SECURITIES AND EXCIAEGE £OMMISSION

B | e—

AR . 7NBECURITIE! 07002001 OMB Number:  3235-0123
W Expires: February 28, 2010

Estimated average burden

(9] RT hours perresponse.. ... . 12.00

-

BIVIGIOR OF EARKS | REGIANNUAL ﬁmp

(FORM X-1 ”}D SEC FILE NUMBER
RART-I

8- 42095

FACING PAGE
Information Required of Brokers and Dealers Pursuant to Section 17 of the
Securities Exchange Act of 1934 and Rule 17a-5 Thereunder

01/01/06 12131/06
REPORT FOR THE PERIOD BEGINNING AND ENDING

MM/DDIYY MM/DDIYY

A. REGISTRANT IDENTIFICATION

NAME OF BROKER-DEALER; Penson Financial Services, Inc. OFFICIAL USE ONLY
ADDRESS OF PRINCIPAL PLACE OF BUSINESS: (Do not use P.O. Box Na.) FIRM 1.D. NO. |
1700_Pacific_Avenue,_Suite_1400
i (No. and Street)
Dallas TX 75201
{City) (State) (Zip Code)

NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT
Bill_Yancey 214-765-1100
{Atca Code - Telephone Number)

B. ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whosc opinion is contained in this Report*

13DO_Scidman, LLP

(Name — if individual, state last, first, middie name)

700 N._Pearl,_Suite_ 2000 Dallas O TX 75201
{ Adidress) (City) (State) (Zip Code)

CHECK ONE:

X Certificd Public Accountant

[1 public Accountant PBOGESS@

[0 Accountant not resident in United States or any ol iLs posscssions,
FOR OFFICIAL USE ONLY :

*Claimy for exemption from the requirement that the amnual report he covered by the opinion of an independent public accountant
niist be supporied by a statement of facts and circimstances refied on as the basis for the cxemption. See Seetion 2900 7a-5(ej(2)

Potential persons who are to respond to the collection of
information contained in this form are nol required to respond
SEC 1410 (08-02) unlessthe formdisplays a currently valid OMB control number.




OATH OR AFFIRMATION
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BDO Seidman, LLP 700 N. Pearl, Suite 2000
BDO Accountants and Consultants Dallas, Texas 75201-2867
® Telephone: (214) 969-7007

o ——————
Fax: (214) 953-0722

Report of Independent Registered Public Accounting Firm

Stockhelder and Board of Directors
Penson Financial Services, Inc.
Dallas, Texas

We have audited the accompanying statement of financial condition of Penson Financial Services, Inc. (the
Company). a wholly owned subsidiary of SA[ Holdings, Inc. as of December 31. 2006, that you are filing
pursuant to Rule 17a-5 under the Securities Exchange Act of 1934, This financial statement is the
responsibility of the Company's management. Our responsibility is to express an opinion on the statement of
financial condition 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. 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 audit provides a
reasonable basis for our opinion.

In our opinion, the statement of financial condition referred to above presents fairly. in all material respects.
the financial position of Penson Financial Services, Inc. at December 31. 2006, 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 Schedules I, 11, and 111 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
I7a-5 under the Securities Exchange Act of 1934. These schedules are the responsibility of the Company’s
management. 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,

