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OATH OR AFFIRMATION

i
i

I, R. MICHAEL ‘1"0){| , swear (or affirm) that, to the best of

my knowledge and belief the ac:(l:ompanying financial statement and supporting schedules pertaining to the firm of
WILMINGTON BROKERAGE.SERVICES COMPANY : , 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:

_rrn Y NTT e,

Signature

PRESIDENT & CCO

SUSAN M. MURPHY Title
Notary Publlc - Delaware

Notary Public : U My Comm. Expires June 27,2008

This report ** contains (check all applicable boxes):
XEX (a) Facing Page.
XEX (b) Statement of Financial Condition.
XiZ (c) Statement of Incomie (Loss).
xix (d) Statement of Changes i m Financial Condition.
xkX (e) Statement of Changes i in Stockholders’ Equity or Partners’ or Sole Proprietors® Capital.
xkX () Statement of Changes in Liabilities Subordinated to Claims of Creditors.
xkX (g) Computation of Net Capital.
O (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
O (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.
O () A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Ru]e 15¢3-1and the .
Computation for Deterfnmatlon of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.
[J (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.
XEX () An Oathor Afﬁrmatlon
[ (m) A copy of the SIPC Supplemental Report.

O (n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

XEX (o) 1Independent Auditor's report on Internal accounting controls
**For conditions of confidential treatment of ceriain portions of this filing, see section 240.17a-5(e)(3).

X@- (p) Reconciliation with focus computation of net capital
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February 27, 2007 |

. I
* Dear Securities Regulator,’

[ have enclosed a cq'py of our audited financial statements for the period 01/01/2006
through 12/31/2006. ' '

Our CRD numbet i? 14942,

If you require any additional documentatioh, please contact me on my direct line
302.651.8941. Our goal is to maintain complete regulatory compliance at all times.

R. Michael Fox -
President .
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[ KPMG LLP

} 1601 Market Street

| Philadelphia, PA 19103-2499
I

Independent Auditors’ Report

The Board of Directors
Wilmington Brokerage Services Company:
] .
We have audited the accompanying statement of financial condition of Wilmington Brokerage
Services Company (the Company) as of December 31, 2006, and the related statement of income,
stockholder’s 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 bascd 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 comnsideration 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 Company’s internal control over financial reporting.
Accordingly, we express no such opinion. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, 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 fihancial statements referred to above present fairly, in all material respects,

the financial position of Wilmington Brokerage Services Company as of December 31, 2006, and

the results of their operanons and their cash flows for the year then ended in conformity with U.S.

generally accepted accounting principles..

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The'information contained in Schedule I 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.

- KPMe P

February 28, 2007

KPMG LLP. & U.S. limitad Kability pannership, is the U.S.
member fem of KPMG int ional, » Swiss coop
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‘Wilmington Brokerage Services Company

| Statement of Financial Condition
b .

December 31, 2006

Assets
Cash and cash pquivalents 2,377,770
Securities owned: _
Marketable, at market value 6,804,495
Commissions receivable 101,313
Fixed assets, at cost, -
less accumulated depreciation of $1,041,813 79,980
Other assets 68,916
Total assets - 9,432,474
Liabilities and Stockholder's Equity .
Liabilities: - '
Payable to Wilmington Trust Company 417,442
Accounts payable 70,226
Deferred tax liability, net 159,155
Incentive Accrual 172,087
"Income taxes payable to Wilmington Trust Company
and state taxing authority ' 120,945
Total liabilities' . : 939,855
Stockholder's equity:
Common stock, no par, 100 shares authorized, issued, -
and outstanding 25,000
Additional paid-in capital 1,481,972
Retained earnings 6,985,647
Total stockholder's equity 8,492,619
‘Total liabilities ftnd stockholder's equity 9,432,474

The accompanying notes are an integral part of these financial statements.

!
t
i



Wilmington Brokerage Services Company

¢

Statement of Income

| Year ended December 31, 2006
i .

