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OATH OR AFFIRMATION

I, Mark A. Coffelt , swear (or affirm) that, lo the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

First Austin Investments , as
of December 31, ,20_06 are true and correct. } further swear (or affirm) that

neither 1he company nor any partner, proprietor, principal officer or director has any proprietary interest in any account

classified solely as that of a customer, except as follows:

Signature

President
Title

” t.i_—.‘,.&-l.bm

|

SN A
) Notary Public THOMAS DEAN E_LUOTT
( Notary Public
This report ** contains {check all applicable boxes): STATE OF TEXAS
) m. Exp. May 15,2010 _{fy
Kl (a) Facing Page. MyComh et
1 (b) Statement of Financial Condition.
Kl (c) Statement of Income (Loss).
X} (d) Statement of Changes in Financial Condition.
Kl (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capilal.
{3 (f) Statement of Changes in Liabilities Subordinated 1o Claims of Creditors.
B (g) Compulation of Net Capital.
O (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
[J (i) Information Relaling to the Possession or Control Requirements Under Rule 15¢3-3.
[J () A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.
O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.
3 (1) An Oath or Affirmation.
0 (m) A copy of the SIPC Supplemental Report.
[ (n) Areportdescribingany material inadequacies found to existor found to have existed since the date of the previous audit.

x (o) Auditors' Report on Internal Control.
**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-3{e)(3).




LA1T, WELLER & BAKER LLP
Certified Public Accountants

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Sharcholders
First Austin Investments
Austin, Texas

We have audited the accompanying statement of financial condition of First Austin Investments as of
December 31, 2006, and the related statements of income (loss), changes in ownership 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.  Qur
responsibility 15 to express an opinion on these financial staternents based on our audit.

We conducted our audit 1 accordance with auditing standards generally aceepted 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 frec of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements.  An audit
also includes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation.  We believe that our audit provides a
reasonable basis for our opinion.

In our opinion, the financial statements referred o above present fairly, in all material respects, the
financial position of First Austin Investments as of December 31, 2006, and the results of its operations
and 1ts 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 Pages 3, 4, 6 and 7 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 {7a-5 of the Securities and Exchange Commission.  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 {inancial stalements taken as a
whole.

T A bl (e

Philadelphia, Pennsylvania
February 23, 2007




* ~ FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

PART lIA
BROKER OR DEALER First Austin Investments N 3
‘ SNREER
® STATEMENT OF FINANGIAL CONDITION FOR NONCARRYING, NONCLEARING AND

CERTAIN OTHER BROKERS OR DEALERS

as of (MM/DD/YY) 12/31/06 N
SECFLENO. 8-53747 08
Consolidaied 108
Unconsotidat BLLR
@
Allowazble Non-Allowable Total
1. Cash . [ 11,851 I 200 | $ 11,851 750
2 Recelvables from brokers of dealers:
A, ClRAAnte a0COUNl ..o oeeeerneees S 295
8. Other .. et e e 5,636 300 |3 550 5,636 810
® 3. Receivable fmm non- cuslumers 355 600 | % 830
4. Securities and spol commodmes
owned at markel value:
A, Brempled SECURtEs ... . e 156,746 18
8. Debt securilies ... 419
. Optioos ... 420
D. Other securities 424
® E. Spot commodilics . . 430 156,746 {850 |
5. Securitics and/or ather uweslmenls
nof readily matketable:
A, Alcosty % ] 130 |
B. Al estimaled ITVARE oo [ 440} 610 [8s0 ]
6. Securities borrowed undes submdmatmn
agreements and pariness’ individual and capital
securities accounts, at market vatue: | 460 | I 630 ] ] 880 l
® A, Exempled
securities $ I 150|
B. Other
securifies $ ] 160|
7. Secured demand notes: ... 470 ] 640 | l 850 |
Market value of collateral:
A. Bxempted
® securities & l I?OI
8. Other
securities $ [ IBOI
8. Memberships in exchanges:
A, Owned, at
market $ I 190|
B. Owned, atcost [650 |
PY G. Contrituted for use of the company, at
market value .. % | 660 ‘ | 800 I
9. Investment in and receivables tram aﬂmales
subsidiaries and associaled paitnerstips ... 480 ] 670 | 910
10. Property, furniture, equipment, leasehiold
improvements and rights under lease agreements,
® at cost-nel of accumulated depreciation and
amorliZation ... ... s 490 680 |% 920
11, OIher asSels .o e e 535 735 930
12, TOTALASSETYS o3 8 176,233 540 J% 7401s 174,233 940
OMIT PENNIES
®

