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OATH OR AFFIRMATION

1, Mark F. Hansen . swear (or affirm) that, to the best of

my knowledge and beiief the accompanying financial statement and supporting schedules pertaining to the firm of
Quantiab Securities, LP , as

of December 31 . 2006 , are true and correct. | 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:

PR

ot T R e A ey e i .
S, AUDREY WRAY ' ‘ —
%% Notary Public, State of Texss .
s, My Comrnission Expires i Signanfie

May 26, 2010

L T

Notary Public

Chief Financial Officer
Title

This report ** contains (check all appllcab[e boxes):

A (a) Facing Page.

B (b) Statement of Financial Condition.

@ (c) Statement of Income (Loss).-

(3 (d) Statement of Changes fxBinxnciat0cnxoxnx Cash Flows.

[@ (e} Statement of Changes in Stockholders” Equity or Partners” or Sole Proprietors’ Capital.

O (O Stdtement of Changes in Liabilities Subordinated te Claims of Creditors.

) (g) Computation of Net Capital.

[ (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3,

1 (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

O () 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.

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

[ () An Oath or Affirmation.

{0 (m) A copy of the SIPC Supplemental Report.

O3 (n) A reportdeseribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

X (0} Independent auditors' report on internal accounting control.

**For conditions of confidential treaiment of certain portions of this filing, see section 240.17a-3(e)(3).




QUANTLAB SECURITIES, LP

Financial Statements and Supplemental Schedules
with Independent Auditors’ Report Thereon, and
Independent Auditors’ Report on Internal Control

December 31, 2006 and 2005

CONKLIN HRUZEK & CO., P.C.




N Cos CONKLIN HRUZEK & CO., P. C.
T - CERTIFIED PUBLIC ACCOUNTANTS
8§01 Travis, Suite 2050

’ Houston, Texas 77002.5730
(713) 224.2300

Fax {713) 225-3718

INDEPENDENT AUDITORS' REPORT

The Partners
Quantlab Securities, LP:

We have audited the accompanying statements of financial condition of
Quantlab Securities, LP {a Delaware limited partnership) as of December 31, 2006
and 2005, and the related statements of income, partners’ capital 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. OQur 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 Quantlab Securities, LP at
December 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 financial statements taken as a whole. The information contained in the
accompanying Schedules I and II is presented for the purpose of additional
analysis and is not a required part of the basic financial statements, but is
supplementary information required by Rule 17a-5 of 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.
3

Houston, Texas
February 20, 2007




QUANTLAB SECURITIES, LP

Statements of Financial Condition

December 31, 2006 and 2005

Assets

Cash

fleceivahle Trom:
Clearing organization
Othar brokers or desalers

Total receivable from
broker dealers

Receivable from related party customer
Prepaid expenses

Liabilities and Partners'

Accounts payable to clearing organization
Accounts payable and accrued esxpenses

Total Tiabilitiss

Partners’ -capital:
General partner

Limited partners:
Limited partnership interest
Class B limited partnership interest
Class C Tlimited partner
Total 1inited partners

Total partners’ capital

2006 2005
$ 6,445,769 1,260,080
460,543 449,255
669,120 197.770
1,129,663 647,025
- 146,364
20,324 24,892
$ 1.596.756  2.078,361

Capital

> 4,657 3,153
2,081,032 ...5098,228
2.085,699 601,381
44 552 10,£43
3.530,772 964,904
1,804,834 A79,675
129,794 21,753
5,465 405 1,466,337
5,510,057 1.475,980
$ 7,595,756 2,078,361

The accompanying notes are an integral part cf these financial statements.

CONKLIN HRUZEK & CO., P.C.




OUANTLAB SECURITIES, LP

Statements of Income

Years ended December 31, 2006 and 2005

Revenue:
Commissions
Interest
Cther income

Expenses:
Clearing charges
Routing
Management services
Software royalty
Connectivity and data feeds
Regulatory fees and assessments
Personnel
Professional fees
Qther operating expenses

Total expenses

Net income

2006 2005

$ 44,890,658 31,088,300
91,628 35,190

230 2,650

44,982 516 31,126,140
7,213,697 8,383,798
17,191,427 9,796,786
4,421,065 3,243,791
9,300,000 5,400,000
1,182,511 839,128
892,774 558.106
717,853 474,485
23,235 22,917,
29,202 .8.7753
40,971,764 28,727,764

$ _4,010,752

The accompanying notes are an integral part of these financial statements.

