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SN OATH OR AFFIRMATION

I © John J. Collins III sV swear (ior affirm) that, to the best of

my knowledge and belief the accompanying financial statement.and suppornng schedules pertaining to the firm of
Mercer Allied Company. L.P. |l : , as

of =~ - January 10 o : ;20 07 , are. true and correct I further 'swear (or affirm) that

néither the company nor any partner, proprietor, prmcrpal officer or director has any proprletary mterest in any account

classrﬁed solely as that of a customer, except as follows: i
i
i

A,. /mg/

Slgnature

Treasurer
- Title

NANCY MACDANIEL
Notary Public in the State of New York
No. 4810298
Residing in Atbany County

My Commission E March 3 Lo
(b) Statement of Financial Condition. Y 'ssion Expires March 30, 20 = '

. (c) Statement of Income (Loss). T .
{(d) Statement of Changes in Financial Condmon 1

" (&) Statement of Changes in Stockholders” Equity or Partners or Sole Propnetors Capltal
(f) Statement of Changes in Liabilities Subordinated to Claims of ‘Creditors. I

Th
&
4
&
&
-
|
% (g) Computation of Net Capital.
x
a
R
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|
1
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1
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is'repogt\*‘ conr.ams (cheek all apphcable boxes):
(a)"Facing Page: e

(h) 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 (j) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 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 Fmanclal Condition with respect to methods of
consolidation. _ .
(1) 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.

**For conditians ofconﬁdential treatment of certain portigns of this filing, see section 240.17a-5(e)(3).
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To the Partners of Mercer Allied Company, L.P.

PRICEWATERHOUSE(COPERS

PricewaterhouseCoopers LLP

677 Broadway
Albany NY 12207

Telephone (518) 462 2030

Facsimile (518) 427 4499

Fteport of Independent Auditors

In our opinion, the accompanying statement of financial condition and the related statements of income,
changes in partners’ capital, and cash flows present fairly, in all material respects the financial position
of Mercer Allied Company, L.P. (the "Partnership”) at November 24, 2006, and:the results of its
operations and its cash flows for the year then ended in conformity with accountlng principles generally
accepted in the United States of America. These financial statements are the responS|b|I|ty of the

. Partnership's management. Our responsibility is to express an opinion on these financial statements

based on our audit. We conducted our audit of these statements 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 supportlng the amounts and
disclosures in the financial statements, assessing the accounting principles used and significant
estimates made by management, and evaluating the overall financial statement presentation. We
believe that our audlt provides a reasonable basis for our opinion.

|
As described in Note 3 to the fmam:lal statements the Partnership has had significant transactions with’
related entities. : I

Qur audit was conducted for the purpose of forming an optnlon on the basic fmancual statements taken
as a whole. The information contained in Schedules | and Il is presented for purposes of additionatl

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 mformatlon has been
subjected to the audltlng 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 ﬁnanual statements taken as a

whole.

Preesnitudbousalompoi Z1P

January 9, 2007



Mercer Allied Company, L.P.
Statement of Financial Condition
November 24, 2006

Assets

Cash and cash equivalents
Commissions receivable
Prepaid expenses

Total assets
Liabilities and partners' capital
Liabilities
Accrued expenses
Due to Parent and affiliates

Partners' capital

Total liabilities and partners' capital

' Thé accompanying notes are an integral part of the financial statements

2

4,209,063
110,871
16,070

4,336,104

49,183
1,797,180

1,846,363
2,489,741

4,336,104




Mercer Allied Company, L.P.
Statement of Income
Year ended November 24, 2006

Revenues
Brokerage commissions

Expenses
Administrative charges - affiliates
Licenses
Professional fees

Income before income tax expense
Income tax expense
Net income

The accompanying notes are an integral part of the financial statements

3

S 4855191
4 855,181

1,107,996
380,669
27,150

1,515,815

3,339,376
1,299,684

S 2039602




Mercer Allied Company, L.P.