® See Notes to Financial Statements Page | 02/03




FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

PART 1IA
BROKER OR DEALER First Austin Investments asof __12/31/06
STATEMENT OF FINANCIAL CONDITION FOR NONCARRYING, NONCLEARING AND
CERTAIN OTHER BROKERS OR DEALERS
UABILITEES AND OWNERSHIP EQUITY
Al Non-Al.
Liabilities Liabilities Uabilities Total
13. Bank Joans payable .. . ... 3 [i645] $ [3255] [1470]
14, Payable ta brokers or dealers:
A. Clearance account ........ t114 1315 1560
B. Other ..o o 1115 1305 1540
15. Payable to non-customers . 5,000 1155 1355 5,000 1810
16. Securities sold not yet purchased
atmarketvalue ... (1360 [1620]
17. Accounts payable, accrued Babilities,
expenses and other . 1205 1385 1685
18. Notes and morlgages payable
A. Unsecured _ - 1210 1690
B. Secured . 211, [1390] %, 1700
19. E. Liabilities suhordmaled Io clalms
of genera! crediors:
A, Cash BOOWANGS: .vvovoooverres oo [t400] [170]
1. from outsidersy $ [ a70]
2. includes equity subordination (15¢3-1(d})
of ... $ 980
8. Securilies borowings, al markel valve ............ [1430] [1720]
from outsiders b (990]
G. Pursuant to secured demand note
collateral agreements ... .....oocoeeen 1420 [1730}
1. from outsiders $ 1000
2. includes equity subordination {15c3-1(d
of ... $ 1010
0. Exchange memberships contributed lor
use of company, at market value ... ................ [1430] [1740)
E. Accounts and other borrowings not
qualified for net capital purposes ..._............. 1220 1440 1750
20. TOTAL UABILITEES ..o $ 5,000 1230] $ i450) $ 5,000 1760
Ownership Equny
21. Sole Proprietorship .. e et oeeeee oot s or e 2iAs 2 e menes e st s crs e seenseenan e srerssnens 150 1770
22. Partnerstip (limited panners) [N 11 ¢ 1 1020{}) 1780
23. Corporation:
A. Preferved stock .. 1791
B. Common stock .. . 10,000 1792
€. Additional paid-in capﬂal e et oee et o2 e asesan semnreaes s eh s e ot oot e s st st emin e 69,529 1783
D. Relained eaenings ... oeooneee 89,704 1784
E. Total.. S , 169,233 1795
F. Less capnal slock in lreasury T )i 1796
24 TOTAL OWNERSHIP EQUITY ] [TV £9,233 1800
25. TOTAL LIABILITIES AND OWNERSHIP EOUIIY e et e et eet ot et ee et eee e ema e e rmaen et rnten e aran et B 174,233 1810
OMIT PENNIES
See Notes to Financial Statements Page 2 02/C3




°* FANANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPOFIT
PART A

BROKER OR DEALER First Austin Investments asof 12/31/06

® COMPUTATION OF NET CAPITAL

Total ownership equity from Statement of Financial Condition .. R 169,233 | 3480'
Deduct ownership equity not allowable for Net Capilal eeeeateoeasenaeesem oA sas mevatm o e M4 e e e €1 e ne R e e Yo ") 3490
Total ownership equily quatified Tor Mol CAPMAT _ ... remeceoe e ottt stae s ot bR S 3500
Add;
A, \iabilities subordinated to claims of general creditors aflowable in cnmputabon of rel capiial ... 3520
8. Other (deductions) o allowable credils (List) 3525
Total capital and alfowable subordinaled BAIIES . . ..o oo csrmarmrerrensmseesst e e D 169,233 3530
Deductnns and/or charges:
Total non-atlowable assets from v
Statement of Financia Condition (NGBS B al €) ....c...coorrrorcereccemecne e serercercecrcr s onsss oo o 3540
® B. Secured demand note deliDQUENCY ..ot e o e 3590
€. Commodity futures contracts and spot commodities —
praprietary capital charges ... et e eee eeae e 2 reamm et aet ea e emnrescen 600
0. Other deductions and/ar charues ettt ene e oot n e et en et emn e e rreseen e ain s mamerieene A610] 113620
Other additions and/or aliowable credﬂs (Llst) .
Net capital before hafrcuts on securities positions _....... SRS U UOUUIO: > 169,233 3640
Haircuts on securities (computed, where apphcahle pursuaru lo !Sc:! 1(!)):
A. Contractual securities commitments .. [ UUU,- 3660
@ B. Subordinaled securities borrowings ... :
€. Trading and investment securities:
1. EXeMPIed SECUMES .. ooocooooeeoeo oo eesans s e secanssorcmrces e 14 23,512 3735
2. Debtsecunties............... 3733
3. Oplions ... 3730
4. Other securilies ....... 3734
D. Undue Concentralion ................cc..... 3650
B OMEE(LISY oo e e e eeer e e 3736] ( 23,512 \f3740]