4
Bbb 3 SLAJ-., Ly
Dallas, Texas
February 23, 2007




Penson Financial Services, Inc.
Statement of Financial Condition

December 31, 2006
Assets
Cash and cash equIVAIENES .........coeoiueeiet et ) 72,060,916
Cash and securities segregated under federal and other regulations ... 429,968,908
Receivable from customers and non-customers, net of allowance of $6,971,696 .................. 1,031,893,320
Receivable fron COrteSPONABILS .......ccvvirrrirciercr bbbt e 90,780,168
Receivable from broker-dealers and clearing organizations ... 142,768,451
Receivable from parenl. ... ..o s s s 17,319,216
SECUITHES BOITOWED .. oottt e e ettt eae e s b ettt ae s e arremnan s e re e et en s et een e e et st rane 1,699,627,913
Securitics owned, at MAarket VAIUE..........cooi oo e 21,591,268
Deposits with clearing organizations ... 195,193,282
Property and equipment, less accumulated depreciation of $18,030,702 ..o 5,569,931
ONET BSSELS ...t eviveieecetet et ce s e e e te et eneebeaeseas s et ae 2 s ns e er e smenn b et e b aa b e e ean Rt 14,572,751
TOTAL ASSETS .ot eeres et s ss s b a8 $ 3,721,346,124
Liabilities:
Payable to customers and NON-CUSIOMIETS ..o $ 1,722,739,456
Payable 10 Correspondents ... 129,725,227
Payable 1o broker-dealers and clearing organizations ............oveeeininonnnn e 69,990,011
Securities Lomned ...t et 1,579,176,507
Securities sold, not yet purchased ... 15,605,307
Accounts payable, accrued expenses and other liabilities . ... 34,085,104
TOTAL LIABILITIES. ..ottt ans e em s et 3,551,321,612
Commitments and Contingencies
Stockholder’s Equity:
PIEfITed SIOCK .1 vicis et e a s bbb ra e e bs b abs b bt b e e e 100,000
Common stock, $1 par value, 1,000 shares authorized, issued and outstanding ... 1,000
Additional paid-in capital...........cco oo b i 121,101,623
REtAINCH CAMTMIES .ooiriiiiniiiiiei ettt ettt e s e ns b ame e st e e s s b e s s s enssnn e ens 48,821,889
TOTAL STOCKHOLDER'S EQUITY ..ot cmeve st sresmiesearesae e e en e 170,024,512
TOTAL LIABILITIES AND STOCKHOLDER’S EQUITY oo iesie s § 3,721,346,124




Penson Financial Services, Inc.
Notes to Financial Statements

NOTE 1 - ORGANIZATION AND NATURE OF BUSINESS

Penson Financial Services, Inc. (the Company), a North Carolina corporation, is a broker-dealer registered with the
Securities and Exchange Commission (SEC) and a member of the National Association of Securities Dealers, Inc.
(NASD). The Company is a wholly owned subsidiary of SAI Holdings, Inc. (Parent) which in turn is a wholly
owned subsidiary of Penson Worldwide, Inc. (PWI). All material intercompany balances and transactions are
eliminated.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Securities Transactions — Proprietary securities transactions are recorded on a trade-date basis as if they had settled.
Profit and loss arising from securities transactions entered into for the account and risk of the Company are recorded
on a trade-date basis and are included in other revenue in the statement of operations. Customer securities
transactions are reported on a settlement- date basis with related commission income and expenses recorded on a
trade-date basis and included in net revenues from clearing operations in the statement of operations.

Amounts receivable and payable for securities transactions that have not reached their contractual settlement date
are tecorded net on the statement of financial condition. All such pending transactions settled after December 31,
2006 without material adverse effect on the Company's results of operations and {inancial condition.

Marketable securities are valued at market value, and securities not readily marketable are valued at fair value as
determined by management.

Securities Lending Activities — Securities borrowed and securities loaned transactions are generally reported as
collateralized financings except where letters of credit or other securities are used as collateral. Securities borrowed
transactions require the Company to deposit cash, letters of credit, or other collateral with the lender. With respect to
securities loaned, the Company receives in the form of cash an amount generally in excess of the market value of
securities loaned. ‘The Company monitors the market value of securities borrowed and loaned on a daily basis, with
additional collateral obtained or refunded as necessary.

Collateral — The Company reports assets it has pledged as collateral in secured borrowings and other arrangements
when the secured party cannot sell or re-pledge the assets or the Company can substitute collateral or otherwise
redeem it on short notice. The Company generally does not report assets received as collateral in secured lending
and other arrangements because the debtor typically has the right to redeem the collateral on short notice.

