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Deloitte.

Deloitte & Touche LLP

Two World Financial Center
New York, NY 10281-1414
USA

Tel: +1 212 436 2000
Fax: +1 212 436 5000
www.deloitte.com

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Stockholder of
Safra Securities Corporation:

We have audited the following financial statement of Safra Securities Corporation (the “Company”),
(a wholly owned subsidiary of Safra New York Corporation), as of December 31, 2006, that you are
filing pursuant to Rule 17a-3 under the Securities Exchange Act of 1934:

Page

Statement of Financial Condition 2

This statement of financial condition is the responsibility of the Company’s management. Qur
responsibility is to express an opinion on this financial statement 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 statement of financial condition is 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
statement of financial condition, 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 statement of financial condition presents fairly, in all material respects, the financial

position of the Company at December 31, 2006, in conformity with accounting principles generally
accepted in the United States of America.

Delsitte 2 Toucke 1P

February 23, 2007

Member of
Deloitte Touche Tohmatsu




SAFRA SECURITIES CORPORATION
(A Wholly Owned Subsidiary of Safra New York Corporation)

STATEMENT OF FINANCIAL CONDITION
AS OF DECEMBER 31, 2006

ASSETS

Cash and cash equivalents
Securities owned, at fair value
Interest-bearing deposit

Due from clearing broker
Other assets

TOTAL

LIABILITIES AND STOCKHOLDER’S EQUITY

LIABILITIES:
Due to affiliates
Accrued bonuses
Accrued expenses and other liabilities
Deferred tax liability

Total liabilities

STOCKHOLDER’S EQUITY:

Common stock (1,000 shares authorized—at par value $0.01 per share;

1,000 shares outstanding)
Additional paid-in capital
Retained earnings

Total stockholder’s equity

TOTAL

See notes to the statement of financial condition.

$35,000,428
3,317,156
520,128
2,089,980
951,841

$41,939,533

$ 1,364,879
190,000
408,290

53,894

2,017,063

10
28,401,845
11,520,615

39,922,470

541939533



SAFRA SECURITIES CORPORATION
(A Wholly Owned Subsidiary of Safra New York Corporation)

NOTES TO STATEMENT OF FINANCIAL CONDITION
AS OF DECEMBER 31, 2006

1. ORGANIZATION AND NATURE OF OPERATIONS

Safra Securities Corporation (the “Company”) was incorporated in Delaware on May 3, 1999. The
Company is a fully disclosed broker/dealer registered with the Securities and Exchange Commission
and is a member of the National Association of Securities Dealers, Inc. (“NASD”). The Company’s
business includes providing foreign and domestic securities brokerage services to its customer. The
Company also conducts proprietary trading primarily in Latin American emerging market securities.
All of the Company’s brokerage and trading activities are cleared through a third party on a fully
disclosed basis.

The Company has executed a Proprietary Accounts of Introducing Brokers (“PAIB”) Agreement with
its clearing broker, Pershing LLC (“Pershing”). The Company clears transactions on a fully disclosed
basis through Pershing, a United States registered broker-dealer. Pershing takes custody of the funds or
securities of the Company’s customer. In the event that customer of the Company fail to perform on
their obligations, such obligations are the responsibility of the Company.

The Company was a wholly owned subsidiary of Safra National Bank of New York (the “Bank”) since
July 1,2001. On March 29, 2005, the Bank paid a Dividend in Kind of 100% of the outstanding shares
of the Company to Safra New York Corporation (the “Parent™), a United States financial holding
company pursuant to the Bank Holding Company Act. Accordingly, the Company became a wholly
owned subsidiary of the Parent. The Bank remains as an affiliate of the Company.

On March 16, 2004, the Company organized a direct wholly owned subsidiary, Safra Asset
Management Corporation (“SAM”) under the laws of the State of Delaware. On March 31, 2003, the
Company paid a Dividend in Kind of 100% of the outstanding shares of SAM to the Parent.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation—The Company maintains its accounts and prepares its financial statement in
accordance with accounting principles generally accepted in the United States of America (hereinafter
referred to as “generally accepted accounting principles”).