!
|
I
|

Revenues:
Brokerage commissions $ 9,624,899
Mutual fund commissions 4,640,188
Advisory feés 2,596,906
Interest and dividends 455,888
Principle transactions (976)
Other 259,344
Total revenues 17,576,249
i
|
Expenses: |
Employee compensation and benefits 4,930,429
Clearing costs 1,680,496
Supplies . 51,420
Professional fees 49,629
Telephone and communication 64,854
Travel and conferences 44542
Depreciation 61,356
Postage 197,406
Occupancy and other support 414,677
Filing and handling fees 392,492
Other 591,551
Total expenses - 8,478,852
Income before income taxes 9,097,397
Provision for inc::ome taxes 3,474,207
Netincome ! . $ 5,623,190

The accompanying notes are an integral part of these financial statements. -




Wilmington Brokerage Services Company

. Statement of Stockholder's Equity

. Year ended December 31, 2006

1
'
i

' Common Stock “Additional
Paid-in Retained
. Shares Amount Capital Earnings Total

Balance, January 1, 2006 160 $ 25000 $ 1,440,615 §$ 8,362,457 §$ 9,828,072
Net Income o 5,623,190 5,623,190
Stock-Based CompensationfExpense 16,523 16,523
Windfall tax benefit from
employee exercise of stock options 24,834 24,834

t
Dividend paid | (7,000,000) (7,000,000)

;‘

$

Balance, December 31, 2006 100§ 25,000 $ 1,481,972

6,985,647 $ 8,492,619

The accompanying notes arﬁ: an integral part of these financial statements.

I
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Wilmington Brokerage Services Company
. Statement of Cash Flows
. Year Ended December 31, 2006

Cash flows from operating activities
Net income
Adjustment to reconcile net income to net cash provided by
operating activities:’
Depreciation l
Changes in operating assets and liabilities:
Decrease in securities owned, net
Increase in chmissions receivable
Decrease in other assets
Decrease in payable to Wilmington Trust Company
Increase in‘accounts payable
Decrease in incentive accrual ,
Decrease in ilncome taxes payable to Wilmington Trust Company
and state taxing authority
Increase in deferred income taxes
Stock-based compensation expense
Tax benefit c:m exercise of stock options
Net cash provided by operating activities

Cash flows from investing activities:
Purchases of furniture, equipment and improvements
Net cash used in investing activities

Cash flows from ﬁnancing activities:
Tax benefit on exercise of stock options
Cash dividends

Net cash used in financing activities

|
Net decrease in cash
Cash, beginning of year
Cash, end of year'

Supp]eméntal disclosure of cash flow information:
Cash paid during the year for:
Income taxes paid to Wilmington Trust Company and state taxing authority
i

The accompanying notes are an integral part of these financial statements.

|

$ 5,623,190

61,356

3,498,731
(26,939)
20,400
(321,721)
25,090
(538,912)

(1,561,267)
53,708
16,523

(24,834)

6,825,325

(14,894)

(14,894)

24,334

(7,000,000)

(6,975,166)

(164,735)
2,542,505

3237778

$ 4981598



WILMI‘I\iGTON BROKERAGE SERVICES COMPANY
NOTES TO FINANCIAL STATEMENTS

| December 31, 2006

NOTE 1 -- ORGANIZATION

Wilmington Brokerage Services Company (the Company) is a discount broker registered under

the Securities Exchange Act of 1934. The Company is a wholly-owned subsidiary of -

Wilmington Trust Company (WTC). WTC is a wholly-owned subsidiary of Wilmington Trust
Corporation (the Corporatlon) The Company’s customer base is geographically diverse;
however, the majority are trust or retail customers of WTC who reside in Delaware.

NOTE 2 -- SIGN][FICANT ACCOUNTING POLICIES

Cash and Cash Equfvalents:

Cash and cash equivalents for purposes of these financial statements consist of cash and a
money market fund.

Securities Transactions:

Security transactions are. cleared through National Financial Services, LLP and Pershing
Investments, LLC (the Clearing Brokers). Proprietary securities transactions and related
revenues and expenses are recorded on a trade date basis. Commission revenues related to
customers’ security transactions are recorded on a trade date basis.