bl il

oo

@ o~

90, N CAPIEY oo oo oo oo P e e et S 145,721 3750

OMIT PENNIES

@ See Notes to Financial Statements Page 3 0203




FINANGIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
| PART 1A

BROKER OR DEALER First Austin Investments asol 12/31/06

COMPUTATION OF NET CAPTTAL REQUIREMENT

Part A
1. Vi 0t CapRa! OIS (B O BB 19) et $ 333 [3756)
12.. Winimum doBar net capital requirement of reporting broker of deales and mininwam nel capital requirement

of subsidiaries computed in accordance A $ 5,000 3758
13. Net capital requirement (greates of fine 11 o 173 U 5.000 3760
14. Excess net capital tine 10 less &) [N N
15. Excess net capilal al 1000% (ine 10 less 10% OFTIEE 19) -.oooecemoes e essor i e T

COMPUTATION OF AGGREGATE iNDEBTEDNESS

16. Tota! Al liabilities lrom Statement of Financial Cundmon | 3790]
17. Add:

A Drafts for immediate credit 'an

B. Market value of secuiities tionowed for which no equivalent valve

is paid or crediled -5

C. Other unrecorded amounts {List) oo - 3830
18. Total aggregate indebLEdNEss ....ormnescroees 840
19. Percentage of aggregate indebtcdness to net capital (line 18 = by line 10} ... 3850
20. Percemtage of debl lo debl-equity tolal computed in accordance with Rule 15¢3-1(d) 3860

COMPUTATION OF ALTERNATE NET CAPITAL REQUIREMENT

Part B

21. 2% of combiaed aggregate debit lems as shown in Formula for Reserve Requirements pursuant Lo Rute 15¢3-3
prepared as of the date of the net capital computaligh including both brokers or gealers and consokidated subsidiaries’ debits ... ¥ 3970
22 Minimum doliar net capital requirement of reporting broker or deaker and minimum net capital yequirement of

subsidiaries computed in accordance with Rale (A} 3880
23 Net capilal sequirement (greater of line 2108 22) ... 3760
24 Excess capital {line 10 less 23) 3910
25. Nel capital inexcess of Ihe greater of:

A. 5% of combined aggregate debil items of U20.000 ..o oo oo T s

NOTES:

(A) The minimum net capital requirement shoutd be compuled by adding the minimum dellat net capital fequirement of the reporting broker dealer and, for gach

subsidiary 10 be consofidated, the greater of:
1. Minimum doilaf el capilal requirement , of
2. & %ol aggiegate indebledness ot 4% of aggsegate debils if allernalive method is used.

{8) Do nol deduct the value of securities borrowed under suberdination agreements of secured demand note covered by subordination agieemerts not in satisfactory lorm
and the market vakues of memberships in exchanges contribuled for use of company {contra to item 1740) and pariners’ secutilies which were incheded in non-allowable
assels.

(C) For reposs liled pussuant to paragraph {d) of Rute 17a-5, respondent should provide 2 fist of material non-aflowable assets.

