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OATH OR AFFIRMATION

1, Carla Stone , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Cambridge Investment Research, Inc. , as
of December 31 , 2006, are true and correct. I further swear (or affirm) that

neither the 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

Controller
Title

‘i Michelle Weatherwax

. Commission Number 722636

:!FE:IS} (\h \h\!ﬂﬂg!‘“ ii% ) . MyCommIs.glon%ﬁz' ]
otary Public )

This report ** contains (check all applicable boxes):

(a) Facing page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Cash Flows.

{(e) Statement of Changes in Stockholders' Equity or Partners' or Sole Proprietor's Capital.

(f) Statement of Changes in Liabilities 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.

(i) 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 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation.

(1) An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

(o) Independent Auditor’s Report on Internal Control
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**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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McGladrey & Pullen

Certified Public Accountants

Independent Auditor's Report

To the Board of Directors
Cambridge Investment Research, Inc.
Fairfield, fowa

We have audited the accompanying statement of financial condition of Cambridge Investment Research, Inc. {the
“Company"), a majority owned subsidiary of Cambridge Investment Group, Inc., as of December 31, 2006 and the
related statements of operations, changes in stockholders' 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. 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 financiat statements referred to above present fairly, in all material respects, the financial position
of Cambridge Investment Research, 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 |, Il and Ill 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 under 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.
"W\uﬂ &6( § @—M“‘ L

McGLADREY & PULLEN LLP
Cedar Rapids, lowa
February 26, 2007

McGladrey & Pullen LLP is a member firm of RSM Intemational -
an affifiation of separate and independent legal entities.




Cambridge Investment Research, Inc.

Statement Of Financial Condition
December 31, 2006

Assets
Cash and cash equivalents $ 1,640,656
Receivables:
Clearing brokers 4,196,528
Commissions 12,604,394
Other 591,073
Deposits with clearing brokers 210,000
Securities owned, at market value (Note 2) 2,254,435
Other assets 1,001,370
Due from affiliates (Note 5) 618,265
$ 23116721
Liabilities and Shareholder's Equity
Commissions payable $ 13,499,920
Accounts payable 283,099
Accrued expenses 200,000
Due to clearing broker 202,047
Securities sold, not yet purchased, at market value 452
Due to affiliate {(Note 5) 249,949
Total liabilities 14,435,467
Contingencies (Note 6)
Shareholder's Equity (Note 4):
Common stock, $.01 par value; 750,000 shares authorized;

10,000 shares issued and outstanding 100
Additional paid-in capital 48,900
Retained eamings 8,632,254

Total shareholder's equity 8,681,254
$ 23,116,721

See Notes to Financial Statements.




Cambridge Investment Research, Inc.

Statement Of Operations
Year Ended December 31, 2006

Revenues:
Commissions $ 77,660,386
Fee-based 69,223,988
Other 6,508,153
Total revenue 153,392,527

Expenses:
Commissions 131,190,020
Management fees (Note 5) 11,149,854
General and administrative 787,691
Clearing firm charges 650,848
Professional fees 742,672
Regulatory fees 26,770
Total expenses 144,547,855

Net income 3 8,844,672

See Notes to Financial Statements.




Cambridge Investment Research, Inc.

Statement Of Changes In Shareholder’s Equity
Year Ended December 31, 2006

Additional Total
Common Paid-in Retained Shareholder's
Stock Capital Eamings Equity
Balances, December 31, 2005 $ 100 § 48900 $ 5,680,361 § 5,729,361
Capital distributions - - (5,892,779) {5,892,779)
Net income - - 8,844 672 8,844,672
Balances, December 31, 2006 $ 100 $ 48900 § 8,632,254 § 8,681,254

See Notes to Financial Statements.




Cambridge Investment Research, Inc.

Statement Of Cash Flows
Year Ended December 31, 2006

Cash Flows from Operating Activities:
Net income
Adjustments to reconcile net income to net cash provided
by operating activities:
Increase in receivables - cleaming brokers
Increase in receivables - commissions
Increase in receivables - other
Decrease in securities owned, at market value
Increase in other assets
Increase in due from affiliates
Increase in commissions payable
Increase in accounts payable
Increase in accrued expenses
Increase in due to clearing brokers
Decrease in securities sold, net yet purchased
Decrease in due to affiliate
Net cash provided by operating activities

Cash Flows from Financing Activities:
Capital distributions

Net increase in cash and cash equivalents

Cash and cash equivalents, at beginning of year

Cash and cash equivalents, at end of year

See Notes to Financial Statements.

