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Independent Auditors' Report

Lydian Securities Company, LLC

We have audited the accompanying statement of financial condition of Lydian Securities
Company, LLC (the Company) as December 31, 2006, and the related statements of income,
changes in member’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 based on our audit.

We conducted our audit in accordance with generally accepted auditing standards of 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 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.

As discussed in Note 6 to the financial statements, the Company is involved in litigation.
The ultimate outcome of the litigation cannot be determined at this time. The financial
statements do not include any adjustments that might result from the outcome of this
uncertainty.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of Lydian Securities Company, [.LL.C at December 31, 2006, and
the results of their operations and their cash flows for the year then ended in conformity with
generally accepted accounting principles of the United States of America.

Qur 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 and II 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. //

OBERT PHILIPSON & COMPANY

8601 Georgia Avenue, Suite 1001 « Silver Spring, Maryland 20910
Phone (301) 608-3900 ¢ Fax (301) 608-0799 ¢ email: RPCO@Philipson.com




LYDIAN SECURITIES COMPANY, LLC
STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2006

ASSETS
Cash

Accounts Receivable - Related Parties
Prepaid Expenses

LIABILITIES AND MEMBER'S EQUITY
Liabilities
Accrued Expenses
Member's Equity

Total Liabilities and Member's Equity

$ 156,122
2,506,276

16,801

3 2.679.199

$ 20,000

2,659,199

5 2,679,199

SEE THE ACCOMPANYING NOTES TO THE FINANCIAL STATEMENTS
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LYDIAN SECURITIES COMPANY, LLC
STATEMENT OF INCOME AND CHANGES IN MEMBER'S EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2006

Revenue:
| Commissions $ 0
|
Expenses:
Direct Expenses $ 38,798
Allocated Expenses 0
38,798
Net Income (Loss) $ -38,798
Member's Equity - Beginning 2,697,997
Member's Equity - Ending $ 2,659,199

SEE THE ACCOMPANYING NOTES TO THE FINANCIAL STATEMENTS
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LYDIAN SECURITIES COMPANY, LLC
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2006

Cash flows from Operating Activities:
Net Income (Loss) $
Decrease in Accounts Receivable - Related Parties
Increase in Prepaid Expenses
Net Cash Provided by Operating Activities $
Increase (Decrease) in Cash $

Cash at Beginning of the Year

Cash at End of the Year $

SEE THE ACCOMPANYING NOTES TO THE FINANCIAL STATEMENTS

Robert Philipson & Company

-38,798
54,523
-1,926

13,799

13,799

142,323

156,122




LYDIAN SECURITIES COMPANY, LLC
NOTES TO THE FINANCIAL STATEMENTS

Note 1 — Organization and Nature of Business

Note 2 -

The Company is a broker-dealer registered with the Securities and Exchange
Commission (SEC) and the National Association of Securities Dealers (NASD). The
Company is a wholly-owned subsidiary of Lydian Wealth Management Holdings
Company (Parent). The Company’s Parent is a wholly-owned subsidiary of Lydian
Trust Company. On January 1, 2004, the Company, then a corporation, merged with
Lydian Securities Company, LLC, which had no assets or liabilities prior to the merger.

Pending approval by the SEC and the NASD the Parent Company will transfer its
interest in the Company to Fortigent Holdings Company, L1.C and change the name of
the Company to Fortigent Securities Company, LLC.

Summary of Significant Accounting Policies

Basis of Presentation

The financial statements are unconsolidated and only include the accounts of the
Company, which is a wholly-owned subsidiary.

Commigsions

The Company does not act as the broker of record, therefore, it places its customer
orders for purchase and sale of securities through third party broker-dealers. The
Company’s commissions for these transactions are recorded on a trade-date basis as

securities transactions occur.

The Company is also the placement agent for affiliated hedge funds. No fees are
charged for these transactions.

Use of Estimates

The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that
affect certain reported amounts and disclosures. Accordingly, actual results could
differ from those estimates.

Robert Philipson & Company




Lydian Securities Company, L1.C
Notes to the Financial Statements

Page 2

Income Taxes

The Company is included in the consolidated federal income tax return filed by the
Lydian Trust Company. No provision for income taxes has been included in the
financial statements because only parent companies are required to present provisions
for income taxes for broker-dealers.

Note 3 — Related Party Transactions

The related party accounts receivable are non-interest bearing accounts
receivable/payable to Lydian Wealth Management Holdings Company (Parent) and its
wholly-owned subsidiaries.

The Company is also the placement agent for affiliated hedge funds. No fees are
charged for these transactions.

On April 4, 2003, the Company and Lydian Wealth Management Company (also a
wholly-owned subsidiary of Lydian Wealth Management Holdings Company) adopted
an agreement which provides that Lydian Securities Company will be allocated its
share of overhead expenses, such as rent, payroll, supplies, etc. paid by Lydian Wealth
Management Company. These allocated expenses to the Company for the year ended
December 31, 2006 totaled $-0-.

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 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
$136,122, which was $131,122 in excess of its required net capital of $5,000. The
Company’s net capital ratio was 0.1469 to 1 at December 31, 2006.

Note 5 — Concentrations

At December 31, 2006, the Company had $56,422 of cash deposits in excess of
federally insured limits.

