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classified so!ely as that of a customer, except as follows:
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' OATH OR AFFIRMATION

i
|
'
I

I, Mark D. Xnott ) . - swear (or, affirm) that, to the best of

my knowledge and-belief the accbrhpanying financial statement and supporting scheduléé pertaining to the firm of
Janney Mcontgomery Scott LIC : . ' I : , s

of December 31- ' ' s 2006 , are, true and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any propnetary interest in any account

o
_- : |
' ]

I

|

l
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- . .
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-significant estimates made by management, and evaluating the overall consolldated statement
- of financial condition presentation. We believe that our audit provides a reasonable basis for T

PRICEWATERHOUSE(QOPERS

l| PricewaterhouseCoopers LLP
|| Two Commerce Square, Suite 1700
l l 2001 Market Strest
Philadelphia PA 19103-7042
{ Telephone (267) 330 3000
il Facsimile (267) 330 3300

Report of Independent Auditors

To the Member and Board of Managers of
Janney Montgomery Scott LLC and its subsidiaries: ‘ }

In our opinion, the accompanying consolidated statement of ﬁnanc1all condmon presents fairly,
in all material respects, the financial position of Janney Montgomery, Scott LLC and its
subsidiaries (the "Company") at December 31, 2006 in conformity with ac'countmg principles
generally accepted in the United States of Amerlca This financial statement is the
responsibility of the Company’s management. Our responsibility 1s to express an opinion on

-this financial statement based on our audit. We conducted our audit of thls statement in
" accordance with auditing standards generally accepted in the United States of America, which

require that we plan and perform the audit to obtain reasonable assurance about whether the

consolidated statement of financial condition is free of material mnsstatement An audit _ .
includes examining, on a test basis, evidence supporting the amountsI and dlsclosures in the R y
consolidated statement of financial condition, assessing the accounting pr1nc1ples used and

our oplmon !

pwwuiu_ﬁ@m.m.-_ﬁru-rw» PN

February 20, 2007
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Assets
Cash
Restricted cash

Receivable from brokers, dealers and clearing organizations:
Securities borrowed

Janney Montgomery Scott LLC

Consolidated Statement of Financial Condluon
December 31, 2006 t _
|

b

Securities failed to deliver
Clearing organizations

Other

Receivable from customers (net of $1,089,254 allowance

Recetvable from noncustomers

Securities owned, at market value

Investment in partnerships and affiliates

Exchange memberships, at cost (market value $487,500) |

Furniture, equipment and leasehold improvements at cost {net of |
accumulated depreciation and amortization of $57,200,580) I '

Goodwill
Other assets
Total assets

t
;
f
for doubtful accounts) :
|
|

" Intangible Assets (net of accumulated amortization of $2,802 000}

i
|
|
|
|
i

$ 34,163,044
1,709,757

1,403,633,242
842,106
2,847,653
2,171,415

437,482,102
343,528
62,632,997
6,346,937

! 92,187

9,985,602
5,898,000
49,601,576
153,386,534

$2,171,136,680

Liabilities and Member’s equity

Short-term bank loans '

Payable to brokers, dealers and clearing organizations: :
Securities loaned |
Clearing organizations i
Securities failed to receive |

Other

Payable to customers
Securities sold, not yet purchased, at market value

|
|
I
Accounts payable and accrued liabilities |
|
|

Member's equity

Total liabilities and Member’s equity

See accompanying notes. !

$ 101,341,640

1,518,048,130
7,170,454
2,804,665
6,441,159

4,952,051
120,049,710

t

5

i 136,863,348
i 897,671,157
|

273,465,523

$2,171,136,680
1

|




Janney Montgomery Scott LLC

Notes to Consolidated Statement of Financial Condition
.

December 31, 2006 oo

1. Organization !
{
Janney Montgomery Scott LLC (the “Company™) is a brol\cr-de‘laler registered in fifty
states, the District of Columbia and Puerto Rico, and a wholly owued subsidiary of
Independence Square” Properties LLC (the “Member™), Wthh is a wholly owned
subsidiary of The Pena Mutual Life Insurance Company (“Penn Mulua["[)

The Company has various wholly-owned subsidiaries that were C['CdlCd in order to
conduct business 1S certain states. the results of which are 1mm.;1tenal to the Company’s
operations. |

2. Summary of Significant Accounting Policies ; !

Restricted Cash ‘ : i
|
. _ ] o
Restricted cash at December 31, 2006 was $1,709,757 which represents cash in an
escrow account in connection with the 2005 acquisition of Palker/Hunler Incorporated
(“Parker/Hunter”) for potential liabilities. This cash is not dvmlable to the Company for
general use. .
i
! n
- i :
Proprietary and customer transactions in securities and listed options are recorded on a
trade-date basis. i
i

Securities Transactions

. - t
Securities owned and securities sold but not yet purchased are valued lat market value
except for certain fixed income instruments whose value is determined by matrix pricing
utilized by a recognized independent pricing service.