8,844,672

(1,688,237)
(5,115,493)
(40,600)
1,593,986
(366,046)
(618,265)
5,045,000
165,609
200,000
118,210
(11,883)
(1,137,132)

6,989,821

{5,892,779)

1,097,042

543,614

1,640,656




Cambridge Investment Research, Inc.

Notes To Financial Statements

Note 1. Summary of Significant Accounting Policies

Organization and business: Cambridge Investment Research, Inc. (the “Company”) was incorporated in lowa on
October 2, 1995. The Company is a wholly-owned subsidiary of Cambridge Investment Group, Inc. The Company is
registered as a broker dealer in securities with the Securities and Exchange Commission; a member of the National
Association of Securities Dealers and also registered as an introducing broker dealer with the National Futures
Association. In this capacity, it deals primarily in mutual funds, managed accounts and insurance related products.
The company introduces its customers to clearing brokers on a fully disclosed basis. The Company also sells direct
participation programs that may be organized as commodity pools.

The Company, under Rules 15c3-3(k)(2)(i) and 15¢3-3(k)(2)(ii), is exempt from the reserve and possession or control
requirements of Rule 15¢3-3 of the Securities and Exchange and Commission. Accordingly, all customer
transactions are executed and cleared on behalf of the Company by its clearing brokers on a fully disclosed basis.
The Company's agreements with its clearing brokers provide that as clearing brokers, these firms will make and keep
such records of the transactions effected and cleared in the customer accounts as are customarily made and kept by
a clearing broker pursuant to the requirements of Rules 17a-3 and 17a-4 of the Securities and Exchange Act of 1934,
as amended (the Act).

Cash eguivalents: The Company considers liquid investments with maturities of three months or less to be cash
equivalents. During January of 2006, the Company entered into a formal compensating balance arrangement with
First National Bank related to a long-term mortgage loan agreement on the Parent. The compensating balance
agreement states that the loan shall bear a certain interest rate as long as all entities of the Parent maintain 100% of
the outstanding balance of the loan in a non-interest bearing account with the bank. in the event that the cash
balances do not equal the outstanding balance, the shortfall would be charged a higher interest rate. The
outstanding note balance on the Parent was $2,844,476.26 at December 31, 2006.

Income taxes: The Company is recognized as an S-Corporation by the Internal Revenue Service. The Company'’s
shareholder is liable for federal and state income taxes on its taxable income.

Fair value of financial instruments: The Company's financial instruments including, cash, deposits, receivables, other
assets, accounts payable and other liabilities are camed at amounts that approximate fair value due to the short-term
nature of those instruments

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 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.

Revenue recognition: Commission revenue and related expenses arising from securities are recorded on trade-date
basis.

Securities owned or sold, but not yet purchased by the Company are recorded at market value and related changes
in market value are reflected in income. The Company records securities transactions on a trade date basis.
Securities owned and securities sold, not yet purchased, are valued using quoted market prices.

Recent Accounting Pronouncements: In June 20086, the FASB issued FASB Interpretation No. 48 (“FIN 487),
“Accounting for Uncertainty in Income Taxes.” This interpretation applies to all tax positions accounted for in
accordance with SFAS No. 109, “Accounting for Income Taxes.” FIN 48 clarifies the application of SFAS No. 109 by
defining the criteria that an individual tax position must meet in order for the position to be recognized within the
financial statements and provides guidance on measurement, derecognition, classification, interest and penalties,
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Cambridge Investment Research, Inc.

Notes To Financial Statements

accounting in interim periods, disclosure and transition for tax positions. This interpretation is effective for fiscal
years beginning after December 15, 2006, with earlier adoption permitted. The Company is currently evaluating the
impact that the adoption of this interpretation will have on its financial position, results of operation and cash flows.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements”. This statement defines fair value,
establishes a framework for measuring fair value, and expands disclosures about fair value measurements. It
clarifies that fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants in the market in which the reporting entity transacts. This Statement does
not require any new fair value measurements, but rather, it provides enhanced guidance to other pronouncements
that require or pemit assets or liabilities to be measured at fair value. This Statement is effective for fiscal years
beginning after November 15, 2007, with earlier adoption permitted. The Company is currently evaluating the impact
that the adoption of this Statement will have on its financial position, results of operation and cash flows.

