
NET INCOME S $ 66,507

Lt

See notes to financial statements.
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PRICFER'RE;I) CLIENT GROUP, INC.
Statement of Changes in Stockholder's Equity

Year Ended September 30, 2006

Additional
Common Common Paid-in Retained
Shares Stock Capital Earnings Total
Balances at - i
September 30, 2005 200 S 20 $ 332,240 |$ (35977 $ 276.283
|
Net inéome - - - 66,507 66,507
o
Balances at ' ;
September 30, 2006 200 0§ 20 $332240 'S 10530 S 342,790

See notes to linancial statements.




PREFERRED CLIENT GROUP, IN
Statement of Cash Flows
Year Ended September 30, 2006

Cash flows from operating activitics: '

Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Unrealized gain on marketable securitics
Changes in assets and habilities
Decrease in prepaid expenses
Decrease in clearing deposit - cash
[ncrease in income taxes payable

Net cash provided by operating activities

Cash Flows From Investing Activitics:
Purchase of marketable securities

Proceeds from maturity of clearing deposit - marketable securitie

Purchase of clearing deposit - marketable securities
Proceeds from securities sold. not yet purchased

Net cash provided by invésting activities

Net change in cash and cash equivalents
. . i . . N
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of vear
Supplemental Disclosures of Cash Flow Information:

There was no cash paid during the year for interest or income

See notes to financial statements. : 5
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$

$

66,507

(22,316)

25
1,764
432

46,412

(24.025)
138.513
(100,734)

1,870

15,624

196,964
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PREFERRED CLIENT GROUP, INC..
Notes to Financial Statements
i

Note1 - Nature of Business and Summary of Significant Acct)unting Policies
' i

Nature of Business: L ;

Preferred Client Group, Inc.: (the Company) was orgamzed in June 1999 as a Texas
corporation. The Company is a broker/dealer in securities registered with the
Securities and Exchange Commission (SEC) and is a member of the National
Association of Securities Dealers, Inc. (NASD). The majority of the Company's
customers are located in Texas

Significant Accounting Policies: i

Basis of Accounting , i

The Company operates under the provisions of Paragraiph (k)(2)(ii) of Rule 15¢3-3 of
the SEC and, accordmgly, IS exempt from the remammg provisions of that Rule.

Essentially, the reqmrements of Paragraph (K)(2)(ii) provnde that the Company clear
all transactions on behalf of customers on a fully disclosed basis with a clearing
broker/dealer, and promptly transmit all customer funds and securities to the clearing
broker/dealer. The clearing broker/dealer carries all of the accounts of the customers
and maintains and preserves all related books and records as are customarily kept by a
clearing broker/dealer. [

Use of Estimates |

' !

The preparation of ﬁnanc1al statements in conformity with generally accepted

accounting principles quUII'CS management to make estimates and assumptions that

affect the reported amounts'of the assets and llabllmes and disclosure of contingent

assets and liabilities at the date of the financial statements and the reported amounts

of revenues and expenses durmg the reporting perlod Actual results could differ

from those estimates. ‘ ; J

I

Cash Equivalents |
i

Money market funds are: reﬂected as cash equivalents|in the accompanying statement

of financial condition and for purposes of the statement of cash flows.

P
|

Marketable Securities

!
l
Marketable securities are recorded on the trade date'are carried at fair value. The
increase or decrease in fair value is credited or charged to operations.
Securities Sold, Not Yet Purchased i
|
Securities sold, not yet purchased are recorded on the trade date and are valued at fair
value. The increase or decrease in fair value is credited or charged to operations.

!
|
6 :
!
|
|




Notel -

Notez‘ -

Note3 -

Noted -

Note 5 -

|
|
. |
PREF ERRED CLIENT GROUP, INC..
Notes to Financial Statements |
|

Nature of Business and Summary of Significant Accéu_l‘nting Policies (continued)
I ‘ :
l
|
General securities commissions and related clearing expenses are recorded on a trade

date basis. Investment company share commissions are recorded when initial
subscriptions are funded or when recurring commissions dre payable to the Company.
b |

Commission Revenue

Transactions with Clearing Broker/Dealer
. i

The agreement with the clearing broker/dealer provides for clearing charges at a fixed

rate multlplled by the numbeér of tickets traded by the Company The agreement also

requires the Company to maintain a minimum of $100 (00 as a deposit in an account

with the clearing broker/dealer.