Translation of Foreign Currencies ~ Assels and labilities denominated in foreign curtencies are translated at year-
end rates of exchange, while the income statement accounts are translated at average rates of exchange for the year.
Gains or losses resulting from foreign currency transactions are included in net inconie.

Income Tax ~ The Company is included in the consolidated federal income tax return filed by PWI1. Federal income
taxes are calculated as if the company filed on a separate return basis, and the amount of current tax or benefit
calculated is either remitted 10 or received from PWI. The amount of current and deferred taxes payable or
refundable is recognized as of the date of the financial statements, utilizing currently enacted tax laws and rates.
Deferred tax expenses or benefits are recognized in the financial statements for the changes in deferred tax liabilities
or assets between years.




Penson Financial Services, Inc.
Notes to Financial Statement

Property and Equipment — Property and equipment are stated at cost and consist primarily of purchased software of
$14,975,550 and furniture and equipment of $8,625,083. Depreciation and amortization is generally provided on a
straight-line basis using estimated useful lives of three to five years. Depreciation expense for 2006 totaled
$2,956,283. Property and equipment balances are reviewed annually for impairment.

Cash Equivalents — The Company considers cash equivalents to be highly liquid investments with original maturities
at time of purchase of less than 90 days that are not held for sale in the ordinary course of business.

Securities owned and securities sold, not yet purchased — The Company has reported its investments in securities
owned and securities sold, not yet purchased at their fair or market values in the statement of financial condition.
Unrealized gains or losses are included in earnings.

Allowance for Doubtful Accounts — The Company generally does not lend money to customers or correspondents
except on a fully collateralized basis. When the value of that collateral declines, the Company has the right to
demand additional collateral. In cases where the collateral loses its liquidity, the Company might also demand
personal puarantees or guarantees from other parties. In valuing receivables that become less than fully
collateralized, the Company compares the market value of the collateral and any additional guarantees to the balance
of the loan outstanding. To the extent that the collateral, the guarantees and any other rights the Company has
against the customer or the related introducing broker are not sufficient to cover any potential losses, then the
Company records an appropriate allowance for doubtful accounts. The Company monitors every account that is less
than fully collateralized with liquid securities every day. The Company reviews all such accounts on a monthly basis
to determine if a change in the allowance for doubtful accounts is necessary. This specific, account-by-account
review is supplemented by the risk management procedures that identify positions in illiquid securities and other
market developments that could affect accounts that otherwise appear to be fully collateralized. Risk management
officers monitor market developments on a daily basis. The Company maintains an allowance for doubtful accounts
that represents amounts, in the judgment of management, necessary to adequately absorb losses from known and
inherent losses in outstanding receivables. Provisions made to this allowance are charged to operations based on
anticipated recoverability. The allowance for receivables from customers was $6,971,696 at December 31, 20006.

Fair Value of Financial Instruments — The financial instruments of the Company are reported on the statement of
(inancial condition at market or fair values, or at carrying amounts that approximate fair values because of the short
maturity of the instruments.

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

Recent Acconnting Pronouncements

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements” (“SFAS 1577). SFAS 157 defines
fair value, establishes valuation techniques for measuring fair value, and expands disclosurcs about fair value
measurements. SFAS 157 emphasizes that fair value is a market-based measurement, not an entity-specific
measurement. Therefore, a fair value measurement should be determined based on the assumptions that market
participants would use in pricing the asset or liability. SFAS 157 is effective lor Mnancial statements issuced for fiscal
years beginning after November 15, 2007, The Company has not yet determined what impact, if any, SFAS 157
will have on its financial statements.




