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OATH OR AFFIRMATION

1, Tanya Massie, swear (or affirm) that, to the best of my knowledge and belief the accompanying financial
statement and supporting schedules pertaining to the firm of NexBank Securities, Inc., as of December 31,
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 follow:

None

/ Signature

Assistant Vice President / FINOP
Title

Notary'Publi

A EMILY REYNOLDS
S AR Notary Public, State of Toxas
My Commisslon Expires

Januory 26, 2011

z (a) Facing Page.
| X | (b) Statement of Financial Condition.
| X | {c)Statement of Income (Loss).
| | (d)Statement of Changes in Financial Condition
| X | (¢)Statement of Changes in Stockholders’ Equity or Pariners’ or Sole Proprietors’ Capital.
{___ | (D Statement of Changes in Liabilities Subordinated to Claims of Creditors.
| X | (8)Computation of Net Capital.
(h) Computation for Determnination of Reserve Requirements Pursuant to Rule 15¢3-3.
E (i} Information Relating to the Possession or Contral Requirements Under Rule 15¢3-3.
L] @) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of Rescrve Requirements Pursuant to Rule 15¢3-3.
D (k) A Reconciliation between the audited and unaudlted Statements of Financial Condition with respect to methods of
o consclidation.
| X | (1) An Oath or Affirmation.
|| (m} A copy of the SIPC Supplemental Report.
| X | (n)A report describing any material inadequacics found to exist or found to have existed since the date of the previous audit.

**Far conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).




PayNE SmiTH & JonEs, P.C.

Certified Public Accountants

Independent Auditors’ Report

The Board of Directors
NexBank Securities, Inc.

We have audited the accompanying statement of assets and liabilities of NexBank Securities, Inc. (formerly Prospect
Securities, L.P.) as of December 31, 2006 and the related statements of income, changes in stockholder’s equity and
cash flows for the year then ended 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 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 cvaluating the overall financial statement presentation. We
believe that our audit provides a reasonable basis for cur opinion.

In our opinion, the accompanying statement of assets and liabilities and the related statements of operations, changes
in stockholder’s equity and cash flows present fairly, in all material respects, the financial position of NexBank
Securities, Inc., at December 31, 2006, and the results-of its operations, changes in stockholder’s equity and 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 in the supplementary Schedule 1 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. co

Zoyne Sonith o Fanes, P

January 29, 2007

10711 Preston Road * Suite 110+ Dallas, TX 75230 « 972 / 404-1226 « Fax 214/ 363-9980




NEXBANK SECURITIES, INC.
Statement of Assets and Liabilities
December 31, 2006

(In Thousands)

ASSETS
Cash and cash equivalents 3 4,665
Receivables:
Brokers and dealers 140
Non-customers 3
Affbates 1,003
1,148
Furniture, cquipment, and leasehold improvements, net 476
Other assets 32
Total assets 3 6,371
LIABILITIES AND STOCKHOLDER'S EQUITY
Accrued liabilities 3 2,505
Total liabilities 2,505
Stockholder's equity:
Common stock ($0.01 par value; 10,000 shares authorized;

1,000 shares issued and outstanding) -
Additional paid-in capital 1,940
Retained eamings 1,926

Total stockholder's equity 3,866
Total liabilities and stockholder’s equity $ 6,371

See accompanying notes to financial statements.
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Revenue:
Commissions
Placement fees
Marketing fees
Other

Expenses:
Compensation and benefits

Commissions
Regulatory fees

Other

Net income

NEXBANK SECURITIES, INC.
Statement of Income
For the Year Ended December 31, 2006

(In Thousands)

See accompanying notes to financial statements.
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3 525
1,783
4,013

6,326

2,519
87
186

1,242

4,034

] 2,292




Balances, January 1, 2006

Partners’ capital contributions

Conversion from a limited
partnership to an S Corporation

Capital contributions

Net income

Balances, December 31, 2006

NEXBANK SECURITIES, INC.