E
Investment Banking I
|
!

Investment banking revenues are recorded as follows: management fees and underwriting
fees as of the offering date and related sales commissions on trade date. I

f



. collection rates.

Janney Montgomery Scott LLC
1

’ .
Notes 10 Consolidated Statement of Financial Condition (continued)
|

2. Summary of Significant Accounting Policies (continued)
" Securities Lending Activities |

Securities borrowed and securities loaned are generally reported as collateralized
financings. Securities borrowed transactions require the Company [0 deposlt cash, letters
of credit, ‘or other collateral with the lender. With respect to secunues loaned, the

Company receives collateral in the form of cash or other collateral. In both types of
transactions, the collateral deposited or received is in an amount 1oencmlly tn excess of
the market value of securities borrowed or loaned. The COmpany morlulora the market
value of securities borrowed and loaned on a daily basis, wuh dddmonal collateral
obtained, deposited, or refunded as necessary. -

+

. f
Financial Instruments 1

Statement of Financial Accounting Standards No. 107, Disclosures about Fair Value of
Financial Instrumeits, requires the Company to report the fdl[' vallue of financial
anstruments, as defined. Substantially all of the Compdny S assels and liabilitics are
carried al fair value or contracted amounts that approximate fair value with the exception
of exchange seats which are carried at cost as stated on the’ Statement of Financial
Condition. |

|

|
Employee Loans and Advances ‘ jl
The Company provides certain financial consultants with loans as part of the Company’s
recruiting and retention strategy for key revenue producing cmployccs These louns are
generally repayable through bonuses over a four to ten year period bdsed upon continued
employment with the Company. [f the employee leaves betore'lhe term of the loan
expires, the balance becomes tmmediately due and payable. The CO{’npany carries a
reserve for un-collectible amounts for these terminated cmp[oyws bdsled on historical

| i
| +
i

b
For federal tax reporting purposes, the Company is treated as a disr%'garded entity and its
income is included within a consolidated federal income tax return filed by Penn Mutual.
In accordance with the tax allocation policy of the consolidated 'Uroup the Company

determines its federal income tax liability on a separate-return bdsls and makes the
required tax reimbursements to the Member. |

Taxes




Janney Montgomery Scott LLC t |
|
Notes to Consohdated Statement of Financial Condition {continued)
o
o
2. Summary of Significant Accounting Policies (continued) ‘£
|

Penn Mutual, as a mutual insurance company, is generally not qlubjecl to state income
taxes. As a result the Company, as a consolidated entity, has. hmltedlstate income tax
liability. The Company is subject to the Pennsylvania State Franchlsc, Tax which it pays
directly to the State of Pennsylvania. o

1
‘ |
| |
Investments in Partnerships and Affiliates |

This includes the Company’s investments in limited partncrshlps and limited Hhability
companies which, in-accordance with FASB Interpretation 46R (FIIN 46) do not meet the
requirements for consolidation. Within these investments are two non- mandglng_, interests
in limited partnerships (the “LPs™) in which the Firm has a vanablé mte}est but is not the
primary beneficiary under FIN 46. The LPs were organized in Fcbrudry 2000 and March
2006 for the purpose of investing in start-up entities with the goal. of cap‘llal appreciation.
The Company’s value of these investments at December 31, 7006 was $4,565,000 and
$285,116, respectively. l ;

These investments are valued based on the prior quarter- cnd portfollo valuations
provided by the applicable General Partner, with consideration for change% in the value of
the underlying investments during the current quarter. We belleve thls represents the
Company’s best estimate of fair value as of December 31, 2006. Because of the inherent
uncertainty of this valuation, however, these estimated values may dlffer significantly
from the values that would have been used had a ready mdrket for lhese underlying
securities existed, and the differences could be material. 1

' |
Furniture, Equipment, and Leasehold Improvements | l
|

All furmiture, equipment, and leasehold improvements are recor:cled at cost, net of
accumulated depreciation and amortization. Amortization on Iedsehold lmprovuncnts is
provided on a straight-line basis over the length of the lease. Fumlture and equipment are
depreciated using “the straight-line method generally over two to sevcn years. As of
December 31, 2006, furniture and equipment and lcasehold 1mprovements are
$54,018.440 and $13,167,742 respectively. Accumulated dcprec:1at10n on furniture and
equipment and leasehold improvements are $48,851,299 and $8, 349 281 rcspect:vcly

|

;-

i
|
|
o
!
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Janney Montgomery Scott LLC i

