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M KPMG LLP

55 Second Street
San Francisco, CA 94105

Independent Auditors’ Report

First Repubiic Bank, Membet
The Board of Directors, First Republic Securities Company, LLC:

We have audited the accompanying statement of financial condition of First Republic Securities Company,
LLC (the Company) (a wholly owned subsidiary of First Republic Bank) as of December 31, 2006, and the
related statements of operations, changes in member’s equity, and cash flows for the year 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. Our 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 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, the financial statements referred to above present fairly, in all material respects, the
financial position of First Republic Securities Company, LLC as of December 31, 2006, and the results of
its operations and its cash flows for the year then ended in conformity with accounting principles generally
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 information contained in Schedule I 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 financial statements taken as a whole.

KPMme P

February 27, 2007

KPMG LLP 3 U.S limiad liability partnesship, is the U.S.
member firm of KPMG International, a Swiss cooperative.




FIRST REPUBLIC SECURITIES COMPANY, LLC
(A Wholly Owned Subsidiary of First Republic Bank}

Statement of Financial Condition

December 31, 2006

Assets

Cash and cash equivalents

Receivable from clearing organization
Other receivable

Prepaid expenses and deposits

Total assets
Liabilities and Member’s Equity
Liabilities:
Payable to Parent

Securities sold, not yet purchased
Accounts payable and accrued expenses

Total liabilities

Member’s equity:
Common stock, $0.01 par value. Authorized and
outstanding 10,000 shares
Additional paid-in capital
Accumulated deficit

Total member’s equity

Total liabilities and member's equity

See accompanying notes to financial statements.
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1,510,000
318,000
119,000

98,000

2,045,000

574,000
33,000
988,000

1,595,000

100
1,767,900
(1,318,000)

450,000

2,045,000




FIRST REPUBLIC SECURITIES COMPANY, LLC
(A Wholly Owned Subsidiary of First Republic Bank)

Statement of Operations
Year ended December 31, 2006
Revenue:

Agency commissions h 1,079,000
Principal commissions 1,244,000
Mutual fund trailers 958,000
Management fee income 212,000
Miscellaneous fees 135,000
Interest income 61,000

Total revenue 3,689,000

Expenses:

Salaries and related benefits 1,911,000
Commission payout 397,000
Qccupancy 247,000
Professicnal fees and advertising 364,000
Clearing fees 325,000
Information systems 81,000
Travel expenses and entertainment 99,000
Regulatory fees 39,000
Insurance 263,000
Dues and subscriptions 202,000
Other general and administrative 480,000

Totat expenses 4,408,000

Net loss $ (719,000)

See accompanying notes to financial statements.




FIRST REPUBLIC SECURITIES COMPANY, LLC
(A Wholly Owned Subsidiary of First Republic Bank)

Statement of Changes in Member’s Equity
Year ended December 31, 2006

Additional
Common paid-in Accumalated
stock capital deficit Total

Balance at December 31,2005 § 100 $§ 1,099,900 $ {599,000) $ 501,000
Capital contribution from Parent — 527,000 — 527,000
Capital contribution related to

share-based compensation — 141,000 — 141,000
Net loss — — (719,000) (719,000)
Balance at December 31,2006 § 100 § 1,767,900 §$ (1,318,000) $ 450,000

See accompanying notes to financial statements.




FIRST REPUBLIC SECURITIES COMPANY, LL.C
(A Wholly Owned Subsidiary of First Republic Bank)

Statement of Cash Flows
Year ended December 31, 2006

Cash flows from operating activities:
Net loss $ (719,000)
Adjustments to reconcile net loss to net cash used in
operating activities:

Share-based compensation expense 141,000
Changes in assets and liabilities: ,
Receivable from clearing organizations (169,000)
Other receivable (13,000)
Prepaid expenses and deposits 4,000
Payable to Parent 21,000
Accounts payable and accrued expenses 413,000
Net cash used in operaling activities (322,000)
Cash flows from financing activities:
Securitics sold, not yet purchased 33,000
Capital contribution from Parent 527,000
Net cash provided by financing activities 560,000
Increase in cash and cash equivalents 238,000
Cash and cash equivalents, beginning of year 1,272,000
Cash and cash equivalents, end of year $ 1,510,000

Supplemental disclosure:
Capital contribution related to share-based compensation expense $ 141,000

See accompanying notes to financial statements.