Use of Estimates in the Preparation of Financial Statement—The preparation of financial statement
in conformity with generally accepted accounting principles requires management to make estimates
and assumptions that affect the financial statement and related disclosures. Management belicves that
the estimates utilized in the preparation of the financial statement are prudent and reasonable. Actual
results could differ from those estimates.

Cash and Cash Equivalents—The Company has defined cash equivalents as highly liquid investments,
with original maturities of less than ninety days.



Derivative Financial Instruments—The Company uses derivative financial instruments, principaily
currency forwards, to economically hedge trading instruments, which are carried at fair value. Fair
values for exchange-traded derivatives are based on quoted market prices. Fair values for over-the-
counter derivative financial instruments, are based on pricing models intended to approximate the
amounts that would be received from or paid to a third party in settlement of the contracts. Factors
taken into consideration include credit spreads, market liquidity, concentrations, and funding and
administrative costs incurred over the life of the instruments.

Unrealized gains or losses on these derivative contracts are recognized currently in the statement of
income as transaction revenues. The Company does not apply hedge accounting as defined in Financial
Accounting Standards Board (“FASB™) Statement No. 133, Accounting for Derivative Instruments and
Hedging Activities.

Fair values of foreign exchange forward contracts are included in securities owned, at fair value, in the
statement of financial condition,

Translation of Foreign Currencies—Assets and liabilitics denominated in foreign currencies are
translated at year-end rates of exchange. Gains or losses resulting from foreign currency transactions
are included in net income.

Income Taxes—The Company’s results of operations are included in the Parent’s consolidated federal
tax returns. Pursuant to a tax sharing agreement, the Company computes its income taxes on a separate
company basis. The accrued federal income taxes and federal income taxes payable balances in the
accompanying statement of financial condition include taxes reimbursable to or from the Parent. State
and local taxes are computed on a separate company basis and are payable to the relevant taxing
authorities.

Deferred income taxes are provided for the temporary difference between the financial reporting basis
and tax basis of the Company’s assets and liabilitics. Deferred tax liabilities result principally from the
net unrealized gains of securities which are currently not taxable for tax purposes, but have been
recognized in the financial statements.

Fair Value of Financial Instruments—SFAS No. 107, Disclosure about Fair Value of Financial
Instruments, requires disclosure of fair value information about financial instruments, for which it is
practicable to estimate the value, whether or not recognized on the statement of financial condition. As
a registered broker-dealer, securities owned and securities sold, not yet purchased, if any, are already
recorded at fair value. The fair value of all other financial assets and liabilities, such as cash and cash
equivalents, is considered to approximate the recorded value, due to the short-term nature of the
financial instruments.

Recently Issued Accounting Pronouncements—In June 2006, the FASB issued Interpretation No. 48,
Accounting for Uncertainty in Income Taxes, an Interpretation of FASB Statement No. 109 (“FIN 48”).
FIN 48 clarifies the accounting for uncertainty in income taxes recognized in a company’s financial
statements and prescribes a recognition threshold and measurement attribute for the financial statement
recognition and measurement of a tax position taken or expected to be taken in a tax return. The
standard also provides guidance on derecognition, classification, interest and penalties, accounting in
interim periods, disclosure and transition. FIN 48 will be effective for the Company beginning 2007.
The Company is currently assessing the impact of adoption on the financial statements.




RELATED-PARTY TRANSACTIONS

The Company functions as an introducing broker for its only customer, the Bank. Commissions earned
during the year were for brokerage services provided to the Bank and were on an arms-length basis.

The Company had non-interest bearing cash and cash equivalents on deposit and a twelve months
interest-bearing deposit at the Bank of $85,191 and $520,128, respectively, at December 31, 2006. The
aforementioned interest-bearing deposit is pledged as collateral for the foreign exchange forward
contract entered into by the Company with the Bank.