i
1
|

Net Capital Requirements -

! '
' .
! '

The Company is subject to-the SEC uniform net capital rule (Rule 15¢3-1), which
requires the maintenance of a minimum amount of net capital and requires that the
ratio of aggregate indebtedness to net capital, both as deﬁned shall not exceed 15 to
1. Rule 15¢3-1 also provndes that equity capital may not be withdrawn or cash
dividends paid if the resultmg net capital ratio would exceed 10 to 1. At September
30, 2006, the Company had 'net capital and net capltal requirements of $328,590 and

$5,000, respectively. The Company’s net capital ratio was zeroto 1.
|

Marketable Securities '

The Company’s marketable securmes consist of 1,500 shares of common stock of the
Nasdaq Stock Market, Inc. 'with a market value of $45 360, cost of $44,125 and
accumulated unrealized gains of $1,235. The unreahzed gain for the year ended
September 30, 2006 totaled $21,705. { ;
The Company’s clearing deposn - marketable secuntles consist of a zero coupon
municipal bond with a market value of $101, 345 cost of $100,734 and an
accumulated unrealized gam of $611. The unreallzed gain for the year ended
September 30, 2006 totaled $611. :

Income Taxes ' ;

: i

The income tax provision differs from the expense that would result from applying
federal statutory rates to mcome before income taxes primarily due the Company’s
current year taxable i 1ncome bemg partially offset by pI‘IOI‘ years net operating losses.




Note 6 -

Note 7. -

Note 8 -

PREFERRED CLIENT GROUP, INC..

Notes to Financial Statements

|
I
Related Party Transactions i :

The Company and PCG Management, Ltd. (PCG) are under common control and the
existence of that control creates operating results and ﬁnancnal position significantly
different than if the Companles were autonomous. :
|
Under a services and supporl agreement effective May 2002, PCG provides the
Company with personal property and support staff and incurs gcneral and
administrative expenses for the benefit of the Company‘ Fees for such services are
determined at the discretion of PCG. The Agrecment allows the Company to waive
any such portion of the monthly fees in order for the Company to remain in
compliance with the minimum net capital requirements (See Note 3). The Agreement
states that all monthly fees waived are not to be payable and there is no recourse to
the Company. Fees incurred for the year ended September 30, 2006 under this
Agreement totaled $160,000. The Agreement was not consummated on terms
equivalent to arms length transactlons ’

i
The sole shareholder prov1des office space for the Company at no cost to the
Company. }
I
|

|
As discussed in Note 1, the Company’s customers securities transactions are
introduced on a fully disclosed basis with its clearmg broker/dealer. The clcanng
broker/dealer carries all. of the accounts of the customers of the Company and is
responsible for execution, collectlon and payment of funds, and receipt and delivery
of securities relative to customer transactions. Off: balance sheet risk exists with
respect to these transacnons due to the possibility that customers may be unable to
fulfill their contractual commitments wherein the clearing broker/dealer may charge
any losses it incurs to the. Company. The Company seeks to minimize this risk
through procedures designed to monitor the credit worthiness of its customers and
that customer transactions are executed properly by the clearing broker/dealer.
= T

Off-Balance-Sheet Risk

Concentration of Credit Risk '

The Company has $344,089, or approximately 100%, of its total assets in money
market funds and cash and lmarketable securities due;from or held at the Company’s

clearing broker/dealer. '

!
l
H
i
|
:
|
)
{




Schedule 1 o

-
PREFERRED CLIENT GROUP, INC. |
Computation of Net (]Capital and Aggregate Indebtedness
Pursuant to Rule 15¢3-1

|
1
September 30, 2006 :
I
1 : '
Total stockholder's equity qualified for net capital 1 $ 342,790
Deductions and/or charges !
Non-allowable assets: '
Prepaid expenses - 633
|
Total deductions and/or charges - l _ 633
Net capital before haircuts on securities ! 342,157
Haircuts on securities ; :
Cash equivalents ‘ $ 3,948
Marketable securities _ f i 6,579
Clearing deposit - marketable securities i 3,040
Total haircuts on securities : . 13,567
" I ——
Net Capital S . $ 328,590
L B
Aggregate indebtedness l $ 432
' |
Computation of basic net capital requirement I '
Minimum net capital required (greater of $5,000 or g
6 2/3% of aggregate indebtedness) I' $ 5,000
Net capital in excess of minimum requirement | $ 323,590
Ratio of aggregate indebtedness to net capital Zero to |

!
|
Note: The above computation does not differ from the computation !of net capital

under Rule 15¢3-1 as of September 30, 2006 as filed by Preferred Client Group, Inc.
on Form X-17A-5. Accordingly, no reconciliation is deemed necessary.