FIRST REPUBLIC SECURITIES COMPANY, LLC
{A Wholly Owned Subsidiary of First Republic Bank)

Notes to Financial Statements
December 31, 2006

(1) Organization and Summary of Significant Accounting Policies

(@

)

()

(d)

(@

Organization and Nature of Business

First Republic Securities Company, LLC (the Company), a wholly owned subsidiary of First
Republic Bank (the Bank or Parent), was formed as a Nevada limited liability company in July 2000.
After an initial application period, the Company became a registered member of the National
Association of Securities Dealers on March 23, 2001 and became actively engaged in the business of
providing broker-dealer services on June 1, 2001. The Company’s business includes distribution of
investment products and services, which involves introducing mutual funds and fixed income
securities on an agency or riskless principal basis. The Company does not hold customer accounts.

Basis of Presentation

The financial statements are prepared on an accrual basis. The Company is engaged in a single line
of business as a security broker-dealer.

Revenue Recognition

Revenues and expenses related to agency and principal commissions and mutual fund trailers are
recorded on a trade date basis.

Income Taxes

As a single member limited liability company, the Company is not subject to federal and state
corporate income taxes on its taxable income. [nstead, the net income of the Company is included in
the federal and state tax returns of the Bank. Accordingly, no provision for income taxes has been
made in the accompanying financial statements.

Cash and Cash Equivalents

For purposes of reporting cash flows, cash and cash equivalents include cash and interest bearing
deposits.

Use of Estimates

The preparation of the financial statements, in conformity with accounting principles generally
accepted in the United States of America, requires management to make estimates and assumptions
that affect (a) the reported amounts of assets and lLiabilities, (b) disclosure of contingent assets and
liabilities at the date of the consolidated financial statements, and (c) the reported amounts of
revenues and expenses during the reporting period. Actual results could differ from these estimates.

6 {Continued)
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FIRST REPUBLIC SECURITIES COMPANY, LLC
(A Wholly Owned Subsidiary of First Republic Bank)

Notes to Financial Statements
December 31, 2006

Transactions with Affiliates

The Company has a cash account with the Bank in the amount of $20,000 as of December 31, 2006.

The Company and the Bank have an expense sharing agreement for salaries, rent and certain general and
administrative expenses. Expenses allocated by the Bank are reimbursed by the Company on a timely
basis. The Bank allocated $1,991,000 for such expenses in 2006. The Bank pays the Company
management fees related to the training and licensing of the Bank’s licensed representatives. In 2006, this
management fee income was $212,000.

Starting in 2005, the Company entered into an expense sharing agreement with First Republic Wealth
Advisors (FRWA), a wholly owned subsidiary of First Republic Bank, for reimbursement of certain
salaries and benefits, rent and certain general and administrative expenses. The Company was reimbursed
$272,000 by FRWA for such expenses in 2006.

The Company receives significant financial support from the Bank. During 2006, the Bank made capital
contributions totaling $527,000. Prior to 2006, the Bank has made contributions totaling $1,099,900. The
Bank has indicated that it will continue to provide such financial support for the foreseeable future.

On January 29, 2007, the Bank announced that it had entered into a definitive agreement under which
Merrill Lynch agreed to acquire all of the Bank’s outstanding shares of common stock in exchange for cash
or stock valued at $55.0 per share, for a total consideration of approximately $1.8 billion. The transaction
is expected to close during the third quarter of 2007, pending approvals by the sharcholders of First
Republic and necessary regulators.

Regulatory Requirements

The Company is subject to the Securities and Exchange Commission (SEC) Uniforma Net Capital
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. As of December 31, 2006, the
Company had net capital, as defined by SEC Uniform Net Capital Rule 15¢3-1, of $347,000 which was
$243,000 in excess of its required net capital of $104,000. The ratio of aggregate indebtedness to net
capital is 4.5 to 1 as of December 31, 2006.

