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OATH OR AFFIRMATION

I, PHILLIP L. WILSON » Swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

HBK SQRCE BROKERAGE, LLC , as
of AUGUST 31 _,20_06  are true and correct. I 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:

é Signature

PRESIDENT
Title

Notary Public

This report ** contains {check all applicable boxes):

(a) Facing Page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of KEEHFEN MXPEENHMCHKENNX CASH FLOWS.

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

(f) Statement of Changes in Liabilities Suberdinated to Claims of Creditors.

(g) Computation of Net Capital.

(b) 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.

() 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.

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

() An Oath or Affirmation.

(m) 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.

OO0 O DOONODONHBRE

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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INDEPENE)ENT AUDITORS' REPORT

B-oard of Governors -
HBK Sorce Brokerage LLC
Boardman, Ohio

We have audited the accompanying statements of financial condition of HBK Sorce Brokerage LLC (A
Limited Liability Company) as of August 31, 2006 and 2005, and the related statements of income,
member's equity and cash flows for the years 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
audits.

We conducted our audits 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 audits provide 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 HBK Sorce Brokerage LLC as of August 31, 2006 and 2005, and the results of its
operations and its cash flows for the years then ended in conformity with accounting principles generally
accepted in the United States of America.

Our audits were conducted for the purpose of forming an opinion on the basic financia! statements taken
as a whole. The supplemental information on page 8 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.

Vicked Yot oy, £

Minneapolis, Minnesota
October 13, 2006

Virchow, Krause & Company, LLP Page1

Certified Public Accountants & Consultants « An Independent Member of Baker Tilly International



HBK SORCE BROKERAGE LLC
(A Limited Liability Company)

STATEMENTS OF FINANCIAL CONDITION
August 31, 2006 and 2005

ASSETS
2006 -___2005
CASH AND CASH EQUIVALENTS ' , ! $ 131,140 % 55,568
_ .COMM!SSIONS RECEIVABLE 39,501 39;293
DUE FROM MEMBER \ 321,381 104,603
OTHER ASSET - 350 350
TOTAL ASSETS ' 3 492372 § 199812
LIABILITIES AND MEMBEK"S EqQuiry
MEMBER'S EQUITY ’ o $ 492372 § 199,812
" TOTAL LIABILITIES AND MEMBER'S EQUITY ‘ $ 492372 $ 199812
See accompanying notes to financial statements.
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HBK SORCE BROKERAGE LLC
(A Limited Liability Company}

STATEMENTS OF INCOME
Years Ended August 31, 2006 and 2005

2006 - 2005

REVENUES $ 1091481 § 665829
EXPENSES .

Employee and other compensation 519,638 398,788

Regulatory fees and expenses 2,354 1,318

Other expenses 276,929 199,609

TOTAL EXPENSES 798,921 §99.715

NET INCOME § 282560 $ 66,114

See accompanying notes to financial statements.
Page 3



HBK SORCE BROKERAGE LLC
{A Limited Liability Company)

STATEMENTS OF MEMBER'S EQUITY
Years Ended August 31, 2006 and 2005

BALANCE, August 31, 2004 $ 193,698
2005 net income ' 66,114
Distributions (60.000)

BALANCE, August 31, 2005 199,812
2006 net income 292 560

BALANCE, August 31, 2006 _ § 492372

See accompanying notes to financial statements.
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HBK SORCE BROKERAGE LLC
(A Limited Liability Company)

STATEMENTS OF CASH FLOWS
Years Ended August 31, 2008 and 2005

2006 2005

CASH FLOWS FROM OPERATING ACTIVITIES
Net income $. 292,560 66,114

Changes in operating assets and liabilities:
Commissions receivable (208) (7.349)
Due fram member (216,778) (46,409)
Net Cash Flows from Operating Activities 75,574 12,358

CASH FLOWS FROM FINANCING ACTIVITIES. , -
Distributions to member - (60,000)
Net Cash Flows from Financing Activities - (60,000)
Net Change in Cash and Cash Equivalents 75,574 (47.644)
CASH AND CASH EQUIVALENTS - Beginning of Year - 55,566 103,210
CASH AND CASH EQUIVALENTS - END OF YEAR $ 131,140 55,566
See accompanying notes to financial statements.
" Page 5
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HBK SORCE BROKERAGE LLC
(A Limited Liability Company)

NOTES TO FINANCIAL STATEMENTS |
August 31, 2006 and 2005

" NOTE 1 - Summary of Significant Accounting Policies

Nature of Business

The Company, an Ohio limited liability company, was organized on June 5, 2000 for the purpose of being
registered with the Securities and Exchange Commission (SEC) and joining the National Association of
Securities Dealers (NASD) as a broker/dealer. The Company is wholly owned by HBK Sorce Financial
LLC. The Company operates as a limited broker/dealer under the $5,000 minimum net capital
requirement of SEC Rule 15c3-1(a)(2){vi). The Company is approved to offer mutual fund and variable
annuity products on an application-way basis in the state of Ohio.