-3 .
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QUANTLAB SECURITIES, LP
Statements of Partners’ Capital

Years ended December 31, 2005 and 2004

General iLimited

partner partners Total
Balance at December 31, 2004 $ 17,786 1,760,818 ‘1,778,604
Contributions 3,000 297,000 300,000
Distributions {30,000) ¢2,970,000) (3.000,000)
Net income 19,857 2,378,519 2,398 376
Balance at December 31, 2005 10,643 1,466,337 1,476,980
Contributions 17,000 990,000 1,007,000
Distributions {5,050) {979,625) (984.675)
Net income 22,059 3,988,693 4,010,752
Balance at Decemper 31, 2006 $ 44,652 5,465,405 5,510,057

- The accompanying notes are an integral part of these financial statements.

-4 -
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QUANTLAB SECURITIES, LP

.Statements of Cash Flows

Years ended December_ 31, 2006 and 2005

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net
cash nrovided hy operating activities:
{Increase) decrease in operating assets:
Receivable from clearing organizaticn
Receivable from other brokers
or dealers
Receivable from related
party customer
~ Prepaid expenses
Increase (decrease) in operating
Tiabilities:
Payable to clearing organization
Accounts payable and accrued
expenses

Total adjustments

Net cash provided by
operating activities

Cash flows from financing activities:
Proceeds from note payable
Payment of note payable
Contributions from partners
Distributions *o partners

Net cash provided by
used in financing
activities

Net increasc {decrease)
in cash

Cash at begipning of year

Cash at end of year

2006 2005
$ 4,010,752 2,398,376
(14,288) (349,720)
(471,350) (136,447)
146,364 (141,016)
4.568 1.447
1,514 941
1,482,804 65,783
1,152,612 {556,012)
5,163,364 1,839, 364
1,000,000 -
£1,000,000) :
1,007,000 300,000 -
{984 .675) (3.000,000)
22 325 (2.700,000)
5,185,589 {860.636)
1,260,080 2,120,716
$ 6,445 769 1,260,080"

The accompanying notes areg an integral part of these financial statements.

-
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QUANTLAB SECURITIES, LP
Notes to Financial Statements

December 31, 2006 and 2005

{1) Organization, Nature of Business and Summary of Significant Accounting
Policies

The organization, nature of business and a summary of the significant
accounting policies of Quantlab Securities, LP is set forth below:

{(a) Quantlab Securities, LP (The Partnership) was organized as a
Delaware limited partnership pursuant to an agreement cf
limited partnership dated as of December 7, 2001. The
"Partnership 1is a registered broker-dealer under the
Securities Exchange Act of 1934 and a member of the
‘National Association of Securities Dealers, Inc. The
Partnership's office is located in Houston, Texas.

(b) The Partnership receives brokerage commissions and other fees
from transactions in certain investment accounts maintaired
by other broker-deaiers and clients of Quantlab Capital
Management, Ltd., on 2 fully discliosed basis. Quantlab
Capital Management, Itd., a Cayman TIsiands exempted
company, 1is 'registered 1in the H. 3. as an investment
adviser under the Investment Advisers Act of 1940 and is
uyndeir ccmmon control with the Partnership. The term of the
Partnership i3 through December 31, 2051. The Partnership
may continue, by unanimous consent, from calendar year fo
calerdar year until terminated as provided 1in the
partnership agreement. However, the tferm of the agreement
shall not be extended beyond December 31, 2065.

{c) Securities transactions and ali related revenue and expense
are recorded in the accounts on a trade date basis at
December 31, 2006 and 2005.

(d) The preparation of financiai statements in conformity with
generalty accepted accounting principles requires
management to make estimates .and assuinpticns that affect
tha reported amounts of assets and liabitities and
disciosure of contingent assets and 1iahilities at the date
cf the financial statewments and the reported amounts of
revenue and expenses ¢uring the reporting period. Actual
results could differ from those estimates.

{e) For purposes cf the statement of cash flows, cash includes
cash on hand, bank checking and money market accounts, and
short-term debt instruments with a maturity of three months
or less. The Partnership paid interest exnense of $19,550
and $108 in 20C6 and 2003, respectively

CONKLIN HRUZEK & CO., P.C.




