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INDEPENDENT AUDITORS’ REPORT

To the Stockholder of
Starmont Capital Limited
Cedar Rapids, Iowa

We have audited the accompanying financial statements of Starmont Capital Limited (the “Company™), a
wholly-owned subsidiary of Starmont Corporation, for the year ended December 31, 2006 listed in the
table of contents, that you are filing pursuant to Rule 17a-5 under the Securitics Exchange Act of 1934,
These financial statements are the responsibility of the Company's management. Qur 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 also
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, such financial statements present fairly, in ail material respects, the financial position of
the Company at December 31, 2006, and the results of its operations and its cash flows for the year then
ended in conformity with accounting principles generatly 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 accompanying supplemental schedules of the Company as of December 31, 2006 listed in
the table of contents are presented for the purpose of additional analysis and are not a required part of the
basic financial statements, but are supplementary information required by Rule 17a-5 under the Securitics
Exchange Act of 1934. These schedules are the responsibility of the Company's management. Such
schedules have been subjected to the auditing procedures applied in our audit of the basic financial
statements and, in our opinion, are fairly stated in all material respects when considered in relation to the
basic financial statements taken as a whole.

Dbt +Tomabe LLP

January 26, 2007

Member of
Deloitte Touche Tohmatsu




STARMONT CAPITAL LIMITED

STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2006

ASSETS

Cash and cash equivalents

Marketable securities owned at market value (cost - $156,250)

Furniture and equipment - at cost, less accumulated depreciation of $12,008
Other assets

Total assets
LIABILITIES AND STOCKHOLDER'S EQUITY

LIABILITIES:
Accrued expenses
Deferred tax lability

Total liabilities
STOCKHOLDER'S EQUITY:
Common stock, $0.01 par value; 100,000 shares authorized,
1,000 shares issued and outstanding

Additional paid-in capital
Retained earnings

Total stockholder's equity

See notes to financial statements.

$ 47,401
189,120
282

199

$237,002

$ 24,928
13,175

38,103

10
107,055
91,834
198,899

$237,002




STARMONT CAPITAL LIMITED

STATEMENT OF OPERATIONS
YEAR ENDED DECEMBER 31, 2006

REVENUES:
investment advisory fees
Commissions
Interest and dividends
Net appreciation of investments
Other income

Total revenues
EXPENSES:
Floor brokerage, exchange and clearance tees
Communications and data processing
Other general and administrative expenses
Total expenses
INCOME BEFORE INCOME TAXES
PROVISION FOR INCOME TAXES

NET INCOME

See notes to financial statements.

$ 70,494
47,180
7,498
33,240
815
159,227
13,961
2,564
42,172
58,697
100,530
27,937

$ 72,593




STARMONT CAPITAL LIMITED

STATEMENT OF CHANGES IN STOCKHOLDER'S EQUITY
YEAR ENDED DECEMBER 31, 2006

Additional
Common Paid-in
Stock Capital
BALANCE AT JANUARY 1, 2006 $ 10 £ 107,055
Net income
Dividends and distributions
BALANCE AT DECEMBER 31, 2006 $ 10 $ 107,055

See notes to financial statements.

Retained
Earnings

$ 92,532
72,593
(73,291

$ 91,834

Total
$ 199,597

72,593

73,291

5 198,899




STARMONT CAPITAL LIMITED

STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2006

OPERATING ACTIVITILES:
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Net appreciation of investments
Purchase of securities
Proceeds from the sale of securities
Depreciation and amortization
Deferred taxes
Changes in operating assets and liabilities:
Other assets
Accrued expenses
Net cash used in operating activities
CASH FLOWS FROM FINANCING ACTIVITIES - Dividends and distributions
NET DECREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR
CASH AND CASH EQUIVALENTS, END OF YEAR
SUPPLEMENTAL DISCLOSURES:

Cash paid to Parent during the year for income taxes

See notes to financial statements.

$ 72,593

(33,241)

(156,248)
7,065
455
11,729

3,004

1,003

(93,610)

(73,291)
(166,931)

214,332

$ 47,401

3 16,208




STARMONT CAPITAL LIMITED

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2006

1. ORGANIZATION AND NATURE OF BUSINESS

Starmont Capital Limited (the “Company™) is a broker-dealer registered with the Securities and
Exchange Commission and the National Association of Securities Dealers. The Company was
incorporated in December 1984 and commenced operations as a registered broker-dealer in May
1986 and is a wholly owned subsidiary of Starmont Corporation {the “Parent”). The Company
conducts operations in Iowa.