. |
| |

' (
|

i
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PHILLIP V. GEORGE, PLLC

CERTIFIED PUBLIC ACCOUNTANT

l ;.
INDEPENDENT AUDITOR'S REPORT
ON IN'II‘ERNAL CONTROL ‘ |

! .

||

|
Board of Directors '
Preferred Client Group, Inc. t _
) i
In planning and performing our audit of the financial statements anh supplemental schedule of
Preferred Chent Group, Inc. (the Company) for the year ended September 30, 2006, we consrdered
_ 1ts mternal control including control'activities for safeguardmg securities, in order to determine
our audmng plrocedures for the purpose df expressing our opinion on fthe financial statements and
not to provrde assurance on internal control.
l " $
Also as requrred by rule 17a-5(g)(1) of the Securities and Exchange Commrssron (SEC), we have
made a study pf ithe practices and procedures followed by the Company mcludmg tests of such
practtces and tprocedures that we consrdered relevant to the ObjeCIIVCS stated in rule 17a: S(g) in
makmg the| perlodlc computations of aggregate indebtedness and net capital under rule 17a-
3(a)(11) and for determining comphance with the exemptive provrslons of rule 15¢3-3. Because
the Company! does not carry securities faccounts for customers or perform custodial functions
relatlng 10 customer securities, we drd not review the practices and| procedures followed by the

Company m any of the following:

1. Makmglquarterly securities examinations, counts, verifications and comparisons

2. Recordatlon of differences requrred by rule 17a-13
1 } i
3. Complymg wrth 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.
H 1 ;

. ,,
The’ management of the Company is responsrble for establishing and maintaining internal control
and the practlces and procedures referred to in the precedmgi paragraph In fulﬁllmg this
respon51b111ty, estimates and Judgments by management are requrred to assess the expected
beneﬁts and related costs of controls and of the practices and}procedures referred to jin the
precedrng paragraph and to assess whether those practices and procedures can be expected to
achleve the SEC’s above-mentioned objectives. Two of the Ob_}eCllVf:S of internal control and the
practrces and procedures are to prov1de management with reasonable but not absolute assurance
that assetsI for which the Company has responsibility are safeguarded against loss from
upauthonzed” use or disposition, and that transactions are executed in accordance with
management s authorization and recorded properly to permit preparatlon of financial statements in
accordanceI w1th general]y accepted accountmg principles. IRule 17a-5(g) lists addrttonal
ob_|ect1ves of .the practices and procedures listed in the preceding paragraph

o 10
by : (
2300 Honey Locust Drive | Irving, TX 75063 (214) 3585150 Fax (214) 358.0222
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-k - . [

Because of inherent limitations in mtema] control or the practlces and procedures referred to
above, error or fraud may occur and not be detected. Also, prOJectlon of any evaluation of them to
future periods is subject to the risk tthat they may become madequate because of changes in
condltlons or that the effectiveness of thelr design and operation may deterlorate S
Our consideration of internal control would not necessarily dlsclose1 all matters in internal control
that might be' material weaknesses under standards established by the American Institute of
Certified Public -Accountants. A materlal weakness is a condmon in which the design or
operation of the spemﬁc 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 functtons However, we noted no matters involving internal
control, .including control activities for safeguardmg securities that ' we consider to be material
weaknesses as-defined above. o _ ' :

: ro [
We understand that practices and procedures that accomplish the ob]ectlves referred to in the
second paragraph of this report are con31dered by the SEC to be adequate for its purposes in
accordance with the Securities Exchange Act of 1934 and related regulatlons and that practices
and procedures that do not accomplish such objectives in all matenal _respects indicate a material
inadequacy for such purposes. Based.on ithls understanding and onI our study, we believe that the
Company's practices and procedures were adequate at September, 30 2006 to meet the SEC’s

. objectives.

t 1

This report is intended solely for use of the Board of Directors, management the SEC, 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 regulatlon of registered brokers and
dealers, ‘and is not intended to be and shouId not be used by anyone other than these spec1ﬁed
partles

N T

PHILLIPV GEORGE, PLLC
| i

Irving, Texas ; !
October 24, 2006 ' o i
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