Statement of Changes in Partners’ Capital
Year ended November 24, 2006

General Limited

Partner Partner Total
Balance at November 25, 2005 3 14500 % 1,435,549 $ 1,450,048
Net income 20,397 - 2,019,295 2,039,692
Dividends paid {10,000) {890,000) (1,000,000}
Balance at November 24, 2006 5 24897 % 2,464,844 $ 2,489,741

The accompanying notes are an integral part of the financial statements

4



Mercer Allied Company, L.P.
Statement of Cash Flows
Year ended November 24, 2006

Cash flows from operating activities
Net income
Adjustments to reconcile net income to net cash
provided by operating activities
Changes in operating assets and liahilities
Commissions receivables
Prepaid expenses
Accrued expenses
Net cash provided by operating activities
Cash flows from financing activities
Due to Parent and affiliates
Dividends paid

Net cash used in financing activities

. Increase in cash and cash equivalents

Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

The accompanying notes are an integral part of the financial statements

5

$ 2,039,692

12,264
(3,290)
6,976

2,055,642

759,278

(1,000,000)
{240,722)

1,814,920
2,394,143

4200063




Mercer Allied Company, L.P.
Notes to Financial Statements .
Year ended November 24, 2006
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,Organization and Summary of Significant Accounting Policies

|
Mercer Allied Company, L.P. (the "Partnership”} is a limited partnership Wh]Ch executed its
Certificate of Limited Partnership in the State of Delaware as of October 5! 1994. The Partnership,
which commenced operations on December 10, 1994, is a securities broker dealer registered with
the Securities and Exchange Commission that refers cllents to clearing brokers and receives a
portion of the commission or fee earned by those brokers (brokerage commussuons) The
Partnership is scheduled to expire December 31, 2044. Further, the Partnershlp, through brokers of
affiliated companies, piaces client variable life insurance policies with insurance carriers and earns
a commission.

Goldman Sachs Ayco Holding LLC is the general partner of the Partnershfp The Ayco Company,
LP.is the limited partner of the Partnership.

A summary of significant accounting policies follows:

Use of Estimates '
The preparation of financial statements in conformity with accounting pnncnples 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 contlngent 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.

Cash and Cash Equivalents
For purposes of the statement of cash flows, the Partnershlp defines cash and cash equivalents as

-cash in banks, money market funds and investments with original matuntles of three months or
. less. Cash and cash equivalent balances are maintained at one lnstatutlon which is insured by

Federal Deposit Insurance (FDI) up to $100,000. The aggregate bank balance at this institution in
excess of FDI was approximately $4, 109 063 at November 24, 2006.

Revenue Recognition
Brokerage commissions revenue for placing business with cleanng brokers is recognized when

earned and reasonably determinable. Brokerage commissions revenue for placing client insurance

pohmes with insurance carriers is earned when the insurance policy becomes effective (insurance
binder in place) and the premium has been collected by the insurance carrler

One customer generated 14.6% of revenue in 2006 and represented 50.5% of the total commission
receivable at November 24, 2006.

Income Taxes
Effective’ July 2, 2003, the Partnership elected to be taxed as a "C" corporatlon Income taxes are
provided based on the liability method of accounting pursuant to Statement of Financial Accounting

-Standards (SFAS) No. 109, Accounting for Income Taxes. Deferred tax assets and liabilities are

recorded to reflect the tax consequences of temporary differences between the tax basis of assets
and liabilities and their financial reporting amounts at year end.

.As a “C" corporation, the Partnership will be included in the consolidated federal tax return filed by

Goldman Sachs Group, Inc. (the "Parent") for the year ended November 24 2006. During this
period, the Partnership's tax provision has been computed using the separate return method for the .
allocatton of federal and state income taxes. Deferred taxes are recorded in these financial

- statements generally, until the underlying temporary differences reverse and the taxes become

currently payable/receivable (see Note 5).



Mercer Allied Company, L.P.
Notes to Financial Statements

Year ended November 24, 2006

Comprehensive Income ’
The Partnership did not have any activities in 2006 that would result in other comprehenswe
income. As a result, total comprehensive income is equal {o net income.