The Company is exempt from Rule 15¢3-3 under paragraph (k)(2)(ii) of the Securities Exchange Act of
1934 relating to the determination of reserve requirements because it does not maintain customer accounts
or take possession of customer securities. Transactions are cleared on a fully disclosed basis through
Pershing LLC, a Bank of New York Securities Group Company.

7 (Continued)
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FIRST REPUBLIC SECURITIES COMPANY, LLC
(A Wholly Owned Subsidiary of First Republic Bank)

Notes to Financial Statements
December 31, 2006

FAS 123R and Other Stock-Compensation/Share-Based Plans

The Company’s employces participate in share-based employee compensation plans sponsored by the
Parent. Stock-based compensation is provided through awards of restricted stock that restricted only as to
vesting requirements and grants of stock options. Effective January 1, 2006, the Bank applied the fair value
method of accounting, using the modified prospective method of transition, (in accordance with both SFAS
No. 123 (revised 2004), Share-Based Payment (SFAS No.123(R) and SEC Staff Accounting Bulletin No.
107), which provides additional interpretative guidance for valuation methods and related disclosure
issues. For restricted stock shares awarded since 2000, SFAS No. 123(R) has not changed the Bank’s
accounting for compensation cost except for forfeitures. The Bank adjusts compensation costs for
estimated forfeitures. The Bank recognizes compensation cost in salaries and related benefits expense over
the period from the grant date until final vesting.

For the year ended December 31, 2006, the Company recorded share-based compensation expense of
$141,000 as an addition to additional paid-in capital, as the Bank paid for this expense on the Company’s
behalf.



Schedule I
FIRST REPUBLIC SECURITIES COMPANY, LLC
(A Wholly Owned Subsidiary of First Republic Bank)
Computation of Net Capital
Under Rule 5¢3-1 of the Securities and Exchange Commission
December 31, 2006
Net capital:
Total member’s equity $ 450,000
Less nonallowable assets;
Prepaid expenses and deposits 98,000
Other deductions and/or charges 5,000
Net capital . $ 347,000
Aggregate indebtedness:
Payable to Parent $ 574,000
Accounts payable and accrued expenses 988,000
Total aggregate indebtedness £ 1,562,000
Computation of basic net capital requirement:
Net capital required — greater of $100,000 or 6-2/3% of
aggregate indebtedness $ 104,000
Net capital in excess of requirements 243,000
Ratio of aggregate indebtedness to net capital 45t0}
Reconciliation of the Company’s net capital computation included in Part IT
of Form X-17a-5 as of December 31, 2006:
Net capital as reported in the Company’s Part I1 {(unaudited) FOCUS report $ 347,000
Net capital per above $ 347,000

See accompanying independent auditors’ report.
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KPMG LLP
55 Second Street
San Francisco, CA 94105

Independent Auditors’ Report on Internal Controls Required by SEC Rule 17a-5

First Republic Bank, Member
First Republic Securities Company, LLC:

In planning and performing our audit of the financial statements and supplemental schedule of First
Republic Securities Company, LLC (the Company), 2 wholly owned subsidiary of First Republic Bank, 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 Company’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 of expressing an opinion on the effectiveness of the
Company’s internal control. Accordingly, we do not express an opinton on the effectiveness of the
Company’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 Company, including tests of such practices and
procedures followed by the Company, including consideration of control activities for safeguarding
securities. This study included tests of compliance with such practices ad procedures that we considered
relevant to the objectives stated in rule 17a-5(g), in 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

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 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 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 or the practices and procedures referred to above, error
or fraud may occur and not be detected. Also, projection of any cvaluation of them to future periods is
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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
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 materia} 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 aspects indicate a matenal inadequacy for such purposes. Based
on this understanding and 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 First Republic Bank, 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.

KPMe LLP

February 27, 2007

1 END