See Notes (o Financial Statements Page 4 02/0:




FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART 1IA
BROKER OR DEALER First Austin Investments

® For the period (MMDDYY) fromY, 1/01/06 [3932te 12/31/06 (3933
Number of months included in this statement 12 3931

STATEMENT OF INCOME (LOSS)
REVENUE

® 1. GCommissions:
a. Commissions on transactions in exchange listed equily secwrities executed an an exchange .......c........... 371,570 3935
b, Commissions on listed oplion bransactions ... oo 3938
C. Al Other SECUTIES COMMMISSIBNG ... ....ooevereecermemeearveesemsanearseoeesssme s sreseemss e nem s e sesmbm #5845 £Ere Smt 12 a2t e2ma8 502t 228 o241t et o5 0m mrent 3939
0. Tolal SecUtiEs COMUTSSIONS ..o e eeeee eeee s ces e et At semere e e s 468 €04 et a5 2 3940
2. Gams or losses an firm securifies lradmg account
a.  Fram market making in oplions on a nalional SECURGES BXCRAMGE .. ... oot esnre st sr s eorereerrassee e s anes b s e eemeas see 33845
o B FTOM A OWET ITAGIIQ .-......rs e oce e ceesssemssenssemsems s necemet a5 e are £ daeeE £ £ e £ 28 £h e St 12 et 4o e e e erns e 3948
€. TOMAE QAN OSS) oo eeei et et veeeemrecemebere et e e et caeemsssmet e e s semeemessece s et b e e A i oo 425 Sha 4 01 e e 50t Sttt em s orm et eaesns 3950
Gains of tosses on firm securities investment accounls ............................................................. ettt e e ee st e 6,959 3952
Profit {loss) from underwriting and selling groups .. ettt ey erg et ey aepe arrmnacteeassens Y 3955
Reveriue from szle of investment campany shares ........... 3970
Commaedities revente . eeetteeatt oA et eees e e ss e ee e o2 A em et et £ 3o e A 2b e e et #4222 8285 £ £ A€ £ 1t £ £Ee R S8 10 £ 1t e e aemraee 3990
Fees for account superwsum |nvestmen! advqsory and admlmstraiwe sernvices . 3975
OIRBT FEVEIUE ... ...\ oottt iemvess s cteereceseess e s e es mensse e e seesess s 2 aem areane s o s m et eLe 28 £8 54 15t 20t 2L+ e emsns et 45 £ rcn s e ms s mmanin 3995
TOMIEEVRIUC | oot o s eenem e e s stsersr e eeeren e m eni essmsnn e e eenins | $ 378,529 4030

eEND AL

EXPENSES
10. Safaries and other employmenl costs for general partners and voting stockholder officers ... 4120
11, Other employee compensation and BENETIIS | . . . o i e et et et a s ot s em e e e et s nen s et £es e e e 4113
12, Commissions Paid 10 OEr ROKEI-RAMATS ..., oo oo irra st reecee e et eees s s menees e s s e e remen e s e chs et et cmnn 49,307 4140
® 13, Inlerest expense .. - 4073
a. Includes m!eresl on accounls sub;ecl lo subordmahon agreemems
14, Regulatory fees and expenses . 1,525 4195
15, Other exgrenses ... 43,906 4100
16, TOMAl @UDRISES .o i e e ere et et e e e e ceR R et e B 84,738 4200

[4G70]

NET INCOME

® 17. Income (loss) betora Federat income taxes and items below (Hem @ less Hem 16} . .o eneeees $ 283,791 4210
18. Provision lor Federal income taxes (for parent onfy} ... ... SO OSRGOS 4220

19. Equity in eamings (losses) of unconsofidated subsmlanes nol mcluded above 4222

2. Alter Federal INCOME BAXES OF ........ocoovvooceee e eaesresise s | 4338]

20. Bxtraordinary gains {losses) ... et emeemeaeeeeeuneaeeieeeaeas et ameaes it eee et s e saneeesn oee e 4S8 eeASA SRS e 44 AEA S80S eS8 £ e amene e e emen ] 4224|

a. After Federal income taxes of . [4239]

2t. Cumulative effect of changes in accuunimg pnnclples - 4225

[ ] 22. Net income (loss) afier Federal income taxes and exiramdmary dems eemes bR et s e e en et s een st e an s encn e sinmann B 283,791 4230

MONTHLY INCOME
23. Income (cucrent manth only) betore provision for Federal income taxes and extraordinary FBMS ..o 3 ] 42H|

L4 See Notes to Financial Statements Page 5 02/03




FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART IIA

BROKER OR DEALER First Austin Investments

For the period (MMDDYY) from 01/01/06 to_12/31/06

STATEMENT OF GHANGES IN OWNERSHIP EQUITY
(SOLE PROPRIETORSHIP, PARTNERSHIP OR CORPORATION)