Note 2. Securities Owned
Marketable securities owned, consist of trading and investment securities at market values, as follows:

Treasury bills $ 939,735
Mutual funds 593,623
Certificates of deposit 199,504
Restricted certificate of deposit * 521,483
Y

*During 2005, the Company's parent entered into a note payable to an unrelated entity in the amount of $500,000.
The parent issued an irrevocable letter of credit to the lender in the same amount. The Company has collateralized
the letter of credit with a $500,000 certificate of deposit, which is considered a restricted asset and included in
securities owned on the statement of financial condition.

Note 3. Indemnifications

in the normal course of its business, the Company indemnifies and guarantees certain service providers, such as
clearing and custody agents, trustees and administrators, against specified potential losses in connection with their
acting as an agent of, or providing services to, the Company or its affiliates. The Company also indemnifies some
clients against potential losses incurred in the event specified third-party service providers, including subcustodians
and third-party brokers, improperly execute transactions. The maximum potential amount of future payments that the
Company could be required to make under these indemnifications cannot be estimated. However, the Company
believes that it is unlikely it will have to make material payments under these arrangements and has not recorded any
contingent liability in the consolidated financial statements for these indemnifications.

The Company provides representations and warranties to counterparties in connection with a variety of commercial
transactions and occasionally indemnifies them against potential losses caused by the breach of those
representations and warranties. The Company may also provide standard indemnifications {o some counterparties to
protect them in the event additional taxes are owed or payments are withheld, due either to a change in or adverse
application of certain tax laws. These indemnifications generally are standard contractual terms and are entered into
in the normal course of business. The maximum potential amount of future payments that the Company could be
required to make under these indemnifications cannot be estimated. However, the Company believes that it is
unlikely it will have to make material payments under these arrangements and has not recorded any contingent
liability in the consolidated financial statements for these indemnifications.




Cambridge Investment Research, Inc.

Notes To Financial Statements

Note 4. Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule (SEC Rule 15¢3-1),
which reguires the maintenance of a minimum amount of net capital and requires that the ratio of aggregate
indebtedness to net capital, both as defined, shall not exceed 15 to 1. Rule 15¢3-1 also provides that equity capital
may not be withdrawn of cash dividends paid if the resulting net capital ratio would exceed 10 to 1. As of December
31, 2006, the Company had net capital of $4,344,186, which was $3,381,852 in excess of its required net capital of
$962,334. The Company's net capital ratio was 3.32 fo 1.

Note 5. Related Party Transactions

The Company has a management agreement with an affiliated entity. Under the agreement, all normal
administrative and overhead costs will be paid by the affiliate. The Company pays the affiliate a portion of these
costs monthly. The affiliate was paid management fees amounting to $11,149,854 during the year ended
December 31, 2006. The Company has a receivable from its affiliates of $618,265 at December 31, 2006.

The Company has a payable to its affiliate of $249,949 at December 31, 2006.

Note 6. Financial Instruments, Off-Balance Sheet Risks and Contingencies

In the normal course of business, the Company’s client activities through its clearing brokers involve the execution,
settlement and financing of various client securities transactions. These activities may expose the Company to off-
balance sheet risk. In the event a client fails to satisfy their obligations, the Company may be required to purchase or
sell financial instruments at prevailing market prices in order to fulfill the client's obligations.

The Company bears the risk of financial failure by its clearing brokers. If the clearing brokers should cease doing
business, the Company's receivables from the clearing brokers could be subject to forfeiture.

In the Gompany's trading activities, the Company has purchased securities for its own account and may incur losses
if the market value of these securities decline subsequent to December 31, 2006. In addition, the Company has sold
securities that it does not own and it will, therefore be obligated to purchase such securities at a future date. The
Company has recorded this obligation in the financial statements at the December 31, 2006 market value of the
securities, and may incur a loss if the market value of such secunties increases subsequent to December 31, 2006,

The Company is involved in litigation arising out of the normal course of business. In these matters, indeterminate
amounts are sought. Management, after review and discussion with counsel, believes the Company has meritorious
defenses and intends to vigorously defend itself in these matters, but it is not feasible to predict or determine the final
outcome at the present.




Cambridge Investment Research, Inc.