Statement of Changes in Stockholder’s Equity

For the Year Ended December 31, 2006

(In Thousands)
Partners' Common Additional Retained

Capital Stock Paid-in Capital Eamings Total
$ 54 $ - § - b 54
520 - - 520
(574 940 (366) -
- 1,000 - 1,000
- - 2,292 2292
3 - b 1,940 $ 1,926 b 3,866

See accompanying notes to financial statements.
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NEXBANK SECURITIES, INC.
Statement of Cash Flows
For the Year Ended December 31, 2006

(In Thousands)

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net

cash provided by operating activities:

Depreciation

[ncrease in assets:
Receivable from brokers and dealers
Receivable from affiliates
Other receivables
Other assets

Increase (decrease) in liabilities:
Payable to aftiliate
Accrued liabilities

Net cash provided by operating activities
Cash flows from investing activities:

Purchase of furniture, equipment, and leasehold improvements

Net cash used in investing activities

Cash flows from financing activities:

Partners' capital contributions
Capital contributions

Net cash provided by operating activities

Net increase in cash and cash equivalents
Cash and cash equivalents:
Beginning of year

End of year

See accompanying notes to financial statements.
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3 2,292
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(140)
(928)
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(88)

{136)

2,485

3,548
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520
1,000
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4,542
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NEXBANK SECURITIES, INC.,

Notes to Financial Statements

December 31, 2006

Organization and Nature of Business

NexBank Securities, Inc. (Company) was formerly known as Prospect Securities, L.P. (a Delaware limited
partnership), and is a wholly-owned subsidiary of NexBank Capital, Inc. (NCI). Effective May 31, 2006, NCI
purchased the existing partnership interests of Prospect Securities, L.P. from its partners (who are also the
majority stockholders of NCI) for a purchase price of approximately $366,000, which represented the book
value of the net assets at that date. Simultaneous with this transaction, the Company converted organizational
forms from a limited partnership to an S Corporation and changed its name to NexBank Securities, Inc. Because
the ownership group remained substantially the same both before and after the acquisition, the acquisition has
been accounted for at historical cost as if it had occurred on January 1, 2006,

The Company is a registered broker-dealer with the Securities and Exchange Commission (“SEC”) and is a
member of the National Association of Securities Dealers (“NASD™). The company has an agreement with a
clearing broker to clear securities transactions, carry customers’ accounts on a fully disclosed basis, and perform
certain recordkeeping functions. Accordingly, the Company operates under the exemplive provision of SEC
Rule 15¢3-3(k)(2)(i1).

Significant Accounting Policies

Basis of Accounting

The accompanying financial statements have been prepared in accordance with accounting principles generally
accepted in the United States of Ametica.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the amounts reported in the financial statements and
accompanying notes. Actual results could differ from those estimates.

Cash and Cash Equivalents

Cash and cash equivalents include cash on deposit.

Furniture, Equipment, and Leasehold Improvements

Fumniture, equipment, and leasehold improvements are reported at historical cost less accumulated depreciation,
Depreciation is determined by use of the straight-line method over the estimated life of the asset, or, in the case
of leasehold improvements, the shorter of the estimated life or the remaining term of the related lease. Upon

disposat of fumniture and equipment, the related gain or loss is included in income.

Recognition of Revenue

Marketing fees and interest income are accrued and recognized as they are eamed. Commissions are recorded
on the trade date.




NEXBANK SECURITIES, INC.

Income Taxes

The Company is taxed as an S Corporation for federal income tax purposes. As such, the Company is not
subject to Federal income tax. The taxable income or loss applicable to the operations of the Company is
includable in the Federal income tax returns of its sharcholders. Consequently, no provision or liability for
Federal income taxes has been reflected in the accompanying financial statements.