1. Balance, Beginning Of PEROU ...t e erssms s eecoe s e s sstsSt e oo eeee s e seeeesressenres e eee e $ 168,735 474
AL NEBUIIGOME (HISS) ... eeoeceeeec ceeemeene oot ceeeoeees et s sssae e sesmesee e o 880158 s o 5 A 4440 8 e e ot eeeeen e 283,791 4250
B. AddRions (Inctudes non-conforming capital of .......... eerter ettt e cees e a7t skt aresee e erae 621} 4260
€. Deductions ncludes non-conforming capitalof ... 4272]) 283,293 4270

2. Balance, end of period (FEOMBEM SBO0) ... oo oot esemoeee s se oo eeeseee e e mees et e eeeeeeoeee s 169,233 [4%]

STATEMENT Of GHANGES IN LIABILITIES SUBORDINATED
TO CLAIMS OF GENERAL CREDITORS

3. Balance, begmnmg aof pemd et er et e am e e et et ba bt SOOI RO O ORI IO 1 4300
A Increases . 4310
B. Decreases .. 4320

4. Balance, end of petiod (Fromiem 35200 ... oo eee e eeseee e etneneen s s B {4330]

OMIY PENNIES

See Notes 10 Financial Statements Page 6 02/03




FINANGIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
~ PART A |

BROKER OR DEALER First Austin Investments asof 12/31/06

EXEMPTIVE PROVISION UNDER RULE 15¢3-3

24. It an exemption trom Ruse 15¢3-1is claimed, identify below the section upon which such exemplion s based (check one only)

A ()(1) — $2.500 capital category as per Rule 15¢3-1 . {$5,. 0000 .. X 4550
B. (K}{2MA) — "Special Account tor the Bxclusive Benefit of customers™ maintained .......... et et ' 4560
C. {k)(2){8) — A customer ransactions cleared through another broker-dealer on a fuily disclosed basis.

Name of clearing finnY, 4335 4570
0. (K)(3) —~ Exempted by order of the Commission (include copy af letter) et oemunamt e bRt 41 88 et et 1 et s e 4580

Ownership Equily and Subordinated Liabilities maturing or proposed lo be withdrawn within the next six months
and accruals, (as defined below), which have not been deducled in the computation of Net Capital.

Type of Propased Amount to be
Withdrawal or Withdrawn {cash {(MMDDYY) Expect
Accrual insider or amount and/or Net Withdrawal or lo
(See below Outsider? Capital Value of Maturity Renew
fof code ) Name ol Lender o1 Contributor {In or Out) Securties) Dale (Yes or No}
i [4600] [ag01] {4602 ] [4608] |4604| |4605]
%2 [4610] [4611) [a612] [4613] [4614] [4615]
£ [4620] 4621 4622 4623 4624 [45625)
- 4630] 4631 [4632] {4633] {4634] [4635]
s [4840] 4641 4842 [4643] [4644] [4645]
Total $% [ 7605
OMIT PENNIES
Instructions; Delat) Listing must include the total of items maturing during the six month period following the report date, regaidless of whether o1 not the capital contiibution is
expecled to be renewed. The schedule must also include proposed capital withdrawals scheduled within the six month period following the report date inchuding
the proposed redemnption of stock and anticipated accruals which would cause a reduction of Net Capital. These anticipated accruals would include amounts of
bonuses, partners’ drawing accounts, taxes, and interest on capital, voluntary contributions ta pensicn or profit sharing plans, etc., which have not been deducted
in the computation of Net Capilal, but which you anicipate will be paid wilhin the next six months.
WITHDRAWAL CODE: DESCRIPTIONS
1. Equity Capital
2. Subordinated Liabifities
3. Accruals
See Notes to Financial Statements Page 7 0203




FIRST AUSTIN INVESTMENTS
STATEMENT OF CASH FLOWS

Year ended December 31, 2006

INCREASE (DECREASE) IN CASH

Cash flows from operating activities
Commissions received
Clearing expenses, filing fees and operating expenses paid

Net cash provided by operating activities
Cash flows from investing activities
Purchase of investinents ~ net
Net cash used for investing activities
Cash flows from financing activities
Dividends paid
Net cash used for financing purposes
Net incrcase in cash
Cash
Beginning of year

End of year

RECONCILIATION OF NET INCOME TO NET CASH
PROVIDED BY OPERATING ACTIVITIES

Net income

Gain on investments

Decrease in accounts receivable
Decrease in accrued expenses

Net cash provided by operating activities

$ 387,430
(95,560)