(1)

Organization,
Policies,

QUANTI.AB SECURITIES, LP

Notes to Financgial Stétements. Continued

Nature of Business and Summary of Significant Accounting

continued

(f: The Partnership maintains its cash in bank deposit accounts
which, at times, may exceed Federal insured limits. The
Partnership has not experienced any Tlosses 1in such

~accounts. The Partnership believes it is not exposed to
any significant credit risk on cash and cash equivalents.

(g} The Partnership 1s not a taxpaying entity for Federal income
tax purposes. The income or loss of the Partnership is
included 1in the separate income tax returns of the
partners, Accordingly, no provision is made for income

taxes

in the Partnership’s financial statements. At

Decempber 31, 2006 and 2005, +there are no material
differences between the tax basis and reported amounts of
the Partnership’'s assets.

th! The Partnership has an agreement with a clearing organization
whereby the organization .performs clearing functions for

ali

security transactions with custome,s and broker-

dealers.

ti) Quantlao Financial, LLC, a Delaware Timited 1iabiiity company,
is an affiliated company uider common contro! as the
Partnership, provides the Company management services,
office Facilities and pays various.overhead expenses on
behalf of the Partrership. The monthly fees for management
services are adjustable every six months. The montnly

fees,

including allocated personnel expenses were as

follows for 2006 and 2005:.

January 1, - June 30, 2005 % 215,000

July 1, - December 2%, 2006 250,000
January 1, - June 30, 20086 275,000
July 1, - December 31, 2006 300,000

The management fee 1is required to be waived by Quantiab
FFinancial, tLC, to the extent- it would cause ‘the
Fartnership’s net =zapital to. fali below $30,000. The
Partnership dncurred management =services expense of
$4,421,065 and $3,243,791 in 2006 and 2005, including fees

for

certain additional services 1in 2006 and 2005.

Allocated personnel expense, in additicn to the fee for
management services amounted tn $717,852 and $474.465 in
2006 and 2005, respectively.

CONKLIN HRUZEK & CO., P.C.




(2)

(3)

(4}

QUANTLAB SECURITIES, LP

Notes to Firancial_Statements, Continued

Net Capital Requirements

The Partnership is subject to the Securities and Exchange Commission’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 15 to 1.
Retained earnings may be restricted as to payment of dividends if this
ratio exceeds 10 to 1. At December 31, 2006. the Fartnership had net
capital of $5,403,512 which exceeded its required net capital of $139,046
by $5,264,466. The Partnership's agreement with its clearing broker
requires net capital of not less than $150,000. Additionally, the
Partnership has verbally committed to its ciearing broker to maintaining
a clearing deposit of not Tess than $1,000,000. The Partnership's ratio
of agyregate indebtedness to net capital was .39 to 1. There were no
Tiabilities subordinated to the claims of general creditors during 2006.

Partners’ Capital

Partrers’ capital consists of the general partrership interest and limited
partrership interests (including Class B and Class C). Losses of the
Partnership are allucated to the partners, other than Ciass 8 and Class C
linited parthers. in proportion to their respective percentage interests
{as such term is defined in the limited partnership agreement) in the
Partnership. Profits, after taking into account the specisl allocation
of profits to the Class B Timited partners, are allocated to the partners
{other than the Class B limited partners) in accordance with each
partner's percentaye interest, provided that profits from capital events
{(as such term is defined .in the limited partnership agreement) have a

- spegial allocation hierarchy to account for certain equity threshnlds.
The Class B limited partners receive a special allocation of the annual.
protits of the Partnership as determined by a vote of the partners (other
than the Class B limited partners).

ReJated Party Transactiong

The Partnership has entered into 1license agreements with Emergent
Partners, LP and Resonant Partners, LP, affiliated companies under common
control as the Partnership. The agreements are for certain proprietary
software technology for which the Partnership pays a monthly fee. The
Ticense fees are adjustable. upon agreement of the Partnership and the
respective company. The fee s $300,000 per month to Emergent
Partners, LP. The fee to Rescgnant Partners, LP is 3$300,000 per mcnth
beginning July 1, 2005 through May 2006 and $600,000 per month beginning
June 1, 20086. The Partnership paid scftware royalties under +the
agreements of $3,600,000 to Emergent Partners, LP in 2006 and 2005, and
$5,700,000 and $1,800,000 to Resonant Partners, LP 1in 2005. The
Partnership also paid fees for management services and personnel expense
to Guantlab Financial, LLC cf $5,138,918 and $3,718,256 in 2006 and 2005,
respectively. ‘

CONKLIN HRUZEK & CO., P.C.




