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Qath or Affirmation

f, Robert A. Estrada swear (or affirm) that, to the best of my knowledge and belief, the accompanying
financial statement and supporting schedules pertaining to the firm of _Estrada Hinojosa and Company, Inc. |, as of
December 31, 2008, are true and comect | further swear (or affirm) that neither the Company nor any partner,
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SECURITY ACCOLINTS OF PRINCIPAL OFFICERS AND DIRECTORS THAT ARE

CLASSIFIED AS CUSTOMER ACCOUNTS (DEBITS $ CREDITS §
Signature
Subscribed and swom to before me this AHEAN
Utvayof_Fehrvort] 2007, Pt
. My X BELINDA A. GARZA
"% Netary Public, State of Texas
: H My Commission Expires
Notary Public R Navember 10, 2007

This report * contains {check all applicable boxes)

{2) Facing page.
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(d) Statement of cash flows
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|:] {K) A reconciliafion between the audited and unaudited statements of financia! condition with
respect to methods of consofidation.
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D {n) A report describing any material inadequacies found to exist or found to have existed
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{0 Independent auditor's report on intemnal accounting control.”
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INDEPENDENT AUDITOR'S REPORT

WEAVER
—
TIDWELL To the Board of Directors
LLP ESTRADA HINOJOSA & COMPANY, INC.

Dallas, Texas

CERTIFIED PUBLIC
ACCOUNTANTS
AND CONSULTANTS

We have audited the accompanying statement of financial condition of Estrada Hinojosa
& Company, Inc. as of December 31, 2006, and the related statements of income,
changes in stockholders' equity, and cash flows for the year then ended that you are
filing pursuant to Rule 17a-5 under the Securities and Exchange Act of 1934. These
financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes 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 to above present fairly, in all material
respects, the financial position of Estrada Hinojosa & Company, Inc. as of December 31,
2006, and the results of its operations and its cash flows for the year then ended in
conformity with accounting principles generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The information contained in Schedules i, Il, Ili, IV and V
is presented for purposes of additional analysis and is not a required part of the basic
financial statements, but is- supplementary information required by Rule 17a-5 of the
Securities Exchange Act of 1934. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, is
fairly stated in all material respects in relation to the basic financial statements taken as a
whole.
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FINANCIAL STATEMENTS




ESTRADA HINOJOSA & COMPANY, INC.
STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2006

ASSETS

Cash

Cash deposits with clearing organization

Receivable from brokers and dealers

Other receivables

Fumiture, fixtures and equipment, at cost,
less accumulated depreciation of $131,019

Advance to related parties

Notes receivable - officers

Prepaid expenses

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS' EQUITY

LIABILITIES
Accounts payable and accrued expenses
Income taxes payable
Deferred income taxes

STOCKHOLDERS' EQUITY
Common stock, $.01 par value,
1,000,000 shares authorized,
11,951 shares issued and outstanding
Additional paid-in capital
Retained eamings

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

The Notes to Financial Statements
are an integral part of these statements.

$ 1,340,228
1,031,000
608,741
829,363

74,355
30,000
7,221

100,000
84,020,008

$ 1,350,430
104,189
131,124

1,585,743

120
289,377

2,145 668
2,435,165
_$4,020,908




ESTRADA HINOJOSA & COMPANY, INC.

STATEMENT OF INCOME
YEAR ENDED DECEMBER 31, 2006

Revenue

Underwriting
Financial advisory
Interest

Operating expenses

Commissions

Clearing costs

Employee compensation
Office rent

Depreciation

Interest expense

Other operating expenses

Income before income taxes
Income tax expense

Net income

The Notes to Financial Statements
are an integral part of these statements.