Effective March 14, 2001, the Company became ficensed with the SEC as a registered broker/dealer and
commenced operations thereafter

" Cash and Cash Equivalents
The Company defines cash and cash equivalents as highly liquid, short-term investments with a maturity
at the date of acquisition of three months or less. The Company maintains its cash in high quality financial
institutions and money market mutual funds. The balances, at times, may exceed federally insured limits.
Revenue Recognition and Related Expenses
Commission income and expenses are recorded on a trade-date basis.

Commissions Receivable

The receivable is unsecured and no allowance for doubtful accounts is considered necessary at August
31, 2006 and 2005.

Estimates and Assumptions

The preparation of financial statements 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 and disclosure of confingent assets and liabilities at the date of
the financial statements and revenues and expenses during the reporting period. Actual results could
differ from those estimates. -

Page 6



HBK SORCE BROKERAGE LLC
(A Limited Liability Company)

NOTES TO FINANCIAL STATEMENTS
August 31, 2006 and 2005

NOTE 2 - Net Capital Requirements

The Company is subject to the SEC's Uniform Net Capital Rule (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 fifteen to one. Net capital and the related net capital ratio fluctuate on a
daily basis. As of August 31, 2006, the net capital ratio was 0 to 1.0 and net capital was $128,764 which
exceeds the minimum requirement by $123,764.

No material differences eklst between the net capital calculated above and the net capi{al computed and
reported in the Company's August 31, 2006 FOCUS filing. Per Rule 15c3 3 of the SEC Uniform Net
Capital Rule, the Company is exempt under the (k)(1) exemption.

'NOTE 3 - Income Taxes

The Company is treated as a flow through entity for income tax purposes. Accerdingly, these financial
statements do not include any provision or liability for income taxes since the income and expenses are
reported on the income tax returns of its member and the applicable income taxes, if any, are paid from
the funds of the member.

NOTE 4 - Related Parties

Effective December 1, 2003 and as a result of guidance from the ‘NASD and SEC, the Company's
member began allocating shared expenses such as rent, payroll, office equipment and supplies,

" insurance and other administrative expenses based on the Company's percentage of revenues to total

revenues of other financial service affiliates that have shared expenses. Prior to December 1, 2003,
shared expenses were absorbed by the member.

The Company's revenues during the year ended August 31, 2005 was derived from affiliated broker/dealer
fees and related expense reimbursements. $97,603 of the Company's revenue during fiscal 2006 was
also derived from the affiliated broker/dealer. The Company member's parent owned a partial interest in
the affiiated broker/dealer. The Company changed their broker/dealer during October 2005 to an
unaffiliated broker/dealer. - .

Due from member is $321,381 and $104,603 at August 31, 2006 and 2005 and is non-interest bearing
and due on demand.

NOTE 5 - Litigation

In 2005, the Company was named as a co-defendant in a lawsuit regarding lost opportunity of investment
gains related to a servicing issue for a client. The lawsuit was settled during fiscal 2006. The Company's E
& O insurance carrier covered the settlement costs related to this matter.

Page 7



HBK SORCE BROKERAGE LLC
(A Limited Liability Company)

COMPUTATION OF NET CAPITAL UNDER RULE 15c3-1 OF THE
SECURITIES AND EXCHANGE COMMISSION
As of August 31, 2006

COMPUTATION OF NET CAPITAL !
‘Total member's equity ' $ 492,372

‘Deductions and/or charges:
Non-allowable assets:

Commissions receivable . $ (39,501)

Due from member _ $ (321,381)
Other asset $ (350) (361.232)
k Net capital before haircuts on securities owned 131,140
Haircuts on corporate securities 2,376
Net capital | $ 128764

COMPUTATION OF AGGREGATE INDEBTEDNESS

. Total liabilities from statement of financial condition $ -

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

~ Minimum n_etcapital requirement $ 5,000
Excess net capital at 1,500 percent & $ 123764
Excess net capital at 1,000 percent ' $ 128764
Ratio. Aggregate ind.ebtedness to net capital Oto1

RECONCILIATION WITH COMPANY'S COMPUTATION

Net capital as reported in Cohpany's Part Il

Focus report, Form X-17a-5 (unaudited) as of August 31, 2006 $ 128,764

Net audit adjustments : -

Net capital per above ‘ 128,764
Page 8
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INDEPENDENT AUDITORS' SUPPLEMENTARY REPORT
ON INTERNAL ACCOUNTING CONTROL

Board of Governors
HBK Sorce Brokerage LLC
Boardman, Chio

In planning and performing our audit of the financial statements and supplemental schedule of HBK Sorce
Brokerage LLC (A Limited Liability Company) for the year ended August 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 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 {or aggregate debits) 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
carmy securities accounts for customers or perform custodial functions relating to customer securities, we
did not review the practices and precedures 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 internal
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 absclute 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.
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Because of inherent limitations in internal control or the practices and procedures referred to above, errors
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 controt 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 errors 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 internal control, 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 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 cbjectives 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 August 31, 2006, to meet the SEC's objectives.

This report is intended solely for the information and use of the Board of Governors, management, the
SEC, and other regulatory agencies which 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.

Vanshard Yo topon, KA

Minneapolis, Minnesota

" October 13, 2006



