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OATH OR AFFIRMATION

I, Cynthia Kirk , swear (or affirm) that, to the best of
my knowledge and belicf the accompanying financial staiement and supporting schedules pertaining to the firm of

__ Navy Federal Brokerage Services, LLC , as
of 16 February , 2007 , are true and correct. 1 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:

@w@_ Wi

Signature

Chief Financial Officer

U / @ Title
G ] /K My Commission Expires

J Notary Public - August 31, 2010

This report ** contains (check all applicable boxes):
(a) Facing Page.
(b) Staterment of Financial Condition.
g//(C) Statement of Income (Loss).
(d) Statement of Changes in Financial Condltmn
(c) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.
(3 () Statement of Changes in Liabilities Subordinated to Claims of Creditors.
(g) Computation of Net Capital. '
O (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.
[J () A Reconciliation, including appropriate cxplanation 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.
O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of

consolidation.
El/(l) An Oath or Affirmation.
[ (m) A copy of the SIPC Supplemental Report.
O (n) A reportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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PricewaterhouseCoopers LLP
1800 Tysons Boulevard
“MclLean, VA 22102-4261
" Telephone {703) 918 3000
" Facsimile (703) 918 3100
Report of Independent Auditors

To Board of Managers of
Navy Federal Brokerage Services, LLC:

In our opinion, the accompanying statement of financial condition and the related statements of
income, changes in member’s interest and cash flows present fairly, in all material respects, the
financial position of Navy Federal Brokerage Services, LLC (the "Company") at December 31,
2006, 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. 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 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 supporting 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
audits provide a reasonable basis for our opinion.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in the supplemental schedules on pages [0 and 11 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.
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February 21, 2007




Navy Federal Brokerage Services, LL.C
Statement of Financial Condition
December 31, 2006

Assets

Cash and cash equivalents

Deposit with clearing organization

Receivables from broker dealer and
clearing organizations

Due from affiliate

Prepaid expenses

Total Assets

Liabilities;
Due to affiliate

Accounts payable
Other liabilities
Total Liabilities

Member's Interest:
Member's interest
Retained deficit

Total Member's Interest

Total Liabilities and Member's Interest

266,316
25,629

196,385
353

102,237

590,920

221,651
2,347
23

224,021

500,000

(133,101)
366,899

h

The accompanying notes are an integral part of these financial statements

2

590,920




Navy Federal Brokerage Services, LL.C
Notes to the Financial Statements
Year Ended December 31, 2006

1. Organization and Nature of Business

Navy Federal Brokerage Services, LLC (the “Company™) is a wholly owned subsidiary of Navy
Federal Financial Group, LLC (NFFG), which is a wholly owned subsidiary of Navy Federal
Credit Union (NFCU). NFCU is a federally chartered credit union domiciled in Virginia. The
Company was licensed in the state of Virginia to do business in September 2005, and is registered
as an introducing broker-dealer. The Company’s membership with the National Association of
Securities Dealer, Inc. (NASD) was approved in May 2006 and it began sales and trading
operations in July 2006.

The Company is a marketing vehicle for mutuai funds, unit investment trusts, variable annuities,
flexible premium variable life insurance, public limited partnerships, financial planning and
discount brokerage services. Services are primarily provided to credit union members. The
Company execules exchange listed and over the counter securities transactions on an agency
capacity and clears on a fully disclosed basis through Pershing LLC.

2. Summary of Significant Accounting Policies

Basis of Presentation

NFBS prepares tts-financials statements on the accrual basis of accounting in accordance with
generally accepted accounting principles of the United States. Consequently, revenue is
recognized when earned and expensed when incurred.

Cash and Cash Equivalents
Cash equivalents include a money market savings account which is payable on demand held at
Wachovia Bank N.A. and the clearing deposit held at the Company’s clearing broker.

Receivables from broker dealer and clearing organizations

Receivables include funds due from CUNA Brokerage Services, Inc (CBSI) which represents
cash balances, commissions and interest receivable from the Company’s clearing broker less any
fees that CBSI charges for the services they provide. CBSI, which is also an introducing
broker/dealer, provides back office support for NFBS through a tri-party agreement. The
Company is subject to credit risk should the clearing broker or CBS1 be unable to repay the
balance reflected on the statement of financial condition. However, the Company does not
anticipate non-performance by either of these counterparties. The carrying value approximates
the fair value as the balance is short term. The Company clears all of its securities transactions
through its clearing broker on a fully disclosed basis. Pursuant to the terms of the agreement
between the Company and the clearing broker, the clearing broker has the right to charge the
Company for losses that result from a counterparty’s failure to fulfill its contractual obligations.

The Company monitors the credit standing of the Clearing Brokers and all counterparties with
which it conducts business. '



Navy Federal Brokerage Services, LL.C
Notes to the Financial Statements
Year Ended December 31, 2006

Revenue and expenses

Securities transactions for the Company’s customers are executed and cleared by independent
clearing agents on a fully-disclosed basis. Customers’ security transactions are reported on a
settlement date basis. Commissions are recorded as earned on a trade date basis. Fees paid to the
clearing agent are recorded as expenses when incurred.

Commission earned on customer’s investment in mutual funds and insurance investment products
are recorded on an accrual basis and are included in commission income.

Management fees are paid directly to Navy Federal Financial Group (the *parent’) for sales,
marketing and administrative services.

Income Taxes
Navy Federal Brokerage Services is a wholly owned limited liability Company and is considered
a disregarded entity for federal tax purposes.

Use of Estimates

The preparation of financial statements in conformity with accounting principals generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amount of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenue
and expenses during the reporting period. Actual results could differ from those estimates.

3. Guarantor’s Accounting and Disclosure for Guarantees

The Financial Accounting Standard Board issued interpretations No. 45 Guarantor’s Accounting
and Disclosure for Guarantees, requires the Company to disclosure information about obligations
under certain guarantee arrangements. In the normal course of business the Company enters into
contracts that confirm a variety of representation and warranties and which provide general
indemnifications. The Company’s maximum exposure under these arrangements is unknown, as
this would involve future claims that may be made against the Company that have not occurred.
The Company expects the risk of loss to be remote.




Navy Federal Brokerage Services, LLC
Notes to the Financial Statements
Year Ended December 31, 20006

4. Related Party Transactions

The Company contracts with NFFG to pay 90% of their gross revenue from commissions and
fees to provide sales, marketing and administrative services. This contract is month-to-month
with a 30 day right to cancel by either party. Total expenses incurred for the aforementioned

services with NFFG totaled approximately $2,722,318 for the year ended December 31, 2006.

Included in the organizations account receivable as of December 31, 2006 is an amount due from
NFFG of $353. Included in accounts payable as of December 31, 2006, is an amount due to
NFFG of approximately $221,651.

5. Regulatory Requirements

As a broker-dealer and a NASD member firm, the Company is subject to the SEC’s Uniform Net
Capital Rule (the “Rule™) 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 8 to 1 in
the first year and 15 to 1 thereafter. At December 31, 2006, the Company had net capital of
$260,662 which was $210,662 in excess of its required net capital of $50,000. The Company’s
aggregate indebtedness to net capital ratio was .86 to I at December 31, 2006.

The Company is exempt under the provisions of Rule 15-3-3 pursuant to Section (k){(2)(ii).

END