Penson Financial Services, Inc,
Notes to Financial Statement

In May 2005, the FASB issued Statemnent No. 154, “Accounting Changes and Error Corrections™ {(“SFAS 1547).
SFAS 154 replaces APB Opinion No.20 ("APB20"), “Accounting Changes” and FASB Statement No. 3,
“Reporting Accounting Charges in Interim Financial Statements.” SFAS 154 requires that a voluntary change in
accounting principle be applied retrospectively with all prior period financial statements presented on the new
accounting principle, unless it is impractical to do so. SFAS 154 also provides that a correction of emors in
previously issued financial statements should be termed a “restatement.” APB 20 previously required most voluntary
changes in accounting principle to be recognized by including in net income at the period of change the cumulative
effect of changing 10 the new accounting principle. In addition, SFAS 154 carries forward without change the
guidance contained in APB 20 for reporting a correction of an error in previously issued financial statements and a
change in accounting estimate. The new standard is effective for accounting changes and cotrection of errors made
in fiscal years beginning after Decenber 15, 2005. The implementation of SFAS 154 did not have a material impact
on the Company’s financial statements.

In July 2006, the FASB issued Interpretation No. 48, Accounting for Uncertainty in i{ncome Taxes. This
Interpretation prescribes a recognition threshold and measurement attribute for the financial statement recognition
and measurement of a tax position taken or expected to be taken in a tax return. This Interpretation also provides
guidance on derecognition, classification, interest and penalties, accounting in interim periods, disclosure, and
transition. The Interpretation is effective for fiscal years beginning after December 15, 2006. While our analysis of
the impact this Interpretation is not yet complete, we do not anticipate it will have a material impact on our retained
earnings at the time of adoption.

NOTE 3- SEGREGATED ASSETS

At December 31, 2006, cash and securities segregated under federal and other regulations totaled $429,968,908. Of
this amount, $426,911,968 was segregated for the benefit of customers under Rule 15¢3-3 of the Securities and
Exchange Commission, against a requirement as of January 3, 2007 of $426,145,473. An additional deposit of
approximately $35,000,000 was made on January 3, 2007, The remaining balance of $3,056,940 at year-end relates
to the Company’s election to compute a reserve requirement for Proprietary Accounts of Introducing Broker-Dealers
(PAIB) calculation, as defined. The PAIB calculation is completed in order for each correspondent firm that uses
the Company as its clearing broker-dealer to classify its assets held by the Company as allowable assets in the
correspondent’s net capital calculation. As of January 3, 2007, the Company had no PAIB reserve requircment.

NOTE 4 - RECEIVABLE FROM AND PAYABLE TO BROKER-DEALERS AND CLEARING
ORGANIZATIONS

Amounts receivable from and payable to broker-dealers and clearing organizations at December 31, 2006, consist of
the following:

Amounts receivable from and payable to broker-dealers and clearing organizations at December 31, 2006, consist of
the following:

Reccivable Payable
Securities failed-to-deliver/IeceiVe e $ 105,496,908 % 57,645,579
Receivable from/payable 1o clearing
OTEANUZALIONS ... iveer et 37,271,543 12,344,432
$ 142,768,451 & 69,990,011




Penson Financial Services, Inc.
Notes to Financial Statement

NOTE 5 - RECEIVABLE FROM CUSTOMERS AND NONCUSTOMERS

Accounts receivable from and accounts payable to customers and noncustomers include amounts due on cash and
margin transactions. Securities owned by customers are held as collateral for margin loans made to customers. Such
collateral is not reflected on the statement of financial condition.

NOTE 6 - SECURITIES OWNED AND SOLD, NOT YET PURCHASED

Securities owned consist of equity investments made in publicly traded equities, government securities as well as
investments in certificates of deposit, each with an original maturity of greater than 90 days as follows:

Sold Not Yet

Owned Purchased
COIPOIIIE ..o s $ 14,497,482 % 15,605,307
Certificates of deposit......cocovvr i 7,093,786 —
oLttt e e e b 21,591,268 % 15,605,307

In addition, the Company had $342,222 of stock that was deemed non-marketable.

NOTE 7 - PAYABLE TO BANKS

As of December 31, 2006, the Company's short-term bank loans consist of four lines of credit. Two of the lines of
credit permit the Company to borrow in aggregate up to $400,000,000. The third and fourth lines of credit have no
stated borrowing capacity. These lines of credit have no stated expiration dates.