R

6,389,408
4,332,576
123,814

10,845,798

4,330,048
30,020
3,642,033
339,417
22,354
76,039
2,081,246

10,521,197

324,601

124,814

$

199,787




ESTRADA HINOJOSA & COMPANY, INC.
STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY
YEAR ENDED DECEMBER 31, 2006

Common
Stock Additional
$.01 Par Paid-in Retained
Value Capital Earnings Total
Balance,
December 31, 2005 $ 120 $ 289,377 $ 1,945,881 $ 2,235,378
Net income 199,787 199,787
Balance,
December 31, 2006 $ 120 $ 289,377 $ 2,145668 $ 2,435,165

The Notes to Financial Statements
are an integral part of these statements.




ESTRADA HINOJOSA & COMPANY, INC.

STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2006

CASH FLOWS FROM OPERATING ACTIVITIES:
Cash received from customers
Cash paid to suppliers and employees
Interest received
Interest paid
Taxes paid

Net cash used in operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Collection of principal on notes receivable
Capital expenditures

Net cash used in investing activities
Net decrease in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

RECONCILIATION OF NET INCOME TO NET CASH
USED IN OPERATING ACTIVITIES:
Net income
Adjustments to reconcile net income to net
cash used in operating activities:
Depreciation
Increase in receivables
Increase in prepaid expenses
Increase in accounts payable and accrued expenses
Decrease in income taxes payable '
Decrease in deferred income taxes

Net cash used in operating activities

RECONCILIATION OF CASH AND CASH EQUIVALENTS ON
THE STATEMENT OF CASH FLOWS TO THE BALANCE SHEET:
Cash
Cash deposits with clearing organization

Cash and cash equivalents at end of year

The Notes to Financial Statements
are an integral part of these statements.

$ 9,967,992
( 9,790,981)
123,814
(76,039
( 433,787)

( 209,001)
( 21,218)
( 21218)
( 230,219)
2,601,447

$ 2371228
$ 199,787
22,394

( 753,992)

(  100,000)
731,783

( 247,938)
(61,035)
$ (  209,001)
$ 1,340,228
1,031,000

$ 2.371,228




ESTRADA HINOJOSA & COMPANY, INC.
NOTES TO FINANCIAL STATEMENTS

NOTE 1. SIGNIFICANT ACCOUNTING POLICIES

The accounting policy relative to the carrying value of fumiture, fixtures and equipment is
indicated in the captions on the statement of financial condition.

Business Activity and Concentration of Credit Risk

Estrada Hinojosa & Company, Inc. (the Company) operates primarily as a broker of
publicly traded securities and investments in Texas using a clearing organization located
in Texas. The Company maintains its cash in bank deposit accounts which, at times,
may exceed federally insured limits. The Company has not experienced any losses in
such accounts and believes it is not exposed to any significant credit risk on cash and
cash equivalents.

Accounts Receivable

Receivables from brokers and dealers and other receivables are reported in the
statement of financial condition at outstanding principal adjusted for any charge offs. An
aliowance for doubtful accounts is recognized by management based upon a review of
specific customer balances, historical losses (bad debts) incurred and general economic
conditions. As of December 31, 20086, the Company had no accounts that management
believes were doubtful of being collected.

Equipment

Depreciation expense is computed using the straight-line method over an estimated
useful life of seven years.

Revenue Recognition

Customers’ securities transactions are recorded on a seftlement date basis with
commission income and expenses recorded on a trade date basis. Investment banking
revenues include gains, losses, and fees, net of syndicate expenses, arising from
securities offerings in which the Company acts as an underwriter or agent. Investment
banking revenues also include fees eamed from financial restructuring advisory
services. Investment banking management fees are recorded on offering date, sales
concession on seftlement date, and underwriting fees at the time the underwriting is
completed and the income is reasonably determinable.

Resale and Repurchase Agreements and Securities Lending Agreements

Transactions involving purchases of securities under agreements to resell (reverse
repurchase agreements or reverse repos) or sales of securities under agreements to
repurchase (repurchase agreements or repos) are accounted for as collateralized
financings except where the Company does not have an agreement to seli (or
purchase) the same or substantially the same securities before maturity at a fixed or
determinable price.




NOTE 1.

