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OATH OR AFFIRMATION

% Wa,.Catherine Konlev and_Jawes M. Kopley » swear (or affirm) that, to the best of gur

Xi¥y knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Pragma Securities, LLC , 25

of December 31 ,20_06 , are true and correct, I further swear (or affirm) that
neither the company nor any partuer, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

The financial statements and operational reports have been or will be made available

te all members of the Qrganizatiom.

My Commiseien Brpires July 21, 2009
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This report ** contains (check all applicable boxes): - "F-IP')O ?
Be {a) Facing Page. ~ Title
B¢ (b) Statement of Financial Condition.
{c¢) Statement of [ncome (Loss).
(d) Statement of Changes in Financial Condition.
(e} Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital,
(f} Statement of Changes in Liabilitics Subordinated to Claims of Creditors.
{g) Computation of Net Capital.
(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3. .
0} A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15c3-3.
(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.
(1) An Oath or Affirmation.
{m} A copy of the SIPC Supplemental Report.
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**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).

(n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.
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February 26, 2007
INDEPENDENT AUDITORS’ REPORT

The Members
Pragma Securnities, LLC
New York, New York

We have audited the accompanying statement of financial condition of Pragma Securities, LLC (a
development stage company) as of December 31, 2006, that you are filing pursuant to rule 17a-5
under the Securities and Exchange Act of 1934. This financial statement is 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 matenal 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 our audit provides a reasonable basis for our opinion.

In our opinion, the statement of financial condition referred to above present fairly, in all material

respects, the financial position of Pragma Securities, LLC as of December 31, 2006, in
conformity with accounting principles generally accepted in the United States of America.
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PRAGMA SECURITIES, LLC
(A Development Stage Company)
Statement of Financial Condition

December 31, 2006
ASSETS

CURRENT ASSETS

Cash

Receivable from broker-dealer

Note receivable - related party

Deposits

Prepaid expenses

TOTAL CURRENT ASSETS

PROPERTY AND EQUIPMENT
Computer equipment
Less accumnulated depreciation
Net property and equipment

LIABILITIES AND MEMBERS' CAPITAL

CURRENT LIABILITIES
Accounts payable
Payable to licensee

TOTAL CURRENT LIABILITIES

MEMBERS' CAPITAL
Contributions - accumulated since inception
Distributions - accumulated since inception
Deficit accumulated during the development stage
Due from members

TOTAL MEMBERS' CAPITAL

See accompanying notes to statement of financial condition.

2.

608,856
239,268
60,000
9,760
16,075

933,959

102,476
10,248

02,228

1,026,187

38,082
239,268

277,350

1,271,075
(5,075)
(512,088)
(5,075)

748,837

1,026,187




PRAGMA SECURITIES LLC
(A Development Stage Company)
Notes to Statement of Financial Condition
December 31, 2006 and 2005

NOTE A - NATURE OF BUSINESS

Pragma Secunties, LLC (“the Company””) was organized in February 2005 under the laws of
the State of New York. The Company is a limited securities broker-dealer registered with
the Securities and Exchange Commission (“SEC”) and is a member of the National
Association of Secunities Dealers (“NASD™).

As of December 31, 2006, the Company was in the development stage. The Company
licenses a software product, with a trademark name of “TradeEngine,” under a licensing
agreement (see Note D) with Pragma Financial System LLC.  Utilizing the
aforementioned software product the Company is developing a trade execution system
that cross trades within the system.

Under the master re-licensing agreement the Company may allow institutional funds and
other broker-dealers to use the TradeEngine software on a per share commission split
arrangement. The agreement then requires the Company to pay the lessor a licensing fee
on a per share basis.

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Company’s significant accounting policies are summarized below to assist the reader in
reviewing the financial statements and other data contained in this report.

Cash
Cash includes demand and time deposits with original maturity of three months or less.
During the year ended December 31, 2006, the Company had cash in excess of insured

limits, however, the Company believes it is not exposed to any significant risk on the
funds.

Accounts Receivable
The Company had a receivable from one customer as of December 31, 2006 (See
Note F). The account receivable is the gross billing for commissions related to re-
licensing of the TradeEngine. The Company considered the receivable to be fully
collectible, accordingly, no allowance for doubtful accounts was made. When a
receivable is considered uncollectible, there will be a charge to operations.

Property and Equipment
The Company capitalizes acquisitions of such items at cost. Depreciation is provided for
using the straight-line method over the estimated economic useful lives of the assets.




PRAGMA SECURITIES LLC
(A Development Stage Company)

Notes to Statement of Financial Condition
December 31, 2006 and 2005

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Software Development Costs

Cost for the development of new software products and substantial enhancements to
existing software products are expensed as incurred until technological feasibility has
been established, at which time any additional costs would be capitalized in accordance
with SFAS No. 86, Accounting for the Costs of Computer Software to be Sold, Leased or
Otherwise Marketed. Because the Company believes its current process for developing
software i1s essentially complete concurrently with the establishment of technology
feasibility, no costs have been capitalized to date.