The Company had no amounts outstanding at December 31, 2006. Should the Company draw down on these lines of
credit, borrowings under these agreements would bear intcrest at a rate that varies with the federal funds rate, which
approximated 5.8% at December 31, 2006. They are generally secured by customers' sccurities on margin and
noncustomer securities, and are repayable on demand.




Penson Financial Services, [nc.
Notes to Financial Statement

NOTE 8 - INCOME TAXES

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets
and liabilities for financial reporting purposes and the amounts used for income tax purposes.

Deferred income taxes consisted of the following:

Deferred tax hability:

PLEPAI ASSELS 1ovevurueeiectieemeecieretatiat b st m s e h 226,793
Deferred tax asset:

S TITA I (1) B 1=yl 2 =R RO OO P TOPOR 2,440,094

Property and eqUIPIMENL. ...t 177,308
Total deferred tax assets 2,617,402
Total deferred tax ASSEE, NEL .o..ooviie i ieesesrer e bes s e a s s s s s h 2,390,609

The Company is included in the consolidated federal and state tax returns filed by PWI. Therefore, the deferred tax
asset is included in due from affiliate as of December 31, 2006. No valuation allowance at December 31, 2006 is
necessary to reduce the deferred tax asset as it will more likely than not be realized by PWI.

NOTE 9 - FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK

In the normal course of business, the Company purchases and sells securities as both principal and agent. If another
party to the transaction fails to fulfill its contractual obligation, the Company may incur a loss if the market value of
the security is different from the contract amount of the transaction.

The Company deposits customers’ margin securities with lending institutions as collateral for borrowin;;s. If a
lending institution does not return a security, the Company may be obligated to purchase the security in order to
return it to the customer. In such circumstances, the Company may incur a loss equal to the amount by which the
market value of the securily exceeds the value of the loan from the institution.

In the cvent a customer or broker fails to satisfy its obligations, the Company may be required to purchase or sell
financial instruments at prevailing market prices to fulfill the customer's or broker's obligations. The Company secks
to control the risks associated with its customer or broker activitics by requiring customers and brokers to maintain
margin collateral in compliance with various regulatory and internal guidelines. The Company monitors required
margin levels daily and, pursuant to such guidelines, requires customers or brokers to deposit additional collateral or
to reduce positions when necessary.

The Company's policy is to continually monitor its market exposure and counterparty risk. The Company does not
anticipate nonperformance by counterparties and maintains a policy of reviewing the credit standing of all parties,
including customers, with which it conducts business.




Penson Financial Services, Inc.
Notes te Financial Statement

For customers introduced on a fully disclosed basis by other broker-dealers, the Company has the contractual right
of recovery from such introducing broker-dealers in the event of nonperformance by the customer. In the event the
customer or introducing broker does not perform, the Company 1s at risk of loss.

NOTE 10 - TRANSACTIONS WITH RELATED PARTIES

At December 31, 2006, the Company had a receivable of $17,319,216 from SAl for payments made by the
Company on behalf of SAI to support the operations of SAI and its affiliated companies. The balance is non-interest
bearing and has no fixed terms of repayment. The Company paid $2,430,561 to SAI for leased equipment during the
year.

The Company collects fees from certain of its correspondents relating to their use of software products sold by
technology companies owned by SAL These fees are credited to SAI. The Company is the clearing broker for a
broker dealer owned by SAL

NOTE 11 - EMPLOYEE BENEFIT PLAN

The Company sponsors a defined contribution 401(k) employee benefit plan (the Plan) that covers substantially all
employees. Under the Plan, the Company may make a discretionary contribution determined by the Board of
Directors. All employees are eligible to participate in the Plan, based on meeting certain age and term of
employment requirements. During 2006, the Company contributed $815,672 to the Plan.