. o

Fixed Assets:
Fixed assets are stated at cost less accumulated depreciation. Buildings and improvements are

depreciated on a straight-line basis over an estimated useful life of 39 years. Furniture and
equipment is depreciated on a straight —line basis over an estimated useful life of 3, 5, or 7 years.

Use of Estimates:

The preparation of financial statements in conformity with U.S. generally accepted accounting
principles requires management to make estimates and assumptions that affect the amounts
reported in the financial statements and accompanying notes. Actual results could differ from
those estimates. : :

Securities Owned:'
|

At December 31, 2006, the Company holds U.S. Treasury Bills, maturing in March and May

2007, which are carried at market value with unrealized gams and losses reflected in the principal

transactions line of the Statement of Income. ,
6

i
'
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WILMINGTON BROKERAGE SERVICES COMPANY

= NOTES TO FINANCIAL STATEMENTS

December 31, 2006

Stock Based Compensation Plans:
!

Prior to 2006, the Company accounted for stock-based employee compensation plans under the
“intrinsic value” approach, in accordance with the provisions of Accounting Principles Board
(APB) Opinion No. 25, rather than under the “fair value” approach prescribed in SFAS No.
123R, “Accounting for Stock-based Compensation.” The “intrinsic value” approach limited the
compensation expense to the excess of a stock option’s market price on the grant date over the
option’s market price! Since the Company’s stock-based employee compensation option plans
have exercise prices equal to market values on the grant date, no compensation expense was
recognized in the financial statements. The Company adopted SFAS No. 123R effective January
1, 2006. The “fair value” approach under SFAS No. 123R took into account the time value of
~ the option and generally resulted in compensation expense being recorded when the option is
granted.

Recent Accounting Pronouncements:

1
In June 2006, FAS‘B issued FIN 48, “Accounting for Uncertainty in Income Taxes-an
interpretation of FASB Statement No. 109.” FIN 48 provides guidance on financial statement
recognition and measurement of a tax position taken or expected to be taken in a tax return.
According to the Interpretation, a tax position is recognized if it is more likely than not that the
tax position will be sustained upon examination, including resolution of any related appeals or
litigation processes, based on the technical merits of the position. If the tax position meets the

more-likely-than-not recognition threshold, the portion is measured to determine the amount of

benefit to recognize and should be measured at the largest amount of benefit that is more than 50
percent likely of bei:ng realized upon-ultimate settlement. FIN 48 also provides guidance on
derecognition, classification, interest and penalties, accounting in interim periods, disclosure, and
transition. FIN 48 will be effective for the Company with the fiscal year that begins on January
1, 2007. The Coimpany has not completed a final assessment of the impact of FIN 48, but does
not expect its adoption to have a significant impact on our financial statements. |

RI
In September 2006, the SEC issued SAB No. 108, “Considering the Effects of Prior Year-

Misstatements when Quantifying Misstatements in Current Year Financial Statements.” SAB 108

addresses SEC staff concerns regarding the methods companies use to quantify misstatements on.
their financial statements. It concludes that prior year misstatements should be considered in .

quantifyinig misstatements in current year financial statements. SAB 108 became effective for
the: Company dunng the 2006 fiscal year. The adoption of SAB 108 did not have a material
impact on the financial statements.
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'WILMINGTON BROKERAGE SERVICES COMPANY
|
" NOTES TO FINANCIAL STATEMENTS

. l | December 31, 2006

NOTE 3 — INCOME TAXES
o

The Company accounts for income taxes using the asset and liability method under which
deferred tax assets and liabilities are determined based upon the differences between financial
statement carrying amounts and the tax bases of existing assets and liabilities. These temporary
differences are measured at prevailing enacted tax rates that will be in effect when the differences
are settled or realized. The Company’s provision for income taxes is computed as if the
Company filed a separate tax return, however, the Company’s taxable income is included in the
consolidated federal income tax return filed by the Corporation. The income tax expense at
December 31, 2006 was $3,474,207, consisting of current and deferred income tax expense of
$3,420,499 and $53,708, respectively. The amount.payable to WTC and the state taxing
authority at December 31, 2006 was $120,945. :

I
The difference between income tax at the statutory rate of 35% and income tax expense included

in the statement of income is primarily related to employee stock plan benefits of ($8,057), meals
and entertainment of $713, and the impact of state taxes (net of the federal benefit) of $297,110.-
The Company has a net deferred tax liability of $159,155 at December 31, 2006.