Use of Estimates
The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires the use of management’s estimates that
affect the reported amounts of assets and liabilities as of the date of the balance sheet and
revenues and expenses for the period. Actual results may differ from those estimates.

NOTE C - NOTE RECEIVABLE

The Company has a note receivable from a Company that is owned by several of its
members. The balance of the note receivable as of December 31, 2006 was $ 60,000.

NOTE D - SOFTWARE LICENSE AGREEMENT

The Company entered into a licensing agreement on May 1, 2006 with a company which is
owned by several members of the Company. The license allows the Company to use a
software product as a component in new service. The Company intends to offer to
institutional investors and securities broker dealers. The Company shall pay a license fee per
share using the software, with a minimum of $ 5,000 per month. The lessor subsequently
waived the monthly minimum fee until further notice. The Company may terminate this
agreement without cause, with no less than thirty days prior written notice. The lessor may
terminate the agreement, with no less than thirty days prior notice to the Company if the
licensing fees are less than a certain volume.

The Company entered into master re-licensing agreement on December 31, 2006 with the
same company which is owned by several members of the Company. The license allows the
Company to license the lessor’s product to customers of the Company. The Company will
remit the re-hcensing fee to the lessor less a processing fee of 2%.




PRAGMA SECURITIES LLC
(A Development Stage Company)
Notes to Statement of Financial Condition
December 31, 2006 and 2005

NOTE E - LEASE AGREEMENTS

The Company leased office space under a lease that expired on August 31, 2006 and then
leased the space on a month-to-month basis.

Effective January 1, 2007, the Company leases office space on a month-to-month basis from
a Company in which several of the members’ have an ownership interest.

NOTE F - RELATED PARTY TRANSACTION

Commissions
The Company received all of its commissions from a broker-dealer that is owned by one
of the members of the Company. The Company had a receivable as of December 31,
20006 from the broker-dealer in the amount of § 239,268.

Licensing fee
The Company made licensing fee payments to a company owned by several members of
the Company. The Company had a payable to the lessor as of December 31, 20006 in the
amount of $ 239,268.

Brokerage service fee
A Company that is owned by one of the members provided brokerage services during the
year ended December 31, 2006. The Company had a payable to the firm providing the
service in the amount of § 33,333 as of December 31, 2006.

Lease Agreements
As stated in Note E, the Company leases space from a related party on a month-to-
month basis

NOTE G - REGULATORY REQUIREMENTS

As a limited broker — dealer registered with the SEC and a member of the NASD, the
Company is subject to Rule 15¢3-1 of the Securities and Exchange Commission, which
specifies uniform minimum net capital requirements for its registrants. The Company
computes its net capital under the alternative method permitted by the rule, which requires that
the broker - dealer must maintain net capital, as defined, equal to $ 5,000. At December 31,
2006, the Company had net capital of $ 570,774, which exceeded requirements by $ 565,774.

The Company is exempt from the provisions of Rule 15¢3-3 under the Securities Exchange
Act of 1934, in that the Company's activities are limited to those set forth in the conditions for
exemption appearing in paragraph (k)(2)(ii) of the Rule.
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INDEPENDENT AUDITOR’S SUPPLEMENTARY

REPORT ON INTERNAL CONTROL

To the Members of
Pragma Securities, LLC
New York, New York

In planning and performing our audit of the financial statements and supplemental schedule of
Pragma Securities, LLC (the “Company”) as of December 31, 2006 and 2005 and for the periods
ended December 31, 2006 and 2005, in accordance with auditing standards generally accepted in
the United States of America, we considered the Company’s internal control over financial
reporting (mtemal control) as a basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing an
opinion on the effectiveness of the Company’s internal control. Accordingly, we do not express
an optnion on the effectiveness of the Company’s internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (the “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 computation 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 securitics 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 Governors of the Federal Reserve System.

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




To the Members of ' .
Pragma Securities, LLC
February 26, 2007

Page two ...

-

The management of the Company is 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 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
unauthonzed 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 procedurcs listed in the
preceding paragraph.

Because of inherent limitations in internal control and 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.

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 a
combination of control deficiencies, that adversely affects the entity’s ability to initiate, authorize,
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
financtal 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
results 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. There were no material
weaknesses noted.

Our consideration of internal control 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 consider to be material weaknesses, as defined
above.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the SEC 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, as described in the second paragraph of this report, were
adequate at December 31, 2006 to meet the SEC’s objectives.




To the Members of
Pragma Securities, LLC
February 26, 2007 .
Page three ...

This report recognizes that it is not practicable in an organization the size of Pragma Securities,
LLC to achieve all the divisions of duties and cross-checks generally included in a system of
internal control and that, altematively, greater reliance must be placed on surveillance by
management.

This report is intended solely for the information and use of management, the SEC, the NASD
and any 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 used by
anyone other than the specified parties.
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