Schedule |. Computation Of Net Capital Under Rule 15¢3-1
December 31, 2006

Computation of net capital:

Shareholder's equity $ 8,681,254

Non-allowable assets and other charges:
Securities owned - restricted certificate of deposit 521,483
Receivables - clearing brokers 390,390
Receivables - commissions 965,805
Receivables - others 591,073
Other assets 1,001,370
Due from affiliates 618,265
Insurance deductible in excess of allowed 88,000
Net capital before haircuts on securities positions 4,504,868
Haircuts on securities positions and money market accounts 160,682
Net capital $ 4,344,186

Computation of aggregate indebtedness:
ltems from statement of financial condition:

Commissions payable 13,499,920
Accounts payable 283,099
Accrued expenses 200,000
Due to clearing broker 202,047
Due to affiliate 249,949

Total aggregate indebtedness $ 14,435,015

Computation of basic net capital requirement:
Minimum requirements of 6-2/3% of aggregate indebtedness of

$14,435,015 or $100,000, whichever is greater $ 962,334
Excess net capital $ 3,381,852
Ratio of aggregate indebtedness to net capital 332t01

Statement pursuant to paragraph {d) of Rule 17a-5:
There are no material differences between the amounts presented in the computations of net capital set
forth above and the amounts reported in the Company's unaudited Part Il A Focus report as of December 31, 2006.




Cambridge Investment Research, Inc.

Schedule ll. Computation For Determination Of Reserve Requirements
Under Rule 15¢3-3
December 31, 2006

None. The Company is exempt from Rule 15¢3-3 pursuant to the
provisions of subparagraphs (k){2)(i) and (k}{2)(ii) thereof.

Schedule Ili. Information Relating To Possession Or Control Requirements
Under Rule 15¢3-3
December 31, 2006

None. The Company is exempt from Rule 15¢3-3 pursuant to the
provisions of subparagraphs (k)(2)(i} and (k){2){ii) thereof.
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McGladrey & Pullen

Certified Public Accountants

Independent Auditor’s Report
On Internal Control

To the Board of Directors
Cambridge Investment Research, Inc.
Fairfield, lowa

In planning and performing our audit of the financial statements of Cambridge Investment Research, Inc. (the
“Company’} as of and for the year ended December 31, 2006, in accordance with auditing standards generally
accepted in the United States of America, we considered the Company's internal control aver 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 (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 17a-3(a)(11} and for determining compliance with the exemptive provisions of rule 15¢3-3.
Because the Company does not carry security 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 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.

In addition, as required by Regulation 1.16 of the Commaodity Futures Trading Commission (CFTC), we have made a
study of the practices and procedures followed by the Company, including consideration of control activities for
safeguarding customer and firm assets. This study included tests of such practices and procedures that we
considered relevant to the objectives stated in Regulation 1.16 in making the periodic computations of minimum
financial requirements pursuant to Regulation 1.17. Because the Company does not carry customer accounts, we did
not review the practices and procedures followed by the Company in any of the following:

(1) The daily computations of the segregation requirements of Section 4d{a}(2) of the Commodity Exchange Act
and the regulations thereunder, and the segregation of funds based on such computations

(2) The daily computations of the foreign futures and foreign options secured amount requirements pursuant to
Regulation 30.7 of the CFTC.
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The management of the Company is responsible for establishing and maintaining internal control and the practices
and procedures referred to in the preceding paragraphs. 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 paragraphs and to assess whether those practices and procedures can be
expected to achieve the SEC's and the CFTC'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 generally accepted accounting principles. Rule 17a-5{g) and
Regulation 1.16{d}{(2) list additional objectives of the practices and procedures listed in the preceding paragraphs.

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.

A control deficiency exists when the design or operation of a control does not allow management or employees, in
the normal course cf 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
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, second and third 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 and certain regulated
commodity customer and firm assets 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 and third
paragraphs of this report are considered by the SEC and CFTC to be adequate for its purposes in accordance with
the Securities Exchange Act of 1934, the Commeodity Exchange Act, 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 and third paragraphs of this report, were adequate at December 31, 2006, to meet the
SEC's and CFTC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the SEC, the CFTC,
the National Association of Securities Dealers, Inc. and other regulatory agencies which rely on rule 17a-5(g) under
the Securities Exchange Act of 1934 and/or regulation 1.16 of the CFTC in their regulation of registered brokers and
dealers and introducing brokers, and is not intended to be and should not be used by anyone other than these
specified parties,

W\u)&ﬁM ( »U-Uf\ LLP

McGLADREY & PULLEN LLP

Cedar Rapids, lowa

February 26, 2007 N@
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