2.  SIGNIFICANT ACCOUNTING POLICIES

Securities Transactions — The Company does not hold customer accounts and clears all customer
transactions through another broker-dealer on a fully disclosed basis.

Marketable securities are valued at market value. Realized gains and losses are recognized using the
specific identification method. The change in unrealized appreciation and depreciation on
investments is included in the statement of operations. The Company’s investment in common
stock at December 31, 2006 consists of 8,000 shares of Sheering Plough Corp. with a market value
of $189,120.

Commissions — Commissions and related clearing expenses are recorded on a settlement-date basis
which is not materially different from a trade date basis.

Investment Advisory Fees — Investment advisory fees are recognized as earned.

Cash Equivalents — The Company considers all highly liquid investments, with original maturitics
of less than ninety days when purchased, to be cash equivalents.

Deferred Taxes — Deferred income taxes are provided to reflect the net tax effect of the temporary
difference between the carrying amounts of assets and liabilities for financial reporting purposes and
the amounts used for tax purposes. Changes in the carrying amounts of deferred tax assets and
liabilities, generally related to the unrealized appreciation or depreciation of investments in common
stock from period to period, are reflected in the statement of operations.

Use of Estimates — 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 liabilitics and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates.

3. NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule
(SEC 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 15 to | (and the rule
of the applicable exchange also provides that equity capital may not be withdrawn or cash dividends
paid if the resulting indebtedness to net capital ratio would exceed 10 to 1). At December 31, 2006,
the Company had net capital of $144,332, which was $44,332 in excess of its required net capital of
$100,000 and the Company’s indebtedness to net capital ratio was .26 to 1.

_6-




INCOME TAXES

The Company is included in the consolidated income tax return filed by the Parent. Income taxes
are calculated as if the Company filed a scparate tax return. The current and deferred portions of the
income tax expense included in the statement of operations are as follows:

Current Deferred Total
Federal $11,512  $10263  $21,775
State 4,696 1,466 6,162

$16,208 $11,729 $27,937

The Company’s deferred tax Lability consists of the tax effects of temporary differences related to
the following:

Net unrealized appreciation of investments % 13.148%
Fumiture and equipment 27
$ 13,175

The Company’s effective tax rate is lower than the federal statutory rate of 35% primarily due to the
federal graduated rate structure.

RELATED PARTY TRANSACTIONS

Included in investment advisory fees for the year ended December 31, 2006, are $31,288 of fees
received from the Parent.

The Company utilizes office space in the Parent’s building without charge.

The Company’s president and only employee served the Company without compensation during the
year ended December 31, 2006.

COMMITMENTS AND CONTINGENCIES

The Company has provided a guarantee to its clearing broker. Under the agreement, the Company
has agreed to indemnify the clearing broker for customers introduced by the Company that are
unable to satisfy the terms of their contracts. The Company’s liability under these arrangements is
not quantifiable. However, management believes the potential for the Company to be required to
make payments under this agreement is remote. Accordingly, no amounts are recorded on the
statement of financial condition for these contingent liabilities.

* £ & % %
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STARMONT CAPITAL LIMITED

COMPUTATION OF NET CAPITAL
DECEMBER 31, 2006

COMPUTATION OF NET CAPITAL

Total ownership equity from Statement of Financial Condition
Deduct ownership equity not allowable for Net Capital
Total ownership equity qualified for Net Capital
Add:
A. Liabilities suberdinated to claims of general creditors
allowable in computation of net capital
B.  Other (deductions) or allowable credits
5. Total capital and allowable subordinated liabilities
6. Deductions and/or charges:
A.  Total nonallowable assets from Statement of Financial Condition
(equipment and other assets)
B.  Secured demand note deficiency
C.  Commodity futures contracts and spot commodities - proprietary
capital charges
D.  Other deductions and/or charges {deferred tax asset)
7. Other additions and/or allowable credits
Net capital before haircuts on securitics positions
9. Haircuts on securities (computed, where applicable, pursuant to
15c3-1(f):
A. Contractual securities commitments
B. Subordinated securities borrowings
C.  Trading and investment securities:
1.  Exempted securities
2. Debt securities
3.  Options
4. Other securities
D.  Undue concentration
E. Other
10. Net capital

BN =

b

£ 198,899

198,899

198.899

(481)

198,418

(28,694)
(25,392)

£ 1447332

(Continued)