!
|
l
|
Notes to Consolidated Statement of Financial Condition (continued)
i :
i
|

2. Summary of Significant Accounting Policies (continued) |

Use of Estimates

The preparation of financial statements in conformity with lacwhming principles
generally accepted in the United States requires management (0 dekc estimates and
assumptions that affect the reported amounts of assets and lmblhucs and disclosure of
contingent assets and liabilities at the date of this financial statement.

i
!
3. Securities Owned and Securities Sold, Not Yet Purchased | é

Securities owned and securities sold, not yet purchased, at market value consist of the
following at December 31, 2006: !

. Sold, Not Yet
{

Owned Burchased
!
U.S. Government and agency obligations - $ 7,758,130 (§$ 1,026,919)
State and munictpal obligations 39.000.114 l (206.791)
Corporate obligations 3,489,984 i ' (736,409)
Equities and mutual funds 12,384,769 | (2,981,932)
$ 62,632,997 ' ($ 4,952,051)
|

|

!

4. Short-term Bank Loans | ;
. I

The Company bortows from (wo banks in connection with the secutrmeq settiement

process and 1o ftnance margin loans made to customers. The Comp.my 1s required to

" collateralize amounts borrowed in excess of $350,000,000 from one of |these banks. At

December 31, 2006, these banks extended short-term bank Ioans in| the amount of
$40,400,000 and $15,000,000 which were collateralized by customer—owned securities
valued at approximately $6,702,725 and $20,987,611. The bank loans are demand
obligations and generally require interest based upon the federal fundﬁ rale At December
31, 2006, the weighted- average interest rate on these borrowmgs wa.? approximately
5.56%. All of the remaining bank loans, which consist of overdrafts of depository
accounts of $45,941 640, are not collateralized. ! 3

.
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Janney Montgomery Scott LLC |
. | t
. . - . - A l .
Notes to Consolidated Statement of Financial COndl[‘lOH (continued)
o

5. Subordinated Note Payable

The subordinated note payable (the “Note”) was subordinated l0: the claims of general
creditors and consisted of a note issued pursuant to a cash subordmatnon agreement in the
amount of $22,000,000, which was due to Penn Mutual on July 16, 2008. The Note was
repaid in full on September 5, 2006 and, thus, no liability l't,llldlnslwﬁhltl’l the Company’s
financial statements as of December 31, 2006. |

| '

6. Member's Equity :
The Company entered into an operating agreement with the Memblcr wh:ich sels forth the
rights, obligations, and duties with respect to the Company. According; to the operating
agreement, the Member shall not be personally liable to c.redltors of the Company for
debts, obligations, liabilities, or losses of the Company, except as: requnred by law. The
Member has the right, but is not required, to make capital contnbuuonq ‘upon request of
the Company. The Member may require the Company to ‘make dtsmbuuons of cash or
property at such times and amounts-as it determines, subject to regulatory limitations and
approval. | g

i
During the year ended December 31, 2006, the Company paid quarlclrly distributions
equal to 100% of net income, after tax, to the Member. The Compdny md'de a distribution
of $9,615,483 on February 5, 2007 to the Member which was accrucd as ot December 31,
2006.

f !
!

In addition to these payments, the Company made a one-time special dividend payment

to the Member of $6,186,393 on September 29, 2006. R

7. Taxes | {
i

Deferred income tax assets and liabilities arise from temporary d|I|lerenccs between the

tax basis of an asset or liability and its reported amount in the statemenl of financial

condition. l E

At December 31, 2006, accounts payable and accrued liabilities mcludc $2,850,486 of
which $2,401,235 is due to the Member for estimated taxes. In dddmon the Company
had a net deferred income tax assct of $14,510,707 consisting of $I6 575.007 in deferred
tax assets and $2,064,300 in deferred tax liabilities. The Company’s deferred tax asset,
included in other assets, primarily reflects accrued expenses, whlch dr'e not currently
deductible for income tax purposes net of tax liabilities related to lhc 2005 acquisition of
Parker/Hunter. The Company believes it will fully realize its deferred [d‘!( asset in future
years, thus a reserve allowance is not deemed necessary. '