NOTE 12 - COMMITMENTS AND CONTINGENCIES

The Company leases furniture and equipment, office space and certain other furniture and equipment under
operating leases. Minimum non-cancelable lease payments required under operating leases for the years subsequent
to December 31, 20006, are as follows:

Amount
4 0L TS b 1,714,923
200 e — ettt ettt e et e et e e ——e i aee—e e iaaeerteeeaaaeeantaaataeee e e ensnes 1,678,821
20000 et e et e et e e r et et e eeae e aeerrneaeataeeantaeere e et aeeeenes 1,623,170
2010 1,609,764
2011 1,609,764
T CAIIEE .ot ettt e ettt a e ettt e e et e e e saE e e e b e e e e eantee e e snnnnres 7,243 938
O AL e e e et b st r b e s nra s h) 15,480,380

The Company is named in various legal matters arising in the ordinary course of business. Management of the
Company, after consultation with outside legal counscl, believes that the resolution of these various lawsuits will not
result in any material adverse effect on the Company’s financial position.

NOTE 13 - GUARANTEES
FASB Interpretation No. 45 (FIN 45), Guarautor's Accounting and Disclosure Reguirements for Guarantees,

Including Indirect Guarantees of Indebtedness of Others, requires the Company to disclose information about its
obligations under certain guarantee arrangements. FIN 45 defines guarantecs as contracts and indemnification




Penson Financial Services, Ine.
Notes to Financial Statement

agreements that contingently require a guarantor to make payments to the guaranteed party based on changes in an
underlying (such as an interest or foreign exchange rate, security or commodity price, an index or the occurrence or
non-occurrence of a specified event) related to an asset, liability 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.

Exchange Member Guarantees

The Company is a member of various exchanges that trade and clear securities. Associated with its membership, the
Company may be required to pay a proportionate share of the financial obligations of another member who may
default on its obligations to the exchange. While the rules governing different exchange memberships vary, in
general the Company’s guarantee obligations would arise only if the exchange had previously cxhausted its
resources. In addition, any such guarantee obligation would be apportioned among the other non-defaulting
members of the exchange. Any potential contingent liability under these membership agreements cannot be
estimated. The Company has not recorded any contingent liability in the consolidated financial statements for these
agreements and believes that any potential requirement to make payments under these agreements 1§ remote.,

NOTE 14 - NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule (SEC Rule 15¢3-1),
which requires the maintenance of niinimum net capital. The Company has elected to use the alternative method,
permitted by Rule 15¢3-1, which requires that the Company maintain minimum net capital, as defined, equal to the
greater of $250,000 or 2% of aggregate debit balances, as defined in the SEC's Reserve Requirement Rule (Rule
15¢3-3). At December 31, 2006, the Company had net capital of $134,243,912 and was $110,919,307 in excess of its
required net capital of $23,324,605.

NOTE 15 - SUBSEQUENT EVENTS

In November 2006, PWI announced that it had acquired the clearing business of Schonfeld Securities LLC.
(Schonfeld), a New York based securities firm. PWI closed the transaction in January 2007 and issued 1,085,294
shares of common stock valued at approximately $28.2 million to the previous owners of Schonfeld as partial
consideration for the asscts acquired. Such shares will be returned to us by Schonfeld if certain terms and conditions
of the asset purchase agreement are not fulfilled. In addition, PWI has agreed to pay an earnout of stock and cash
over the next four years based on cash flows and net income of the acquired business. The correspondents of the
clearing business of Schonfeld will clear their securities transactions through the Company. The Company has
begun conversion of Schonfeld’s correspondents and intends to complete all conversions no later than the sccond
quarter of 2007,

10
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Penson Financial Services, Inc.
Schedule I ~Computation of Net Capital Under Rule 15¢3-1 of the Securities and Exchange Commission
December 31, 2006

Net Capital:
Total stockholder’s BQUILY «...vovoiiieic bbb e $§ 170,024,512

Deductions and/or charges:
Nonallowable assets:

Partly secured and unsecured customer 2CCOUNTS ..., e 2,980,583
Receivables fIOM NOM-CUSTOMIETS .. ..ov.versssersieeesetieeee e eeeesteeeteem e saessesssssareses s seeaneesnts sanessiesrreares 154,615
Securities owned not readily marketable ..o 342,222
Property and eqUIPIEIH, TIE ..ottt e bbb 5,569,931
ReCEIVADIE FTOMI PATEIIL covviriveirirri vttt e s ean e b st s bt 17,319,216
T BESEES ..t evistimt s ieeea b iaescs b eses bt e st sb e s sk ao se2enm s emten a8 2esee e s e e s eanen s am e e e Aot AR LR b e Rt cn e sheab et 1,660,095
Additional charges for customers and non-customers SECUrity aCCOUNS .o vvvienniiininicnens 78,938
Other deductions and/or CharEes........c.coooeii 6,700,000
Net capital before haircuts on securities positions (fentative net capital).........oooooviinnnnn 135,218,912

Haircuts on securities:

STOCKS BIHA WATTATIES 1ovvvrierereerrrerseresseresessrsesssessreserssasseesinssrsesssntessessonsessnsensessastesanssteasornesssrasasssserseans 750,000
Certificates 0F AePOSIL.. ..ottt b e 225000
Total hAaIrCULS 0N SECUITHIES ..e.e.iicererierieetse et rr e s os e s s e n s ean st snsen s sen i 975.000
INEL CHPILAL .oveeevcseee e re e s erme s e s e bbb sk bbb b ba 4SS s $ 134243912
Computation of Alternative Net Capital Requirement:
Minimum dollar net capital requirement of reporting broker-dealer............covnn, 3 250,000

2% of aggregate debit itenis as shown in formula for reserve requirements
pursuant to Rule 15633 L $ 23324605
Net capital requirement {greater of above two minimum requirement amounts} ... 3 23,324,605

EXCES8 TEL CAPILAL ..o e bbb bbb $110,919.307

Net capital in excess of 5% of combined aggregate debit HtemSs.........ccoocrvnini $ 75,932,398

Statement Pursuant to Rule 17a-5(d)(4)

A reconciliation of the Company’s computation of net capital as reporied was not prepared as there are no material
differences between the Company’s computation of net capital included in its unaudited Form X-17A-5 Part Il and the
computation contained herein.




Penson Financial Services, Inc.
Schedule IT — Computation for Determination of Reserve Requirements Under Rule 15¢3-3
of the Securities and Exchange Commission

December 31, 2006
Credit Balances:
Free credit balances and other credit balances in customers’ seCurity acCoOURNLS ...........coecve e, $1,306,424,947
Monies payable against CUSIOMETS’ SECUrities I0Aned . ........coc.ooevvienrinmir s 173,823,904
Customers’ securities failed to receive (including credit balances in
CONtNUOUS net SEUIEMENT ACCOUIIEY L..oiiiiiiiiiieie e se et e e s bbb s 23,655,156
Credit balances in firm accounts that are attributable to principal sales to customers ..., 53,061,018
Market value of securities that are in transfer in excess of 40 calendar
days and have not been confirmed to be in transfer by the fransfer
AEENE OF ThE ISSUCT ..ottt s s s s 423 806
TOLA] CIEAIL TEETIIS 1ovvivirviriereireieristereesrersssbassssassasessresesseaseasamssmseabs b e s esr e en st re s rn s rmsR e R e g o s omsnseanesaeemsansansanes $1,557,388,831
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Penson Financial Services, Inc.
Schedule [1 — Computation for Determination of Reserve Requirements Under Rule 15¢3-3
of the Securities and Exchange Commission
December 31, 2006

Debit Balances:
Debit balances in customers’ cash and margin accounts, excluding

unsecured accounts and accounts doubtful of collection, net of
deductions pursuant to Rule 15¢3-3 $809,996,090

Securities borrowed to effectuate short sales by customers and securities
borrowed to make delivery on customers” securities failed to deliver...........ccooociiis 201,881,175