Acquisition
As discussed in Note 1 to the financial statements, NCI purchased the partnership interests of Prospect

Securities, L.P. on May 31, 2006 for a purchase price of approximately $366,000 (the then book value of the net
assets). A summary of the assels acquired and liabilities assumed on that date is as follows (in thousands):

Assets acquired:

Cash and cash equivalents $ 607
Receivables from affiliates 77

Fumiture, equipment, and
leasehold improvements 10
Other assets 1
695

Liabilities assumed:

Payablcs to affiliates 329

Book value of net assets acquired $ 366

Related Party Transactions

The Company derives the majority of its income on products and marketing it performs for and on behalf of
Highland Capital Management, L.P. (HCMLP). HCMLP is an entity which is owned principally by the majority
stockholders of NCI. Approximately $4,013,000 (63.4% of total revenue) was derived from transactions
involving HCMLP during 2006.

Centain expenses incurred by HCMLP are allocated to the Company pursuant to the terms of a management
agreement between the two entities. Total expenses allocated to the Company and expensed amounted to

approximately $371,000, including rent allocation of approximately $62,000, as discussed in Note 6.

Total receivables from affiliates amounted to approximately $1,003,000 at December 31, 2006.
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NEXBANK SECURITIES, INC.

Furniture, Equipment, and Leasehold Improvements

The following is a summary of furniture, equipment, and leasehold improvements at December 31, 2006 (in
thousands):

Estimated

Useful Life Amount
Furniture and fixtures 5to 7 years 3 68
Computers and equipment 5 years 230
Leaschold improvements 5.5 years 241

539

Less accumulated depreciation (63)
Total ) 476

Depreciation and amortization expense amounted to approximately $67,000 for the year ended December 31,
2006.

Commitments, Guarantees and Contingent Liabilities

FASB Interpretation No. 45 (FIN 45), Guarantor’s Accounting and Disclosure Requirements for Guarantees,
Including Indirect Guaraniees of Indebtedness of Others, requires the Company to disclose information about its
obligations under certain guarantee agreements. FIN 45 defines guarantees as contract and determination
agreements that contingently require a guarantor or equity security of a guaranteed party. Fin 45 also defines
guarantees as contracts that contingently require the guarantor to make payments to the guaranteed party based
on another entity’s failure to perform under an agreement as well as indirect guarantees of the indebtedness of
others.

In the normal course of its business, the Company indemnifies and guarantees its clearing agent against specified
potential losses in connection with the clearing entity acting as an agent of, or providing services to, the
Company. The Company does not perform trading activities on its own, but acts as an introducing broker to its
clearing agent. As an introducing broker, any losses that occur would be primarily due to settlement risk (that is,
the risk of counterparty failure between trade date and settlement date). The Company attempts to reduce its
risk by qualifying and approving its counterparties. As such, the Company believes it is unlikely that it will be
required to remit any material payments under the agreement with its clearing agent and, thus, has not recorded
any contingent liability in the accompanying financial statements.

The Company is involved in legal actions arising from normal business activities. Management believes that
these actions are without merit or that the ultimate liability, if any, resulting from them will not materially affect
the consolidated financia! position or results of operations of the Company.




NEXBANK SECURITIES, INC.

The Company leases its primary office facility under a non-cancelable lease agreement which expires December
31,2011. Following is a summary of future minimum lease commitments under this agreement (in thousands):

Year Amount

2007 ) 89

2008 89

2009 89

2010 89

2011 89
$ 445

Additionally, the Company is allocated rent expense from HCMLP for its out-of-state marketing facilities. Total
rent expense incurred for the year ended December 31, 2006 amounted to approximately $122,000, of which
approximately $62,000 was allocated from HCMLP.

The Company does not anticipate any material losses as a result of the commitments and contingent liabilities.

Net Capital Requirements

The Company is required by Rule 15¢3-1 of the Securities Exchange Act of 1934 to maintain minimum net
capital as defined, which is the greater of $5,000 or 6.67% of total aggregate indebtedness.

At December 31, 2006, the Company had total net capital and total aggregate indebtedness, as defined, of
approximately $2,255,000 and $2,505,000, respectively, resulting in a ratio of aggregate indebtedness to net
capital of 1.1. Total net capital was approximately $2,088,000 in excess of the minimum required net capital of
approximately $167,000.