ESTRADA HINOJOSA & COMPANY, INC.
NOTES TO FINANCIAL STATEMENTS

SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

Resale and Repurchase Agreements and Securities Lending Agreements -
continued

The Company monitors the collateral on a regular basis to ensure that its market value
Is equal to or in excess of the principal amount loaned under the resale agreements.
A third party maintains possession of the collateral on behalf of the Company.
Collateral is valued daily, and the Company may require counterparties to deposit
additional coliateral or return collateral pledged when appropriate.

Income Taxes

The Company accounts for income taxes in accordance with the provisions of Statement
of Financial Accounting Standards No. 109 (“SFAS 109"} “Accounting for Income
Taxes". Accordingly, income taxes are provided for the tax effects of transactions
reported in the financial statements and consist of taxes currently payable plus deferred
taxes related primarily to the use of the cash basis method of accounting for income tax
purposes and differences in equipment. Deferred taxes represent the future tax retumn
consequences of those differences, which will be taxable or deductible when the assets
and liabilities are recovered or settled.

Under SFAS No. 109, an asset and liability approach is used in accounting for income
taxes. Deferred tax liabilities and assets are classified as current or noncurrent based
on the classification of the related asset or kiability for financial reporting or according to
the expected reversal date of temporary differences not related to an asset or liability for
financial reporting. Also, a valuation allowance is used, if necessary, to reduce deferred
tax assets by the amount of any tax benefits not expected to be realized based on
available evidence.

Statement of Cash Flows

For purposes of the statement of cash flows, the Company considers all highly liquid
debt instruments purchased with a maturity of three months or less to be cash
equivalents.

Use of Estimates in the Preparation of Financial Statements

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues
and expenses during the reporting period. Actual results could differ from those
estimates.




ESTRADA HINOJOSA & COMPANY, INC.
NOTES TO FINANCIAL STATEMENTS

NOTE 2. FURNITURE, FIXTURES AND EQUIPMENT

Furniture, fixtures and equipment consists of the following at December 31, 2006:

Computer equipment and software $ 167,310

Furniture and fixtures 38,064

205,374

Accumulated depreciation (131,019)

Furniture, fixtures and equipment, net $ 74,355
NOTE 3. COMMITMENTS AND CONTINGENCIES

The Company leases office space under long-term non-cancelable operating leases. Future
minimumn required lease payments at December 31 are:

2007 $ 168,024
2008 15,912
2009 12,430
2010 12,430
201 2,900

$ 211696

The total rent expense under all operating leases totaled $339,417 for the year ended
December 31, 2008. Included in that amount is $78,000 paid to an affiliate related through
common ownership.

NOTE 4. NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital
Rule 15c3-1, which requires the maintenance of minimum net capital and requires that the
ratio of aggregate indebtedness to net capital shall not exceed 15 to 1. If the net capital ratio
exceeds 10 to 1 the Company may not withdraw equity capital or pay cash dividends. At
December 31, 20086, the Company had net capital of $1,340,370, which was $1,240,370 in
excess of its required net capital of $100,000. The Company's net capital ratio was 1.09to 1.

NOTE &. INCOME TAX EXPENSE

Income tax expense consists of the following at December 31, 2006:

Current tax expense $ 185,849
Deferred tax benefit (61,035)
Total tax expense $ 124,814

8




ESTRADA HINOJOSA & COMPANY, INC.
NOTES TO FINANCIAL STATEMENTS
NOTE 5. INCOME TAX EXPENSE - CONTINUED

Cumrent income tax expense differs from the tax computed by applying the federal statutory
rates to income before taxes principally because of non-deductible expenses for tax purposes.

Net deferred tax liabilities are analyzed as follows:

Gross deferred tax assets $ 28,574
Gross deferred tax liabilities ( 159,698)
Net deferred tax liabilities $ (131,124)
NOTE 6. RETIREMENT PLAN

Effective January 1, 2002, the Company adopted a 401(K) retrement ptan that covers all
employees that completes a minimum of six months of service. Eligible employees may
contribute any amount to the plan, up to the statutory maximum permitted. Each year, the
Company has the discretion to make a non-elective contribution to the accounts of each
employee eligible to participate in the plan. The Company's contribution to the plan for 2006
was $155,483.