291,870

(2,497)

(283,293}
(283.293)

6,080

— 5771

$ 283,791
(6,959)
15,860

{822)

5 291,870

See notes to financial statements




FIRST AUSTIN INVESTMENTS

NOTES TO FINANCIAL STATEMENTS

Year ended December 31, 2006

1)

2)

BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

NATURE OF ORGANIZATION

Texas Capital, Inc., doing business as, First Austin Investments (the “Company”), a fully-
disclosed introducing broker-dealer located in Austin, Texas, is registered with the Securities
and Exchange Commission {(SEC), the State Securities Commissions of Texas and the National
Association of Securities Dealers, Inc.  The Company is engaged primarily in institutional and
retail securities brokerage services. The Company began operations August 30, 2002.

REVENUE RECOGNITION

Securities transactions and reclated revenues and expenses are recorded on a secttlement date
basis.

INCOME TAXES

The Company files its taxes with its parent company, First Austin Capital Management.  First
Austin Capital Management will assume any tax liability and as such there is no provision for
corporate income taxes in the accompanying financial statements.

USE OF ESTIMATES

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that atfect certain reported amounts and disclosures.  Accordingly, actual results
could differ from those estimates.

REGULATORY REQUIREMENT

The Company is exempt from the provisions of Rule 15¢-3-3 of the Securities Exchange Act of
1934 (reserve requirement for brokers and dealers) as covered in Rule 15¢3-3 (k) (2) in that it docs
not hold funds or securities for customers and it promptly transmits all funds and delivers all
securities in connection with its activitics as a broker or dealer.

The Company, as a registered broker-dealer, is subject to the Securitics and Exchange
Commission’s Uniform Net Capital Rule (SEC Rule 15¢3-1). This rule requires that the Company
maintain minimum net capital, as defined, of at least the greater of $5,000 or 6-2/3% of aggregate
indebtedness, as defined. Net capital and aggregate indebtedness change from day to day, but as of
December 31, 2006, the Company had net capital of $145,721- which exceeded its net capital
requirement of $5,000 by $140,721. The Company’s ratio was .03 to 1 of aggregate indebtedness
to net capital.

Page 9




FIRST AUSTIN INVESTMENTS

NOTES TO FINANCIAL STATEMENTS — (Continued)

Year ended December 31, 2006

3)

@)

DUE FROM CLEARING BROKERS

The Company always introduces its clients™ transactions on a fully disclosed basis to its clearing
broker for execution, clearance, and depository operations in accordance with the terms of their
clearing agreement. In connection therewith, the Company has agreed to indemnify the clearing
brokers pursuant to the terms of its clearing agreement.

CONCENTRATION OF RISK

‘The Company maintains bank accounts which may exceed federally insured limits. Historically,
they have not experienced any credit related losses.
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS
ON INTERNAL CONTROL REQUIRED BY SEC RULE 17a-5

To the Shareholders
First Austin Investments
Austin, Texas

In planning and performing our audit of the financial statements of First Austin Investments (the
“Company”) for the year ended December 31, 2006, we considered its intemnal 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 the 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 making the periodic
computations of aggregate indebtedness (or aggregate debits) and net capital under rule 17a-3(a)(11) and
for determining compliance with the exemptive provisions of rule 15¢3-3.  Because the 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.
2. Recordation of differences required by rule 17a-13.

3. Complymyg with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board ot Governors of the Federal Reserve System.

The management of the Company 15 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 (o assess whether those
practices and procedures can be expected to achieve the Commission’s above-mentioned objectives.
Two of the objectives of an internal control structure 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 agamst 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 of
America. 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 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,
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Our consideration of the internal control would not necessarily disclose all matters in internal control that
might be 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 the specific internal
control structure elements does not reduce to a relatively low level the risk that 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 procedures 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 Commission to be adequate for its purposes in accordance
with the Securities Exchange Act of 1934 and related regulations, and that practices and procedures that
do not accomplish such objectives in all material respects indicate a material inadequacy for such
purposes. Based on this understanding and on our study, we believe that the Company’s practices and
procedures were adequate at December 31, 2006, to meet the Commission’s objectives.

This report is intended solely for the use of management, the Securities and Exchange Commission, and
other regulatory agencies which rely on Rule 17a-5(g) under the Securities Exchange Act of 1934, and is
not intended to be and should not be used by anyone other than these specified parties.
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