!
Vo

NOTE 4 - FIXED ASSETS

A summary of fixed {issets at December 31, 2006 follows:

Buildings an'diimprovements . h 511,225
Furniture and equipment 610,568

| 1,121,793
. .
Accumulated depreciation 1,041,813

Fixed assets, net $ 79,980

Depreciation expensé was $61,356 for 2006.




1
by
t

WILMINGTON BROKERAGE SERVICES COMPANY
NOTES TO FINANCIAL STATEMENTS
i December 31, 2006 .

N
NOTE 5 -- RELATED PARTY TRANSACTIONS

The Company receives compensation for brokerage activities performed for the Wealth Advisory
Services Department of WTC. In 2006, the Company recorded net brokerage commissions in the
amount of $2,312,009 for these activities. In 2006, the Company paid the Personal Financial
Services Department ja negotiated amount of $1,075,000 to support Personal Investment
representatives at branch sites. This amount is included in “Employee compensation and
benefits” in the Statement of Income.

During 2006, the Company incurred rental expense of $179,392 under a leasing arrangement
with WTC which is included in “Occupancy and other support™ in the Statement of Income.
o

NOTE 6 -- EMPLOYEE BENEFITS AND OTHER POSTRETIREMENT BENEFITS

Employees- of the Company are included in the noncontributory defined benefit pension plan of
WTC, and are provided certain other postretirement health and life insurance benefits. Costs-for
these plans are borne fully by WTC. The defined benefit pension plan covers substantially all
employees of the Company after certain age and service requirements are attained.

Employees of the Coni1pany are also eligible to participate in the Corporation’s Employee Stock
Purchase Plan and WTC’s Thrift Savings Plan after meeting certain age and service
requirements. Eligible employees may contribute from 1% to 25% of their annual base pay to the
Thrift Savings Plan. The first 6% of each employee’s pay is eligible for matching contributions
from the Company of $.50 on each $1.00. In 2006 the Company’s contributions for employees
participating in the Thrift Savings Plan amounted to $79,292. : :

NOTE 7 — NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital (Rule
15¢ 3-1), which requires the maintenance of minimum net capital and requires that the ratio of
aggregate indebtedness to net capital, both as defined, shall not exceed 15 to 1. At December 31,
2006, the Company had “net capital” of $8,229,642, which was $7,979,642 in excess of its
required minimum net capital of $250,000 for regulatory purposes. The company maintains a
minimum net capital of $250,000 for purposes of rule 15¢3-1, in part, as a result of its Clearing
Agreement. The Company s ratio of aggregate indebtedness to net capital was .11 to 1. The rule
also provides that equity capital may not be withdrawn or cash dividends paid if certa.m
minimum net capltal requlrements are not met.



WILMINGTON BROKERAGE SERVICES COMPANY

. NOTES TO FINANCIAL STATEMENTS -
. December 31, 2006

NOTE 8 -- CLEARING AGREEMENT

All customer securities transactions are introduced and cleared on a fully-disclosed basis through
the clearing brokers that are members of the New York Stock Exchange, Inc. (the “NYSE”)
pursuant to a clearing agreement (the “Agreement”). Accordingly, open customer transactions
are not reflected in the accompanying statement of financial condition and the Company operates
under the exemptive provisions of Securities and Exchange Commission Rule 15¢3-3(k)(2)(ii).
Commissions recc‘:ivaﬁble on the Statement of Financial Condition are amounts due from these
Clearing Brokers.
i

The Agreement states the Company will assume customer obligations should a customer of the
Company default. As of December 31, 2006, accounts owed to the clearing brokers by these
customers were adequately collateralized by securities owned by the customers.