Scheduie 1
QUANTLAB SECURITIES, LP

Computation of Net Capital under Rule 15¢c3-1 of the
Securities and Exchange Commission

December_ 31, 2006

Net capital: a
Total partners’' equity $ 5,510,057

l.ess nonallowable assets:
Accounts receivable 86,221
Prepaid expenses - 20,324
106,545
Net capital ' $ 5,403,512

fggregate indebtedness - Items included in .o
statoment of financial condition - total liabilities $ 2. 085,899

Computatiicon of basic nat capital requirement:
Minimum net capital reguired {6 2/3% of total

“aggregats -indebtednass) 5 139,246
tiioimum acllar net capital izquivement of
reporting broker or dealer - : s $ __100,000
Net capital requirement igreater of above two :
- minimum requirement amounts) 3 __ 139,046
Het capital in excess of required minimum i 5,264,466
Excess n2t capitai at 1000% (net capital less 10% .
of total aggregate indebtedness) $ 5,194, 942"
Ratio of aggregzate indebtedness to net capital - .39 to !

There are nc material differences beitween the computation of net capitel under
Rule 15c3-1 as presented herzin and as reported by the Companyv in Part IIA of
Form X-17A-5 as of December 31, 2006. .

-9 .-
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Schedule Il
QUANTI.AB SECURITIES, LP

Information Relating to the Possession or Control
Requirements under Rule 15¢3-3

December 31, 2006

The Partnership 1is exempt from the reserve requirements and the related
computations for the determination thereof under paragraph (k)(2)(ii) of Rule
15¢3-3 under the Securities Exchange Act of 1934 as the Partnership carries
no margin accounts, promptly transmits all customer funds and delivers all
securities received in connection with its activities as a broker or dealer,
does not otherwise hold funds or securities Tor, or owe money or securities
to customers and effectuates all financial transactions with customers through
unaffiliated clearing organizations.

As of and for the year ended December 31, 2006, the Partnership has maintained
its compliance with the conditions for exemption specified in paragraph’
(K} {2¥y(i1} of Rule 15c3-3.

CONKLIN HRUZEK & CO., P.C.




CONKLIN HRUZEK & CO., P C.
CERTIFIED PUBLIC ACCOUNTANTS

P 801 Travis, Suite 2050
o Houston, Texas 77002-5730
(713) 224-2300

N . Fax (713) 225-3718

INDEPENDENT AUDITORS' REPORT
ON INTERNAL CONTROL REQUIRED BY SEC RULE 17a-5

Board of Directors
Quantlab Securities, LP:

In planning and performing our audit of the financial statements of
Quantlab Securities, LP (the Partnership), as of and for the year ended
December 31, 2006, in accordance with auditing standards generally accepted in
the United States of America, we considered the Partnership’'s 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 on expressing an opinion on the effectiveness of the
Partnership’s internal control. Accordingly, we do not express an opinion on the
effectiveness of the Partnership's internal control.

Also, as required by Rule 17a-5(g)(1}) of the Securities and Exchange
Commission (SEC), we have made a study of the practices and procedures followed
by the Partnership including consideration of control activities for safeguarding
securities. This study included 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 Partnership does not carry securities
accounts for customers or perform custodial functions relating to customer
securities, we did not review the practices and procedures followed by the
Partnership in any of the following:

1. Making quarterly securities examinations, counts, verifications,
and comparisons and recordation of differences required by Rule
17a-13

2. 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 Partnership 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 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
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.

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 1likelihood
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 1is 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 1limited 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. However, we noted the following matter involving the accounting system
and its operation that we consider to be a material weakness as defined above.
The condition was considered in determining the nature, timing and extent of
procedures to be performed in our audit of the financial statements of Quantlab
Securities, LP for the year ended December 31, 2006, and this report does not
affect our report thereon dated February 20, 2007.

The Partnership does not have segregation of duties 1in the
accounting function. With your small number of employees, an ideal
system of dinternal control may not be possible and/or practical
because it is not possible to segregate duties as much as would be
required to provide such an ideal system. In sitvations where an
ideal system is not possible, constant surveillance and review by
management 1is the principal means of offsetting the inherent
weakness in internal control and of safeguarding the assets of the
Partnership and its customers.

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 Parnership'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.

- 12 -
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This report is intended solely for the use of management, the Securities
and Exchange Commission, the National Association of Securities Dealers, Inc. 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

Houston, Texas
February 20, 2007

. END
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