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OATH OR AFFIRMATION

I, Joseph G. Chopp, swear that, to the best of my knowledge and belief, the accompanying financial
statements and supplemental schedules pertaining to First Analysis Securities Corporation (the
“Company”) for the year ended December 31, 2006, are true and correct. I further swear that neither the
Company nor any officer or director has any proprietary interest in any account classified solely as that
of a customer,

P\ = February 26, 2007
Signature / i Date

Chief Financial Officer

Title

Subscribed and sworn to before me this Z@ day of Feb , 2007.

OFFICIAL SEAL
% W ANGELA E. SOLIZ
NOTARY PUBLIC, STATE OF ILLINGIS

< MY COMMISSION EXFIRES 12-9-2009

Notary Public




First Analysis

Securities Corporation
(SEC LD. No. 8-27350)

Statement of Financial Condition as of
December 31, 2006 and

Independent Auditors’ Report and
Supplemental Report on Internal Controls

This report is deemed PUBLIC in accordance with
Rule 17a-5(e)(3) under the Securities Exchange Act of
1934.



Deloi
e o I tte O Deloitte & Touche LLP

111 8. Wacker Drive
Chicago, IL 60606
usa

Tel: +1 312 486 1000
Fax: +1 312 486 1486
www.deloitte.com

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors of
First Analysis Securities Corporation
Chicago, Illinois

We have audited the accompanying statement of financial condition of First Analysis Securities
Corporation (the “Corporation”) 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
Corporation’s management. Our responsibility is to express an opinion on this financial statement 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 statement is 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
Corporation’s internal control over financial reporting. Accordingly, we express no such opinion. An
audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statement, 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 First Analysis Securities Corporation as of December 31, 2006 in
conformity with accounting principles generally accepted in the United States of America.

D,M 4 7;6:’44(//-’——/

February 26, 2007

Member of
Deloitte Touche Tohmatsu




FIRST ANALYSIS SECURITIES CORPORATION

STATEMENT OF FINANCIAL CONDITION
AS OF DECEMBER 31, 2006

ASSETS

CASH AND CASH EQUIVALENTS

U.S. TREASURY BILLS—At fair value
RECEIVABLE FROM CLEARING BROKER
INVESTMENT SECURITIES—AL fair value
OTHER ASSETS

RECEIVABLE FROM AFFILIATE
DEFERRED INCOME TAXES

Total assets

LIABILITIES AND STOCKHOLDER'S EQUITY

ACCOUNTS PAYABLE AND ACCRUED EXPENSES
Total liabilities
STOCKHOLDER’S EQUITY:
Common stock, $1 par value—1,000 shares authorized,
issued and outstanding
Paid-in capital
Retained earnings

Total stockholder’s equity

TOTAL LIABILITIES AND STOCKHOLDER’S EQUITY

See notes to statement of financial condition.

$10,038,304
5,924,943
962,287
344,848
177,554
30,040
18,519

$17,496,495

$§ 809,755

809,755

1,000
14,932,489
1,753,251

16,686,740

$17.496,495




FIRST ANALYSIS SECURITIES CORPORATION

NOTES TO STATEMENT OF FINANCIAL CONDITION
AS OF DECEMBER 31, 2006

1. ORGANIZATION

First Analysis Securities Corporation (the “Corporation™) is a wholly owned subsidiary of First Analysis
Corporation (the “Parent”). The Corporation is a broker-dealer registered with the Securities and
Exchange Commission (“SEC”) and is a member of the NASD. The Corporation acts as an introducing
broker in executing customer transactions, a dealer in making markets in certain over-the-counter
securities, and is an investment banker engaging in underwritings and private placements.

2. SIGNIFICANT ACCOUNTING POLICIES

Investment Securities—Investment securities are carried at market value, as determined by the
Corporation. A security listed on a recognized securities exchange or traded over-the-counter is valued
at its last sales price or, if no sale occurred on such date, at the mean between the bid and ask prices.
U.S. Treasury Bills are valued at original cost plus accrued interest, which approximates fair value. At
December 31, 2006, investment securities consisted of shares of the NASDAQ Stock Market, Inc.

Income Taxes—Income taxes are provided at the statutory rate based on income reported in the
financial statements.

The Corporation is a member of a controlled group for income tax purposes and files as part of a
consolidated federal income tax return with the Parent. The surtax exemption and other tax limitations
are allocated among members of the controlled group at the discretion of the Parent.

The Corporation’s provision for income taxes is calculated using the asset and liability method. The
measurement of deferred tax assets and liabilities is based on enacted tax rates that will be in effect
when the deferred items are expected to be realized. Deferred tax assets are reduced, if necessary, by the
amount of such benefits that are not expected to be realized based on available evidence.