NOTE 7. NOTE RECEIVABLE
The Company has a note receivable from an officer of the Company with an interest rate of 6%
per annum. As of December 31, 2006, the balance on the note was $7,221.
NOTE 8. RELATED PARTY TRANSACTIONS
The Company advanced $30,000 to a company partly owned by the majority shareholders in
Estrada Hinojosa. The purpose of the advance was to provide resources to support upcoming

services. The funds will be returned to the Company upon the associated company receiving
compensation for their services.
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ESTRADA HINOJOSA & COMPANY, INC.
SCHEDULE | - -COMPUTATION OF NET ASSETS
UNDER RULE 15¢3-1 OF THE SECURITIES AND EXCHANGE COMMISSION
DECEMBER 31, 2006

NET CAPITAL
Total stockhaolders' eguity $ 2,435,165
Deduct stockholders' equity not allowable for net capital

Total stockholders' equity qualified for net capital 2,435,165

ADD:
A_ Liabilites subordinated to claims
of general creditors aliowable
in computation of net capital
B. Other {deductions} or allowable credits

Totaf capital and allowable subordinated liabilities 2,435,165

DEDUCTIONS AND/OR CHARGES

A. Non-allowable assets
Other receivables $ 642,533
Notes receivable - officers 7.221
Furniture, fixtures and equipment, net 74,355

B. Secured demand note deficiency

C. Commodity futures contracts and spot commodities -

proprietary capital charges

D. Other deductions and/or charges 130,000 854,109

Net capital before haircuts on securities positions 1,581,056

HAIRCUTS ON SECURITIES POSITIONS
A Contractual securities commitments 232,674
B. Deficit in securities collateralizing secured demand notes
C. Trading and investment securities
1. Exempt securities
2. Debt securities
3. Options
D. Undue concentration 8,012

E. Other 240,686

NET CAPITAL

$ 1,340,370




ESTRADA HINOJOSA & COMPANY, INC.
SCHEDULE 1 - -COMPUTATION OF NET ASSETS
UNDER RULE 15¢3-1 OF THE SECURITIES AND EXCHANGE COMMISSION
DECEMBER 31, 2006

AGGREGATE INDEBTEDNESS
Total liabitities from statement of financial
condition (net of deferred income taxes) $ 1,454 619

ADD:
A. Drafts for immediate credit
B. Market value of securities borrowed for which no
equivalent vaiue is paid or credited
C. Other unrecorded amounts

Total aggregate indebtedness . $ 1,454 619

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

Minimum net capital required $ 95,875
Minimum dollar net capital requirement $ 100,000
Net capital requirement (larger of above) $ 100,000
Excess net capital $ 1,240,370

Excess net capital at 1000% (net capital
less 10% of aggregate indebtedness) $ 1,194,908

Percentage aggregate indebtedness to net capital 108.52

Percentage of debt to debt-eguity total computed
in accordance with Ruie 15¢3-1(d) N/A
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ESTRADA HINOJOSA & COMPANY, INC.
SCHEDULE II
RECONCILIATION PURSUANT TO RULE
RULE 17a — 5{d)(4)
DECEMBER 31, 2006

Net capital per unaudited 11A Focus Report,
as reported December 31, 2006

Audit adjustments, net of taxes

Net capital, per Schedule |

$

923,430

416,940

1,340,370




ESTRADA HINOJOSA & COMPANY, INC.

SCHEDULE Il - -COMPUTATION, INC.
DETERMINATION OF RESERVE REQUIREMENTS UNDER
RULE 15C3-3 OF THE SECURITIES AND EXCHANGE COMMISSION
DECEMBER 31, 2006

No reserve requirement is required since the Company operated as a limited securities broker
pursuant to the (K)(2)(ii) exemption under Rule 15¢3-3. The conditions of exemption from Rule
15¢3-3 were being complied with at December 31, 2006, and during the year then ended.