Robert Philipson & Company




Lydian Securities Company, LLC
Notes to the Financial Statements
Page 3

Note 6 — Litigation

On December 1, 2006, a former customer demanded arbitration concerning claims on
two variable prepaid forward transactions brokered by the Company in 2002, In the
demand for arbitration, the customer has brought claims of breach of contract,
negligence and professional malpractice against the Company in the amount of
$27,389,652. The Company has professional liability insurance coverage up to
$5,000,000 with a $500,000 deductible. The matter is in its early stages and the
Company’s ultimate liability, if any, cannot be reasonably estimated. The financial
statements do not include any adjustments that might result from the outcome of this
uncertainty.

Robert Philipson & Company




SCHEDULE |
LYDIAN SECURITIES COMPANY, LLC
COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1
OF THE SECURITIES AND EXCHANGE COMMISSION
AS OF DECEMBER 31, 2006

Net Capital
Member's Equity from Statement of Financial Condition

Non-Allowable Assets:

Prepaid Expenses $ 16,801
Accounts Receivable - Related Parties 2,506,276
Net Capital

Apggregate Indebtedness:
Liabilities from Statement of Financial Condition

Adjustments

Total Aggrepate Indebtedness

Computation of Basic Net Capital Requirement:
Minimum Net Capital Required - 6 2/3% of Aggregate Indebtedness

Excess Net Capital
Excess Net Capital at 1000%
Ratio: Aggregate Indebtedness to Net Capital

Reconciliation with Company's Computation (included in
Part I of Form X-17A-5 as of December 31, 2006)

Net Capital, as Reported in Company's Part Il (Unaudited)
FOCUS Report

Audit Adjustments

Net Capital per Above

Agpregate Indebtedness as Reported in Company's Part 11
(Unaudited) FOCUS Report

Audit Adjustment

Aggregate Indebtedness per Above

SEE THE ACCOMPANYING INDEPENDENT AUDITORS' REPORT

Robert Philipson & Company
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2,659,199

2,523,077

136,122

20,060
0

20,000

1,333
131,122

134,121

0.1469to |

136,122
0

136,122

20,000
0

20,000




SCHEDULE 11
LYDIAN SECURITIES COMPANY, LLC
COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS
UNDER RULE 15¢3-3 OF THE SECURITIES AND EXCHANGE COMMISSION
AS OF DECEMBER 31, 2006

Pursuant to SEC Rule 15¢3-3(k)(2)(i), the Company is exempt from computation for
determination of reserve requirements under SEC Rule 15¢3-3 because it does not carry

securities accounts for customers or perform custodial functions relating to customer securities.

SEE THE ACCOMPANYING INDEPENDENT AUDITORS’ REPORT

Robert Philipson & Company




OATH OR AFFIRMATION

1, Andrew Putterman

swear (or affirm) that, to the

" best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Lydian Securities Company, LLc as of

ROE 0O 80BEHDHENGEH

December 31 2006 ‘are true and correct. I further swear (or affirm) that neither the company

nOr any partner, proprietor, pnnupal officer or director has any propneta:y interest in any account classified soley as that of
a customer, except as follows:

A

%Q{INW
| Qﬁ’%‘ I‘(J/ﬂfﬁ' i’ —
774/% / _ Ty commission exvires 6/1/08

This report** contains (check all applicable boxes):
(a) Facing page. '
{b) Statement of Financial Condition.
(c) Statement of Income (Loss).
. (@) Statement of Changes in Financial Condition.
(¢) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Propnaor s Capital.
() Statement of Changes in Liabilities Subordinated to Claims of Creditors.
(2) Computation of Net Capital
(b) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
() Information Relating to the Possession or control Requirements Under Rule 15c3-3.
{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.
@ An Oath or Affirmation.
(m) A copy of the SIPC Suppiementa! Report.
(n) Aupondsm‘bmsanymumalmadeqms foundtomstorfoundtohavcmstedsmoethedateoftheprmousaudn

" %For conditions of confidential treatment of certain portions of this filing, see section 240.17¢-5(e)(3).

Robert Philipson & Company
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February 15, 2007

Lydian Securities Company, LLC

In planning and performing our audit of the financial statements and supplemental
schedules of Lydian Securities Company, LLC (the Company), for the year ended
December 31, 2006, we considered its internal control, including contro! activities for
safeguarding securities, in order to determine our auditing procedures for the purpose of
expressing our opinion on the financial statements and not to provide assurance on 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 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 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 securities examinations, counts, verifications, and comparisons.
2. Recordation of differences required by rule 17a-13.
3. 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.

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

8601 Georgia Avenue, Suite 1001 » Silver Spring, Maryland 20910
Phone (301) 608-3900 « Fax (301) 608-0799 ¢ email: RPCO@Philipson.com




Lydian Securities Company, LLC
February 15, 2007
Page 2

executed in accordance with management’s authorization and recorded properly to permit
the preparation of financial statements in accordance 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 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.

Our consideration of internal contro! would not necessarily disclose all matters in
internal control that might be material weaknesses under standards established by the
American [nstitute of Certified Public Accountants. A material weakness is a condition in
which the design or operation of the specific internal control components does not reduce to
a relatively low level the risk that error or fraud in amounts that would be material in
relation to the financial statements being audited may occur and not be detected within a
timely period by employees in the normal course of performing their assigned functions.
However, we noted no matters involving internal control, including 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 it
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 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, 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.
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ROBERT PHILIPSON & COMPANY
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