SECURITIES OWNED AND DERIVATIVE FINANCIAL INSTRUMENTS

Securities owned consist of trading and investment securities and currency forward contracts, at fair
values, as of December 31, 2006, are as follows:

Sovereign debt $1,720,065
Corporate debt 1,359,337
Credit linked notes 251,607
Currency forward contracts (13,853)
Total $3,317,156

The Company has limited involvement with derivative financial instruments. The Company uses
foreign exchange forward contracts as economic hedges against fluctuations of assets and liabilities
denominated in foreign currencies for proprietary trading. The notional amount of the currency forward
contracts is $821,917at December 31, 2006.

INCOME TAXES

Pursuant to a tax sharing agreement the Company reimburses the Parent for all federal income taxes
payable. At December 31, 2006, the Company had a current tax payable to the Parent of $217,478. The
Company remits all payments to the Parent through the Bank, and the Bank remits all payments to the
Parent. The Company believes the method for allocating income tax expense, pursuant to their tax-
sharing agreement is systematic, rational, and consistent with the broad principles of SFAS No. 109,
Accounting for Income Taxes.

The Company, in the ordinary course of business enters into certain transactions that have tax
consequences. From time to time, tax authorities question and/or challenge the tax position taken by
the Company with respect to those transactions.

Based on current knowledge and probability assessment of various potential outcomes, management
believes that the current tax reserve determined in accordance with SFAS No. 5, Accounting for
Contingencies, is adequate to cover the above matters and the amount of any incremental liability
arising from these matters is not expected to have a material adverse effect on the Company’s financial
condition or results of operations. Probabilities and outcomes are reviewed as events unfold, and
adjustments to the reserves are made when necessary.

CONCENTRATION RISK

The Bank is the Company’s only customer. Balances resulting from the Company’s brokerage and
trading activities are maintained at the clearing broker.




NET CAPITAL REQUIREMENT

The Company is subject to the Net Capital Rule pursvant to Rule 15¢3-1 under the Securities Exchange
Act of 1934, 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 1. At December 31, 2006,
the Company had net capital of $34,717,768, which was $34,583,298 in excess of its required net
capital of $134,470. The Company’s ratio of aggregate indebtedness to net capital was .06 to 1.

# ok ok ok ok ok
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Deloitte & Touche LLP
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February 23, 2007

¢
Safra Securities Corporation
546 Fifth Avenue
New York, NY 10036
® In planning and performing our audit of the financial statement of Safra Securities Corporation

(the “Company”), (a wholly owned subsidiary of Safra New York Corporation), as of and for the year
ended December 31, 2006, (on which we issued our report dated February 23, 2007), in accordance
with auditing standards generally accepted in the United States of America, we considered the
Company’s internal control over financial reporting (internal control), as a basis for designing our
auditing procedutes for the purpose of expressing our opinion on the financial statement, but not for
® the purpose of expressing an opinion on the effectiveness of the Company's internal control.
Accordingly, we do not express an opinion on the effectiveness of the Company’s internal control.

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 (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 customer 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 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
preparation of financial statements in conformity with generally accepted accounting principles. Rule
17a-5(g) lists additional objectives of the practices and procedures listed in the preceding paragraph.

Because of inherent limitations in internal control and 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.

| . Member of
Deloitte Touche Tohmatsu



A control deficiency exists when the design or operation of a control does not allow 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 control 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 accounting 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 material 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. Our consideration of internal control was for the
limited purpose described in the first and second paragraphs and would not necessarily identify all
deficiencies in internal control that might be material weaknesses. We did not identify any
deficiencies in internal 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 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, as described in the second paragraph
of this report, were adequate at December 31, 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, the NASD, and other regulatory agencies that rely on Rule 17a-5(g) under the Securities

Exchange Act of 1934 in their regulation of registered brokers-dealers, and is not intended to be and
[ ] should not be used by anyone other than these specified parties.

Yours truly,

Debitte 2 Touche LLp

END