' 7

| |



Janney Montgomery Scott LLC 1 |

Notes to Consolidated Statement of Financial Condit:ion (continued)
!
| i_
8. Regulatory Requirements ! i
The Company is subject to Rule 15¢3-1 of the Securities and Exchange Commission
(“SEC”) and the capital rules of the New York Stock Exchange (“NYSE’ ). The Company
has elected (o use the alternative method permitted by Rule [5¢3- 1 which requires that it
maintain minimum net capital, as defined, equal to the greater of $1,000,000 or 2% of
aggregate debit balances arising from customer transactions, as de:fmcdI The NYSE may
prohibit a member firm from expanding its busmesis orI paying cash
dividends/distributions if resulting net capital would be less than 5% of aggregate debit
items, as defined, and may require a member firm o reduce its busmcss if its net capital
is less than 4% of aggregate debit items, as defined. At Decembcr 31, 2006, the
Company’s net capital was $91,093,940 which was $82,408, 882 in excess of 2% of
aggregate debit 1tems, as defined, and the Company’s net capital percentdgc was 20.98%.

As a clearing broker/dealer, the Company has elected to compule|a reserve requirement
for Proprictary Accounts of Introducing Broker/Dealers (the “PA]B") | as defined. The
PAIB is completed to allow each correspondent firm .that uses 'the Company as its
clearing broker/dealer to classify its assets held by the Company as alllowable assets in
the correspondents’ net capital calculation. At December 31, 2006, the Company has no
reserve requirement for PAIB. ‘

l

9. Goodwill and Intangible Assets !

FAS 142 provides that goodwill is not amortized and the value of an identifiable
intangible asset must be amortized over its useful life, unless the assel’ 1‘; determined to
have an indefinite useful life. Goodwill and indefintte-life mtdnolble assels are analyzed
at least annually for impairment. During the year ended Dedembér 31, 2006, no

impairment charges were recognized. i E

1 !

" In connection with the 2005 acquisition of Parker/Hunter, lhe Cor}up‘my acquired

$8,700,000 of identifiable intangible assets with a weighted average useful ftife of
approximately 11 years. The intangible assets that make up that d}:noum include a trade
name of $300,000 (2-year useful life), and customer related 1nldn0|bles of 38,400,000
(11-year weighted average useful life). As of December 31, 006 the Company has
recordcd $2.802,000 in accumulated amortization related to these mtanglble assets.

|
1
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Notes to Consolidated Statement of Financial Condmon (continued)
]
i
i

10. Commitments and Contingencies }
At December 31, 2006 the Company's future minimum renlal commltmcnt'; on the

leases for its main office and 99 branch offices under nonccmceldble operating leases
were as follows:

{
2007 $ 14,962/888

|

2008 14,275/887 |

2009 13,238,909 |

2010 117131821
2011 : 9,770!632
2012 and thereafter 12,6581319

$ 76,6201456 |

Certain leases contain provisions for escalations.

The Company, together with various other brokers, dealers, corporatlons and individuals,
has been named as a defendant in a number of actual and purported clas's-acllon lawsuits,
many of which involve material or undeterminable amounts andialleged violations of
federal and state securities laws. The Company is also a defendant in other lawsuits and
regulatory matters incidental to its securities business. Mandgeltnen[ lof the Company
believes, after consultation with outside legal counsel, that the lesoluuon of these various
matters will not result in any material adverse impact on the ﬁnanCIal position- of the
Company. However, the results of operations could be mdlertdl!y dff!ected during any
period 1if liabilities in that period differ from the Company’s prior estimates, and the
Company’s cash flow could be materially affected during any perlod in which these
matters are resolved.s In accordance with Financial Accountmo Standdrds Board
Statement No. 5, Accounting for Contingencies, the Company has eslabllbhed provisions
for estimated losses from pending complaints, fegal actions, ln\}eslngauons and
proceedings. The uitimate costs of litigation-related charges can \Ildry swmﬂcantly from
period to period, depending on such factors as market conditions, the size-and volume of
customer complaints and claims, including class action suits | and irecoverlcs from
indemnification, contribution or insurance reimbursements. At December 31, 2006, the
Company’s liablity for losses and contingencies was $4,983,950. i
The Company has investments in various partnerships to which it ls reqmred to commit a
maximum amount of capital. As of December 31, 2006, the Company has contributed
$5,310,000 as an investment and is committed to an additional $4 190,000. Under the
terms of the partnership agreements, certain losses are allocated lol the (ljomp.lny and the
general partners before being allocated to the limited partners. The Company may in the
future, under certain conditions, be required to contribute additional ICapltdl up Lo s
maximurn commitment with no resulting investment value.