Failed to deliver of customers’ securities not older than 30 calendar
days (including debit balances in continuous net settlement aCCOUNLS) ........coevciiriiiniiiininn, 14,524,758

Margin required and on deposit with Options Clearing Corporation for

all option contracts written or purchased in CUSTOMET ACCOUNES...o.vcer e 139,828,242
GOSS AEBIES v eeeeeeeeeeee e vemsteeeesemete e tenesesessames et amtsaess b b ebeaeRe st et ebe e b et h e e b a bR et b e 1,166,230,265
L€58 3 PEICEIE CHATEE ..coovveiveniesisansessiesie st bbb s (34.986,907)
TOLAL AEBIL TEEITIS cov.eeveviv et rtseeiss e aseeemses e s eeseeee et em e sa e st abae e e r s e e oe s s s et e ans s sms e sen e bb e s $1,131,243 358
Reserve computation in excess of total credits over total debit items ..., $426,145473

Reserve Requirement:

Amount held in special reserve account at December 31, 2000 et e e e s $426,911,968
REQUITEA QEPOSIL ... ceoceceecicteie e $ —
Additional amount deposited in special reserve account at January 3, 2007 ..o $_ 35,000,000

Statement Purseant to Rule 17a-5(d)}{(4)
A reconciliation of the Company’s computation for determination of reserve requirement as reported was not

prepared as there are no material differences between the Company’s computation for determination of reserve
requirement included in its unaudited Form X-17A-5 Part II and the computation contained herein.
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Penson Financial Services, Inc.
| Schedule 111 - Information Relating to Possession or Control Requirements Under Rule 15¢3-3
of the Securities and Exchange Commission

December 31, 2006

a. Customers fuily paid and excess margin securities not in the
respondent’s possession or control as of the report date (for
which instructions to reduce possession or control had been
issued as of the report date but for which the required action

was not taken by respondent within the time frame specified
unider Rule 15¢3-3): 3 0
A) Number of items

None

b. Customers’ fully paid securities and excess margin securities
for which instructions to reduce to possession or controi had
not been issued as of the report date, excluding items arising
from “temporary lags which result from normal business
operations™ as permitied under Rule 15¢3-3): 3 0
B) Number of items

None




BDO Seidman, LLP 700 N. Pearl, Suite 2000
Accountants and Consultants Dallas, Texas 75201-2867
& Telephone: (214) 969-7007

 —————
Fax: (214) 953-0722

Independent Registered Public Accounting Firm’s Report on Internal Control
Required by Securities Exchange Commission Rule 17a-5

Stockholder and Board of Directors
Penson Financial Services, Inc.
Dallas. Texas

In planning and performing our audit of the financial statements of Penson Financial Services. Inc. (the
Company) {a wholly owned subsidiary of SAT Holdings. Inc.) 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-53(2)(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 compliance with such
practices and procedures that we considered relevant to the objectives stated in Rule 17a-3(g). in the
following:

(1) Making the periodic computations of aggregate debits and net capital under Rule 17a-3(a)(11) and
the reserve required by Rule 15¢3-3(¢)

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

(3) 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

(4) 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 (o 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
accounting principles generally accepted in the United States.

Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the preceding paragraph.




BDO Seidman, LLP
U B DO Accountants and Consultants
&

_-—

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 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. Our consideration of internal control would not necessarily disclose all matters in internal control
that might be material weaknesses under standards established by the American Instilute of Certified Public
Accountants. A material weakness is a condition in which the design or operation of the specific internal control
components does not reduce to a relatively low level the risk that errors 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 weaknesscs
as defined above.

We understand that practices and procedures that accomplish the objectives referred 1o 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 our study. we
believe that the Company's practices and procedures were adequate at December 31. 2006, to meet the SEC's
objectives,

This report is intended solely for the information use of the Board of Directors, management. the SEC. the National
Association of Securities Dealers. Inc.. and other regulatory agencies that rely on Rule 17a-3(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. .

B )zm/ LL?

Dallas, Texas
February 23, 2007




