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FOR OFFICIAL USE ONLY

*Claims for exemption from the requirement that the annual report be covered by the opinion of an independent public
accouniant must be supported by a statement of facts and circumstances relied on as the basis for the exemption. See

section 240.17a-5(e)(2). /7

SEC 1410 (06-02)

lb




LY

(Oath or Affirmation

I, Zoe Ann Hines, swear (or affirm) that, to the best of my knowledge and belief, the accompanying financial
statements for the year ended December 31, 2006, and supporting schedules pertaining to the firm of Stephens
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:

NONE NI g
. )] Ny, ’
Skehsvedly, e/ 7
SSOTARL S
F&0 :\H}’ ‘p Z Signature

£ 7 pBc % E
Subscribed and sworn £ : pomsel ;2 EXECUTIVE VICE PRESIDENT
to before me "3, '-,. EXPIRES ..-' §" Title
this day of T@b_ 2007 % o _¢,520\'§,.-°§~§
f/,, LI T -\\{{\

“ "'mmmu\““\
Notary Public

This report ** contains (check all applicable boxes)
X | (a) Facing page.
(b} Statement of financial condition.
(c) Statement of operations.
(d) Statement of cash flows.
(e) Statement of changes in stockholder's equity.
() Statement of changes in liabilities subordinated to claims of general creditors (not applicable).
x | (g) Computation of net capital for brokers and dealers pursuant to Rule 15¢3-1 under the Securities
Exchange Act of 1934, '
El (h) Computation for determination of reserve requirements pursuant to Rule 15¢3-3 under the
Securities Exchange Act of 1934.
IZ] (i) Information relating to the possession or control requirements for brokers and dealers under
Rule 15¢3-3 under the Securities Exchange Act of 1934
l:l (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 (not applicable).
D (k) A reconciliation between the audited and unaudited statements of financial condmon with
respect to methods of consolidation (not applicable).
x | (I) Anoath or affirmation.
{m) A copy of the SIPC supplemental report (not required).
X | (n) A report describing any material inadequacies found to exist or found to have existed since the
date of the previous audit (supplemental report on internal accounting control).
E} (0) Schedule of Segregation Requirements and Funds in Segregation for Customers Trading on U.S.
Commodity Exchanges and Schedule of Secured Amounts and Funds Held in Separate

Accounts for Foreign Futures and Foreign Options Customers
Pursuant to the Commodity Exchange Act.

LR N ]

**For conditions of confidential treatment of certain portions of this filing, see section 240.17e-5(a)(3).
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De l 0 itte ] | Deloiigxe & Touche LLP

{ Suite 1800

111 Center Street
Little Rock, AR 72201
USA |

Tel: +1 501 370 3600
Fax: +1 501 375 7817
www.deloitte.com

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors of
Stephens Inc.: ’
We have audlted the accompanying statement of financial condition of Stephens Inci (the ‘Company™)
(a wholly owned subsidiary of SI Holdings Inc.) as of December 31, 2006, that you are ‘fi ling pursuant to
Rule 17a-5 under the Securities Exchange Act of 1934 and Regulation 1.16 under the Commodlty
Exchange Act. This financial statement is the responsibility of the Company’s managcment Our
responsibility is to express an opinion on this financial statement based on our audlt.

We conducted our audit in accordance with auditing standards generally accepted m| the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the statement of financial condition is free of material misstatements. An aud1t mcludes
consideration of internal control over financial reporting as a basis for designing audlt procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the ef’fectweness of
the Company’ slinternal control over financial reporting. Accordingly, we express no such oplmon An
audit also includes examining, on a test basis, evidence supporting the amounts and dlsclosures in the
statement of fi nanc1al condition, assessing the accounting principles used and mgmﬁcant estimates made
by management as well as evaluating the overall statement of financial condition presentatlon We
believe that our audit of the statement of financial condition provides a reasonable baSIS for our opinion.

In our opinion, such statement of financial condition presents fairly, in all material respects, the financial

position of the Company at December 31, 2006, in conformity with accounting prmé:lples generally
accepted in the!United States of America.

DM ¢ Toude LLP

February 21, 2007
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STEPHENS INC. ‘ '

STATEMENT iOF FINANCIAL CONDITION
AS OF DECEMBER 31, 2006

{In thousands', except share amounts) [

ASSETS

CASH AND CASH EQUIVALENTS

I

CASH AND GOVERNMENT SECURITIES—Segregated under federal and other :regulations

RECEIVABLES FROM:

Brokers and dealers

Customers

Officers, directors, and affiliates

Others - i
SECURITIES PURCHASED UNDER AGREEMENTS TO RESELL
MARKETABLE SECURITIES—At fair value J

MARKETABLE SECURITIES PLEDGED AS COLLATERAL FOR REPURCHA:SE
AGREEMENTS—ATt fair value )

NOT READIL;Y MARKETABLE SECURITIES—At estimated fair value
FURNITURE,:F[XTURES AND EQUIPMENT, AND LEASEHOLD
lMPROVEMIENTS—At cost—Net of accumulated

depreciation and amortization of $35,196

OTHER

TOTAL ASSETS

$ 14,364
2,336
6,821

110,351
10,529
5,809

27,513

97,426

53,425

3,572

7,336

7,808

§ 347,290

(Continued)



STEPHENS INC.