STARMONT CAPITAL LIMITED

COMPUTATION OF NET CAPITAL
DECEMBER 31, 2006 (CONTINUED)

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

PART A
i1, Minimum net capital required (6-2/3% ot linc 19) $ 2,540
12. Minimum dollar net capital requirement of reporting broker or dealer

and minimum net capital requirement of subsidiaries 100,000
13. Net capital requirement (greater of line 11 or 12) 100,000
14. Excess net capital (line 10 less 13) 44332
15. Excess net capital at 1000% (line 10 less 10% of Jine 19) 153,895

COMPUTATION OF AGGREGATE INDEBTEDNESS

16. ‘Total liabilities from Statement of Financial Condition 38,103
17. Add:
A.  Drafis for immediate credit
B.  Market value of securities borrowed for which no equivalent
value is paid or credited
C.  Other unrecorded amounts

19. Total aggregate indebtedness 38,103
20. Percentage of aggregate indebledness to net capital
(line 19 divided by line 10) 26 %

21. Percentage of debt to debt-equity total computed in accordance
with Rule 15¢3-i(d}




STARMONT CAPITAL LIMITED

COMPUTATION OF NET CAPITAL
DECEMBER 31, 2006 — (CONCLUDED)

NOTES

(A) The minimum net capital requirement should be computed by adding the minimum dollar net capital
requirement of the reporting broker-dealer and, for cach subsidiary to be consolidated, the greater of:
1. Minimum dollar net capital requirement, or
2. 6-2/3% of aggregate indebtedness or 2% of aggregate debits if alternative method is used.

(B) Do not deduct the value of securitics borrowed under subordination agreements or secured demand
note covered by subordination agreements not in satisfactory form and the market values of
memberships in exchanges contributed for use of Company (contra to item 1740) and partners’
securities which were included in nonallowable assets.

(C) For reports filed pursuant to paragraph (d) of Rule 17a-5, respondent should provide a list of
material nonaltowable assets.

-10 -




STARMONT CAPITAL LIMITED

STATEMENT PURSUANT TO RULE 17a-5(d){4)
DECEMBER 31, 2006

There are no differences between the audited Computation of Net Capital included in this report and the
corresponding schedules included in the Company’s unaudited December 31, 2006 Part HA FOCUS filed
on January 26, 2007,

-11-




STARMONT CAPITAL LIMITED

STATEMENT RELATING TO CERTAIN DETERMINATIONS
REQUIRED UNDER RULE 15¢3-3 - PART lIA
DECEMBER 31, 2006

COMPUTATICN FOR DETERMINATION OF RESERVE REQUIREMENTS
PURSUANT TO RULE 15¢3-3

EXEMPTIVE PROVISION

25. If an exemption from Rule 15¢3-3 is claimed, mark the appropriate
rule section with an X:
A, (k}1) - Limited business {mutual funds and/or variable annuities only)
B.  (k)2)(1) - "Special Account for the Exclusive Benefit of Customers" maintained
C.  (k)(2)(ii} - All customer transactions cleared through another broker-dealer
on a fully disclosed basis. Name of clearing firm
BNY Securities Group Co. X
D.  (k)(3) - Exempted by order of the Commission

-12-
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL. v deloitte.com
REQUIRED BY SEC RULE 17A-5

January 26, 2007

To the Stockholder of
Starmont Capital Limited
Cedar Rapids, Iowa

In planning and performing our audit of the financial statements of Starmont Capital Limited (the
“Company”’), a wholly-owned subsidiary of Starmont Corporation, for the year ended December 31, 2006
(on which we issued our report dated January 26, 2007), 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 Sccurities Exchange Act of 1934, we have made a study
of the practices and procedures (including tests of compliance with such practices and procedures)
followed by the Company 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. We did not review the practices
and procedures followed by the Company in making the quarterly securities examinations, counts,
verifications, and comparisons, and the recordation of differences required by Rule 17a-13 or 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, because the Company does not carry securities
accounts for customers or perform custodial functions relating to customer securities,

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 intenal
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 toss 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 or procedures may deteriorate.

Member of
Deloitte Touche Tohmatsu
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Our consideration of the Company's internal control would not necessarily 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 repert 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 December 31, 2006, to meet the Commission's objectives.

This report is intended solely for the information and use of the Stockholder, management, the Securities
and Exchange Commission, the National Association of Securities Dealers, 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 s not intended to be and should not be used by anyone other than these specified
parties.

Yours truly,

Dbths +Tombe LLP

END
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