Pt




Janney Montgomery Scott LL.C

Notes to Consolidated Statement of Financial Condition (continued)

10. Commitments and Contingencies (continued}

The Company has outstanding underwriting agreements and when-lssued contracts which
commit it to purchase securities at specified future dates and prices. The Company pre-
sells such issues to manage risk exposure related to these off- baldncre-shrt:cl commitments.
Subsequent (o December 31, 2006, such trdnsacuons settled with no mdtenal effect on
the financial statements as of that date. ! |

|

11. Financial Instruments with QOff-Balance-Sheet Risk and Concentrations of
Credit Risk

In the normal course of business, the Company’s customer activities involve the
execution, settlement, and financing of various customer securities transactions. These
activities may expose the Company to off-balance-sheet risk in lhc'evcnt the customer or
other broker is unable to fulfill its contracted obligations and the Compdny has to
purchase or sell the financial instrument underlying the contract at a 1oss!

In addition, the Company has sold securities, on a proprietary basis,{that it does not
currently own and will therefore be obligated to purchase such secﬁrmes at a future date.
The Company has recorded these obligations in the financial sldlemenls !al December 31,
2006, at market vatues of the related securities, and will incur a loss if %he market value

|
of the securities increases subsequent to December 31, 2006. | |

The Coimpany’s customer securities activities are transacted on either ci cash or margin
basis. In margin transactions, the Company extends credit to its customem subject to
various regulatory and internal margin requirements, collateralized by cash and securities
in the customers’ accounts. In connection with these activities, the Colmpany executes
and clears customer transactions involving the sale of aecurluels nol owned by the
customers, substantially all of which are transacted on a margln bam subject to
individual exchange regulations. Such transactions may expose the Company to
significant off-balance-sheet risk in the event. margin rt,qmrements arc not sufficient
to fully cover losses that customers may incur. In the event the culﬁlomclr fails to satisfy
its obligations, the Company may be required to purchase or sell ﬁnancml instruments at

prevailing market prices to fulfill the customer’s obligations. The Company seeks to

~control the risks associated with its customer activities by requ1r1n0 customers o

maintain margin collateral in compliance with various regulatory arllcl 1ntcrnal guidelines.
The Company monitors required margin levels daily and; pursuant to §uch guidelines,
requires the customer to deposit additional collateral or to reduce ‘positions when

necessary. '
F
F
i

10




Janney Montgomery Scott LLC i

Notes to Consolidated Statement of Financial Condit|ibn (continued)
v

11. Financial Instruments with Off-Balance-Sheet Risk and Concentrations of
Credit Risk (continued) | :

: ' I
The Company’s customer financing and securities settlement acm;me% require the
Company to pledge’ customer securities as collateral in aupport ofi various secured
financing sources such as bank loans and securities loaned. In the évent the counterparty
is unable 10 meel its contractual obligation to return customer, secu_'rmes pledged as

“collateral, the Company may be exposed to the risk of acquiring |the securities at

prevailing market prices in order to satisfy its customer Obhgatlons The Company
controls this risk by monitoring the market value of securities pledgcd on a daily basis
and by requiring adjustments of collateral levels in the event of e}'(cess mdrl-.el exposure.
In addition, the Company establishes credit limits for such actmt:eq and monitors
compliance on a dally basis. \ i

. |
At December 31, 2006, customer margin securities of $559,60j,566 and stock
borrowings of approximately $1,403,633,242 were available to the Conipany to utilize as

, - collateral on various borrowings or other purposes. The Company utilized $27,690,336

of these available secunucs as collateral for bank loans and $1,518, 048 130 in stock loan
agrecments.

Al December 31, 2006, the Company had utilized $28,233,823 olf qecurmes owned by
customers as collateral for Option Clearing Corporation (“OCC”) marom rcqunrcmenls

| |
!

The Company has a qualified defined contribution profit-sharing plan which covers all
employecs who meel certain eligibility requirements. Conlrlbutlons lo this plan are
determinzad on a discretionary basis by the Board of Managers. |

12. Employee Benefit Plans

The Company has a nonqualified deferred compensation plan for certain financial
consultants, which prowdes for full vesting after five or ten years. The participants’
balances change based on a variable rate of return. At Decembe’r 31,]12006, a mix of
Treasury Strips and Corporate Owned Life Insurance (COLI) was held within Other
Assets to fund this plan. The Treasury -Strips are carried at a|fair market value of
$2,150,939 and the COLI 1s carried at the cash surrender value of the underlym policies
of $36,044,407. |

i
13. Investment in Partnerships and Affiliates I
During the course of 2006, the Company made comribution% o |various limited
partnerships of $499.734 and received distributions from these llmlled partnerships of

$502,483. . ‘ o

END