10




| - Supplementary Information
, Pursuant to Rule 17a-5 of the
.. Securities Exchange Act of 1934

Schedule I

Wil}nington Brokerage Services Company

Computation of Net Capital Under SEC Rule 15¢3-1

December 31, 2006

Net Capital . , ‘
Total stockholder's equity from Statement of Financial Condition $ 8,492,619
Deduct, stockholder's equ_ity’r not allowable for net capital -
Total stockholder's equity qualified for net capital 8,492,619
Additions S -
Total capital and allowable subordinated liabilities 8,492,619
Non-allowable assets

1. Excess cash ; ' -

2. Commissions receivable 101,313

3. Other assets 68,916

4. Fixed assets, net ' 79,980
Total non-allowable assets, 250,209
Net capital before haircuts on securities positions 8,242,410

(12,768)

Haircuts on securities ;

Net capital l

Aggregate Indebtedness ;
Included 1n Statement of Financial Condition

Payable to Wilmington Trust Company $ 417,442
Accounts payable and other liabilities 70,226
Deferred tax liability 159,155

172,087

Incentive accrual
Income taxes payable to'Wilmington Trust Company and state taxing authority 120,945

Total aggregate indebtedness

Percentage of aggregate iridebtedness to net capital 11%
Computation of basic net capital requirement
Minimum net capital required (6-2/3% of aggregate indebtedness) 62,657
Minimum dollar net capital requirement 250,000
Net capital requirement (greater of 6-2/3% of aggregate

indebtedness of $939,855 or $250,000) . 250,000

Excess net capital
Excess net capital at 1000%

$ 8,229,642

939,855

$ 7,979,642
$ 8,135,657
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‘Supplementary Information
Pursuant to Rule 17a-5 of the
lSclacuritiGS Exchange Act of 1934

Schedule 1

Wilmington Brokerage Services Company

Computation of Net Capital Under SEC Rule 15¢3-1 (continued) .

December 31, 2006

|
Reconciliation of Company's Computation of Net Capital with FOCUS Report

Net Capital as reported in'Wilmington Brokerage Services Company's Part I1A
(Unaudited) FOCUS report
Other Items: o
Adjustment to sc:curit'icesI haircuts
Adjustment to non-allowable assets
[

Net Capital as shown on @age 11

$ 7,933,616

49,480
246,546

S 8229682

12



2!! !ﬂzg ! KPMG LLP

1601 Market Street
Philadelphia, PA 12103-2499

Report on Internal Control Required by SEC Rule 17a-5 for a Broker-Dealer Clmmmg an
Exemption From SEC Rule 15¢3-3

The Board of Directors
Wilmington Brokcrage Services Company:

In planning and performmg our audit of the financial statements of Wilmington Brokeragc Services
Company (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 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 - expressmg an opmlon on the effectiveness of the Company's internal control.
Accordmg]y, we do not express an opinion on the effectiveness of the Company's internal control.
I
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 determmmg 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 custoiner 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 witﬁ 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
o ‘

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' prowde 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 managements authorization and
recorded properly to permit the 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. '

KPMG LLP. & U.S. limited liability partnership, is the U.S.
member firm of KPMG International, a Swiss cooperative.
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Because of inherent: hmltatlons in intemnal 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 pertods is qubJect to the risk that they may become inadequate because of changes mn
condmons or that the effectiveness of their demgn and operatlon may deteriorate. .
I

A control deﬁciency 'e)iists 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 tlmely 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,
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 m»onsequennal will not be prevented or detected by the entity's internal control.

' |
A material weakness is a significant deficiency, or combmatlon of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements will
not be prevented or d:etécted by the entity's internal control.

Our consideration ()f mtemal control was for the hmlted purpose described in the first and second

paragraphs and wouldl 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.
o - '

We understand that !pxj"actices 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 Secuntles 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 j purposes Based on this understandmg and on our study, we believe that the

Company's practicés 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 mtended'sole]y for the mformatlon and use of the Board of Directors, management
the SEC, the National Assomatlon of Securities Dealers, Inc., and other regulatory agencies that 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.

KPP

o
February 28, 2007
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