Customer Protection, Reserves and Custody of Securities

As an introducing broker-dealer, the Company does not hold funds or securities but clears all transactions with
and for customers on a fully disclosed basis with a clearing broker-dealer, Bear Stearns Securities Corp.;
accordingly and pursuant to paragraph (k)(2)(ii) of Rule 15¢3-3 under the Securities Exchange Act of 1934, the
Company is not subjected to such provisions, which provide for the maintenance by the broker-dealer of basic
reserves with respect to customers’ cash and securities and enumerates standards relating to the physical
possession of customer securities.




SUPPLEMENTAL SCHEDULEI




NEXBANK SECURITIES, INC.

Computation of Net Capital under SEC Rule 15¢3-1
December 31, 2006

(In Thousands)

Computation of Net Capital under Rule 15¢3-1

Net capital:
Total stockholder's equity $ 3,866
Less deduction for fidelity bond deductible > $5,000 45
Leass non-allowable assets:
Reccivables from affiliates 1,003
Receivables from non-customers 5
Furniture, equipment, and leaschold improvements 476
Other assets 82
Net capital as defined by Rule 15¢3-3 2,255
Minimum net capital required 167
Excess net capital 2,088

Aggregate indebtedness:

Accrued lialities 2,505
Total aggregate indebtedness $ 2,505

The Company claims exemption from Rule 15¢3-3 of the Securities Exchange Act of 1934 under the provisions of
paragraph k(2)(ii).

-10-




NexBank Securities, Inc.
Dallas, Texas

Report of Independent Auditors on

Internal Control Required
By SEC Rule 17a-5

December 31, 2006




PAYNE SMITH & Jones, P.C.

Certified Public Accountants

January 29, 2007

CONFIDENTIAL

To the Board of Directors of
NexBank Securities, Inc.

In planning and performing our audit of the financial statements and supplemental schedule of NexBank
Securities, Inc. (Company) as of and for the year ended December 31, 2006, we considered its internal control,
including control activities for safeguarding securities, in order to determine our auditing procedures for the
purpose of expressing our opinion on the financial statements and not to provide assurance on 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 that
we considered relevant to the objectives stated in Rule 17a-5(g), in the following:

1. Making the periodic computations of aggregate indebtedness and net capital under rule 17a-3(a)(11);
and
2. Determining compliance with the exemptive provisions of Rule 15¢3-3.

Because the Company 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 Company in any of the
following:

1. Making quarterly securities examinations, counts, verifications, and comparisons, and the recordation
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; and

3. Obtaining and maintaining physical possession or control of all paid and excess margin securities of
customers as required by Rule 15¢3-3.

The Company processes client trades through Bear Stearns Securities Corp. (BSSC) on a fully disclosed basis.
The Clearing Agreement between the Company and BSSC requires BSSC to perform the above listed duties
associated with carrying customer cash balances and the custody of securities.

10711 Preston Road * Suite 110 « Dallas, TX 75230 * 972/ 404-1226 * Fax 214/ 363-9980




The Board of Directors
NexBank Securities, Inc.
January 29, 2007

Page 2

The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the proceeding paragraphs and for verifying that BSSC has established
and maintained internal control and the practices and procedures referred to in the preceding paragraphs in its
performance of duties associated with carrying customer cash balances and the custody of securitics. In
fulfilling these responsibilities, 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-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 accordance 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, 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.

Our consideration of intemal control was for the limited purposes described in the preceding paragraphs and
would not necessarily identify all deficiencies in internal control that might be significant deficiencies or
material weaknesses under standards established by the American Institute of Certified Public Accountants. A
material weakness is a condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that misstatements caused by error or fraud in
amounts that would be material in relation to the financial statements being audited may occur and not be
detected within a timely period by employees in the normal course of performing their assigned functions.
However, we noted no matters involving internal control, including 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 1o be adequate for its purposes in accordance with the Securitics
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 were adequate at December 31, 2006
1o meet the SEC’s objectives.

This report is intended solely for the information and use of the Company’s Board of Directors and Stockholder,
the SEC, 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 parties.

Very truly yours,

Pogne Gnith = Fones, PC

END