Amended and Restated Limited Partnership Agreement

Allocations of income and losses are generaily 99% to the limited pertner fand 1% to the general
partner, except in certain circumstances (as outlined in the amended and restated limited
partnership agreement) whereby income and loss allocations are based on a prescribed formula,

Related Party Transactions

- As discussed below, the Partnership has had significant transactions with|related entities. These

transactions have had a significant impact on the Partnership's financial position, results of
operations and cash flows. Whether the terms of these transactions would have been the same
had they been between non-related entities cannct be determined.

The Partnership is provided office space, facilities and operational and adf‘ninistrative support by the
Parent and other affiliates, for which the Partnership was charged $1,107,896. At November 24,
2006, amounts due to Parent and affiliates aggregated $1,797,180 (see Notes 1 and 5).

Net Capital Reduirements

The Partnership is subject to the Securities and Exchange Commission Unlform 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, shail not exceed 15 to 1. There are
restrictions on operations if aggregate indebtedness exceeds ten times net capital. Effective July 1,
2003, the NASD approved the Partnership’s election to reduce its mmlmum dollar net capital
requlrement from $50,000 to $5,000. At November 24, 2006, the Partnershlp had net capital of
$2,362,700, which was $2,239,609 in excess of its minimum required net caprtal of $123,091. The
Partnership's net capital ratio at November 24, 2006 was .78 to 1. On December 22, 20086, the
Partnership distributed $1,350,000 to its partners reducing its net capital to a projected amount of
$1,012,700.

Income Taxes

The components of income tax expense are as follows:

Current: :
Federal $ 1,050,235
State ) 248,445
Income tax expense/liability _ $ 1,299,684

The provision for income tax expense was based upon pre-tax earnings for the year ended
November 24, 2006 ($3,339,376) using a combined federal and state effect:ve tax rate of 38.92%.
The drfference between the reported provision for taxes and the amount computed by multiplying
pretax income by the statutory rate is attributable to state and local taxes. | Income taxes paid to the
Parent in fiscal 2006 approximated $670,010. The Company's tax liability,is presented as a
component of "Due to Parent and Affiliates” in the statement of financial condition.



Mercer Allied Company, L.P.
Notes to Financial Statements
Year ended November 24, 2006

6. Recent Accounting Pronouncements

In June 2006, the FASB issued FIN No. 48, "Accounting for Uncertainty in Income Taxes — an
Interpretation of FASB Statement No. 109." FIN No. 48 requires that the Company determine
whether a tax position is more likely than not to be sustained upon examination, including resolution
of any related appeals or litigation processes, based on the technical mertts of the position. Once it
is determined that a position meets this recognition threshold, the position is measured to determine
the amount of benefit to be recognized in the financial statements. The Company expects to adopt
the provisions of FIN No. 48 beginning in fiscal 2008. The adoption of FIN No. 48 is not expected to
have a material impact on the Company's financial condition, results of operahons and cash flows.




Mercer Allied Company, L.P.
Schedule | _ _ ‘
I Computation of Net Capital under Rule 15¢3-1 of the Securities and Exchange
Commission :
: I November 24, 2006
Nef capital ‘
Total partners’ capital $ 2,489,741
I Deductions '
" Non-allowable assets - commissions receivable and prepaid expenses {127,041)
l ) Net capita! ‘ $ 2,362,700
Aggregate indebtedness
Total aggregate indebtedness liabilities (included in the
I Statement of Financial Condition) $ 1,846,363
: Total aggregate indebtedness $ 1,846,363
) Percentage of aggregate indebtedness to net capital 78%
I Percentage of debt to debt-equity total computed in
accordance with Rule 15¢3-1(d) -
l Computation of basic net capital '
. Minimum net capital required (6-2/3% of aggregate indebtedness) $ 123,091 -
Minimum dollar net capital requirement of reporting broker or dealer $ 5,000
I Net capital requirement ' . $ 123,091
’ Excess net capital $ 2,239,609
l Excess net capital at 1000% (net capital less 10% of
_ aggregate indebtedness) $ 2,178,063

Statement pursuant to paragraph (d){4) of Rule 17a-5

There are no material differences between this computation and the corresponding computation
in the unaudited Part || Focus Report of November 24, 2006, dated December 23, 2006.