In July 2006, the Financial Accounting Standards Board (“FASB”) issued Interpretation No. 48,
Accounting for Uncertainty in Income Taxes (“Fin 48”), which is effective for fiscal years beginning
after December 15, 2006. FIN 48 clarifies the accounting for income taxes recognized in the financial
statements in accordance with FASB Statement No. 109, Accounting for Income Taxes, This
interpretation prescribes a comprehensive model for how an entity should recognize, measure, present
and disclose in its financial statements uncertain tax positions that the entity has taken or expects to take
on a tax return. The Corporation will adopt FIN 48 for the year ending December 31, 2007.
Management is currently evaluating the impact, if any, on the Corporation's financial statements of
implementing FIN 48.

Use of Estimates—The preparation of the statement of financial condition in conformity with
accounting principles generally accepted in the United States of America 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 statement of financial condition. Actual results could
differ from those estimates.



Cash and Cash Equivalents—Cash and cash equivalents include cash at banks, money market accounts
and commercial paper with remaining maturities at date of acquisition of three months or less.

RELATED-PARTY TRANSACTIONS

The Corporation pays the Parent 85% of its pretax profits, less realized and unrealized gains and losses
on securities held for its own account, as reimbursement to the Parent for utilities and compensation of
the research and administrative staff and 5% of the pretax profits as a dividend to the Parent. The
Corporation pays the Parent for rent on a pro rata basis of the Parent's total rent payments. As the
underlying lease has a rent holiday and escalation clauses, the Corporation records rent expense on a
straight-line basis. The difference between the rent expense recorded and the actual payments to the
Parent is recorded as a liability. At December 31, 2006, the accrued rent liability of $225,630 is
included in accounts payable and accrued expenses on the Statement of Financial Condition.

COMMITMENTS

The Corporation is an introducing broker and clears all transactions with and for customers on a fully
disclosed basis with another broker-dealer. In connection with this arrangement, the Corporation has
guaranteed the performance of its customers and is contingently liable for the payment of securities
purchased and the delivery of securities sold by customers. The Corporation’s clearing broker clears its
over-the-counter market making activities. As such, the clearing broker has a required deposit of
$100,000 for the Corporation’s customer activity, which can be in cash or securities. This deposit is
included in the “Receivable from Clearing Broker” on the accompanying statement of financial
condition. The Corporation cannot determine the maximum exposure under the guarantee as the amount
is contingent on the number of transactions and, accordingly, has not recorded a liability.

NET CAPITAL REQUIREMENTS

The Corporation is subject to the SEC Uniformn Net Capital Rule (Rule 15¢3-1) (the “Rule™). Under the
Rule, the Corporation is required to maintain net capital equivalent to $100,000 or 6-2/3% of aggregate
indebtedness, whichever is greater, as these terms are defined.

Net capital and aggregate indebtedness change from day to day but, at December 31, 2006, the
Corporation had net capital and net capital requirements of $15,539,014 and $100,000, respectively.
The Rule may effectively restrict the payment of cash dividends. The ratio of aggregate indebtedness to
total net capital is .05 to 1 at December 31, 2006.

CONTINGENCY

As a result of its underwriting activities, the Corporation is from time to time named as a defendant in
legal actions relating to security offerings. As part of the standard underwriting agreements, the
Corporation is always indemnified by the issuing companies against such actions. In the normal course
of its business activities, the Corporation may become involved from time to time in various other legal
matters. While the outcome of such matters cannot be predicted with certainty, management, after
consultation with legal counsel, is of the opinion that the ultimate liability, if any, will not have a
material effect on the financial position of the Corporation.




7. INCOME TAXES

Deferred income taxes relate to the difference between the tax basis and carrying value of accrued
expenses.
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Deloitte.

111 S. Wacker Drive
Chicago, IL 60606
USA

Tel: +1 312 486 1000
Fax: +1 312 486 1486
www.deloitte.com

February 26, 2007

First Analysis Securities Corporation
One South Wacker Drive, Suite 3900
Chicago, Illinois 60606

Dear Sirs:

In planning and performing our audit of the financial statements of First Analysis Securities Corporation
(the “Company™) for the year ended December 31, 2006 (on which we issued our report dated

February 26, 2007), in accordance with auditing standards generally accepted in the United States of
America, we considered the Company’s intenal control over financial reporting (internal 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 opinion 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 compliance with 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 and net capital under Rule 17a-3(a)(11) and for
determining compliance with the exemptive provisions of Rule 15¢3-3. We did not review the practices
and procedures followed by the Company in making the quarterly securities examinations, counts,
verifications, and comparisons, and the recordation of differences required by Rule 17a-13 or in
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, because the Company does not
carty securities accounts for customers or perform custodial functions relating to customer securities.

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 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
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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 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 combination of
control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process, ot
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 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.

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.

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

Yours truly,

(2 otaiite  Tomonae o r
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