13




ESTRADA HINOJOSA & COMPANY, INC.
SCHEDULE IV - -INFORMATION RELATING.
TO POSSESSION OR CONTROL REQUIRMENTS UNDER
RULE 15C3-3 OF THE SECURITIES AND EXCHANGE COMMISSION
DECEMBER 31, 2006

Possession or control of securities is not maintained by the Company and the Company does not
carry security accounts for customers or perform custodial functions relating to customer
securities.

14




ESTRADA HINOJOSA & COMPANY, INC.
SCHEDULE V - -SCHEDULE OF SEGREGATION
REQUIREMENTS AND FUNDS IN SEGREGATION
DECEMBER 31, 2006

The Company has no segregation requirements or funds in segregation since the Company
operated as a limited securities broker pursuant to the (K)(2)(ii) exemption under Rule 15¢3-3
and the Company does not carry security accounts for customers or perform custodial
functions relating to customer securities.

15
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INDEPENDENT AUDITOR'S REPORT ON INTERNAL
CONTROL REQUIRED BY SEC RULE 17A-5

To the Board of Directors
ESTRADA HINOJOSA & COMPANY, INC.
Dallas, Texas

In planning and performing our audit of the financial statements of Estrada
Hinojosa & Company, Inc. (the Company) as of and for the year ended December
31, 2008, in accordance with auditing standards generally accepted in the United
States of America, we considered the Company's internal control over financial
reporting (intemal control) as a basis for designing our auditing procedures for the
purpose of expressing our opinion on the financial statements, but not for the
pumposes of expressing an opinion on the effectiveness of the Company's internat
control. Accordingly, we do not express an opinion on the effectiveness of the
Company's intemal 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 consideration of control activities for safeguarding securities.
This study included 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 17a3(a)(11) and for determining compliance with the exemptive
provisions of ruie 15¢3-3. Because the Company does not camy securities
accounts for customers or perform custodial functions relating to customer
secunties, we did not review the practices and procedures followed by the
Company in any of the following:

1. Making quarterly securities examinations, counts, verifications, and
comparisons and recordation of differences required by rule 17a-13.

2. Complying with the requirements for prompt payment for securities under
Section 8 of Federal Reserve Regulation T of the Board of Govemnors of
the Federal Reserve System.

The management of Estrada Hinojosa & Company, Inc. is responsible for
establishing and maintaining intemal 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
refated costs of internal control policies and procedures 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 Commission's above-
mentioned objectives. Two of the objectives of intemal 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

16




permit preparation of financial statements in conformity with generally accepted
accounting principles. Rule 17a-5(g) lists additional objectives of the practices and
procedures listed in the preceding paragraph.

Because of inherent limitations in internal contro! and the practices and procedures
referred to above, errors 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.

A control deficiency exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned
functions, to prevent or detect misstatements on a timely basis. A significant
deficiency is a control deficiency, or combination of control deficiencies, that
adversely affects the entity’s ability to initiate, authonize, record, process, or report
financial data reliably in accordance with generally accepted accounting principles
such that there is more than a remote likelihood that a misstatement of the entity’s
financial statements that is more than inconsequential will not be prevented or
detected by the entity’s internal control. A material weakness is a significant
deficiency, or combination of significant deficiencies, that result is in more than a
remote likelihood that a material misstatement of the financial statements will not
be prevented or detected by the entity’s internal control.

Our consideration of intemal contro! was for the limited purpose described in the
first and second paragraphs and would not necessarily identify all deficiencies in
internal control that might be material weaknesses. We did not identify any
deficiencies in internal control and control activities for safeguarding securities that
we considered to be matenial weaknesses, as defined above.

We understand that practices and procedures that accomplish the objectives
referred to in the second paragraph of this report are considered by the SEC to be
adequate for its purposes in accordance with the Securities Exchange Act of 1834
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 SEC'’s objectives.

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

WWM-f/c&U% tf

WEAVER AND TIDWELL, L.L.P.

Dallas, Texas
February 28, 2007
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