-l .
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Mercer Allied Company, L.P.

Schedule Il

Computation for Determination of Reserve Requirements and Informatlon
Relating to the Possession or Control Requirements Under 15c3-3
November 24, 2006

‘- — ‘- —
\

‘A

' - :
R W TN N N S O

EXEMPTION UNDER SEC RULE 15c3-3 SECTION (k)(2)(ii) HAS BEEN CLAIr;VIED.

The Partnership promptly transmits all funds received in connection with its activ:ities as a broker-dealer,
and does not otherwise hold funds or securities for, or owe money or securities to, customers.

10
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PRICEAATERHOUSE(COPERS

. PricewaterhouseCoopers LLP
i 677 Broadway
- Albany NY 12207
Telephone (518) 462 2030
Facsimile {518) 427 4499

Report of Independent Auditors on Internal Control Requlred
By SEC Rule 17a-5

To the Partners of Mercer Allied Company, L.P.:

" In planning and performing our audit of the financial statements of Mercer Allied Company, L.P. (the
“Partnership”} as of and for the year ended November 24, 2006, in accordance W|th auditing standards
generally accepted in the United States of America, we considered the Partnershlps internal control over
financial reporting'("internal control"} as a basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressmg an opinion the
effectiveness of the Parinership's internal control. Accordingly, we do not express an opinion onthe

- effectiveness of the Partnership's internal control. |

I
- Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (the “SEC”), we have
made a study of the practices and procedures followed by the Partnership, mcludmg consideration of
control activities for safeguarding securities. This study inctuded tests of compllance with such practices
and procedures, that we considered relevant to the objectwes stated in Rule 17a 5(g); in the followmg

l
1: Makmg the perlodlc computations of aggregate indebtedness and net capital under Rule 17a- 3(a)(11)
and .
2. Determining-compliance wnth the exemptive prowsmns of Rule 15¢3-3. !
!
Because the Partnership does not carry securities accounts for customers or perform custodial functions
relatlng to customer securities, we did not review the practices and procedures foliowed by the Partnership
in any of the following: .
1. Making the quarterly securlties examinations, counts, verifications, and compansons and the
recordation of differences requ:red by Rule 17a-13; |
2. Complying with the requirements for prompt payment for securities under Sectlon 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System; and
3. 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 Partnership is responsible for establishing and maintaining internal control and
the practices and procedures referred to in the preceding paragraph. In fulfi Illnglthls responsibility,

- estimates and judgments by management are required to assess the expected benefits and related costs
of control 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—mentloned
objectlves Two of the objectives of internal control and the practices and procedures are to provide
management with reasonable, but not absoiute, assurance that assets for which|the Partnership 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 accordance with generally accepted accounting principles. Rule 17a-5(g) lists
additional objectives of the practices and procedures listed in the preceding paragraph




i

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 internal control to future
periods is subject to the risk that controls may become inadequate because of changes in conditions or
that the effectiveness of their design and operation may deteriorate.

A control deficiency exists when the design or operation of a control does not aIIow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a contro! deficiency, or combination of control
deficiencies, that adversely affects the entity's ability to initiate, authorize, record! process, or report
financial data reliably in accordance with generally accepted principles such that there is more than a
remote likelihood that a misstatement of the entity's financial statements that is more than inconsequential
will not be prevented or detected by the entity's internal control.
A matenal weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the entity's internal control. _

i
Our consideration of internal control was for the limited purpose described in the first, second, and third
paragraphs and would not necessarily |dent|fy all deficiencies in internal control that might be material
weaknesses. We did not identify any deficiencies in internai control and 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 objectives in ali material respects indicate a material madequacy for such purposes.
Based on this understanding and on our study, we believe that the Partnership’s ipractices and procedures
were adequate at November 24, 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.

January 9, 2007