STJI\TEMENT:OF FINANCIAL CONDITION
AS'OF DECEMBER 31, 2006 '

(In thousands, except share amounts)

LIABILITIES AND STOCKHOLDER'’S EQUITY

LIABILITIES:
Payables to:
Brokers and dealers $ 1,968
Customers including free credit balances of $75,510 76,688
Officers, directors, and affiliates 30,287 .
Securities sold under agreements to repurchase 52,560
Securities solc:i but not yet purchased—at fair value ' 12,656 |
Accrued compensation : 49,440
Other _ f 9,530
Total . 233,129

STOCKHOLDER’S EQUITY:

Common stock, no par value—2,000 shares authorized, issued, and outstanding | 100,000
Additional paid-in capital 12,000 ,
Retained earnings ' 2,161 .
Total ' 114,161
TOTAL LIABILITIES AND STOCKHOLDER'S EQUITY | $ 347,290
See Notes to Statement of Financial Condition. (Concluded)
-3-




STEPHENS INC. !
(A Wholly Owned Subsidiary of Stephens Holding Company)
!

NOTES TO STATEMENT OF FINANCIAL CONDITION
AS OF DECEMBER 31, 2006
(Dollars in thousands)

——— e -

ORGANIZATION

|
Stephens Inc (the “Company”) is a full-service investment banking firm Wthh is headquartered in Little,
Rock, Arkansas The Company is a registered broker/dealer with the Securmes and Exchange
Commission (“SEC”) and the National Association of Securities Dealers. Durmg 2006, Warren
Stephens formed a new entity, SI Holdings Inc. On September 6, 2006, SI Holdmgs Inc. (an S ‘
Corporatlon) (the “Parent”) purchased 100% of the stock of the Company for $104 840. The Company
and the parent made a Qualified Subchapter S election, effective September 6, 2006

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Cash and Cash Equivalents—For financial reporting purposes, the Company deﬁnes cash and cash
equ:valents as currency on hand and demand deposits with banks and other ﬁnlanmal institutions.

Securities Transactions—Customer securities transactions, including commissions, are recorded ona !
settlement date basis and are carried at fair value. Recordmg such transactions'on a trade date basis
would not result in a material difference in the accompanying statement of f'manc1a] condition.
Marketable securities and securities sold but not yet purchased are carried at falr value. Fair value is
based on quoted market prices, dealer prices, or pricing models, and not readlly marketable securities are
recorded at estimated fair value as determined by management. Among the factors colnmdered by [
management in determining the fair value of investments, for which a quoted market or dealer price is '
not avallable are the cost of the investment, terms and liquidity, developments since the acquisition of
the mvestment the sales price of recently issued securities, the financial condmon and operating results
of the i issuet, earnings trends and conststency of operating cash flows, the long-term busmess potential
of the i 1ssuer the quoted market price of securities with similar quality and yleld that are publicly traded,|
and other factors generally pertinent to the valuation of investments. The fair value of these mvestments
is subject-to a high degree of volatility and may be susceptible to significant ﬂuctuatlons in the near
term. !

. l

' |
Principal transactions revenue represents realized and unrealized trading gains and losses associated
with propnetary trading and market making activities. |
Securmes borrowed are treated as collateralized financing transactions and are recorded at the amount of
cash collateral advanced. The Company monitors the market value of the securities borrowed on a daity
basis, w1t]1 additional collateral obtained or refunded as necessary. (

' l ’ |
Transactllons involving sales of securities under agreements to repurchase or purchases of securities
under agreements to resell are treated as collateralized financing transactions and are recorded at their
contracted resale or repurchase amounts plus accrued interest. The Company’ s policy is to take
possessmn of securities with a market value in excess of the principal amount Ioaned plus accrued
interest in order to initially collateralize the purchase of securities under agreements to resell. The
Company’s agreements with third parties generally contain contractual provisions to allow for additional

i




collateral to be obtained when necessary. It is the Company’s policy to value collateral daily and to
obtain additional collateral when deemed appropriate.

Investment Banking—Investment banking revenues, which include underwriting fees, selling
concessions and management fees, and mergers and acquisitions advisory fees, are recorded when
services for the transaction are substantially completed. Transaction-related exbenses incurred prior to
closing or termination of an engagement are deferred and later expensed to ma?ch. revenue recognition.

Concentrations of Credit Risk—In the normal course of business, the Compan'y engages in transactions
which expose it to credit risk, including periodic concentrations of credit risk related primarily to
securities underwrltmg and resale agreements. In addition to the monitoring procedures described above,
the Company reviews, as necessary, the credit standing of each counterparty w1th which it conducts
business in order to mitigate this risk.

Furniture, Fixtures, and Equipment, and Leasehold Improvemenrs—Fumitlllfe fixtures, and
equipment, and leasehold improvements are recorded at cost. Deprecnatlon of furniture, fixtures, and
equipment is provided over estimated useful lives of three to ten years using both straight-line and
accelerated methods. Leasehold improvements are amortized using the stralght -line method over the
shorter of 10 years or the lease term. The Company pericdically evaluates the carrymg value of its
furniture, fixtures, and equipment to determine if an impairment exists.

Income Taxes— The Company utilized the liability method to record deferredl income taxes until .
September 6, 2006. Under this method, deferred income taxes are determined by applying statutory tax -
rates in effect at the financial statement date to differences between the book ba51s and the tax basis of

assets and liabilities. On September 6, 2006 the Company was acquired by SI;Holdmgs Inc. {an S ‘
Corporation) which made a Qualified Subchapter S election. At that date, the net deferred tax asset was
released into the current year tax provision as a Qualified Subchapter S Corporatlon bears no entity level
tax and as such any temporary differences that existed have no future tax benefit. '

Prior to September 6, 2006, the Company filed consolidated federal and state iincome tax returns with
the fonner Parent. In accordance with a tax allocation agreement, the Parent allocated income tax
€Xpenses | or benefits to members of the consolidated group based on each subsxdlary s contribution to
consolidated taxable income or loss, using the statutory rate applicable to the consolidated group. Under
the agreement, each subsidiary records separately the impact of permanent and temporary differences.

Use of Estimates—The preparation of statement of financial condition in accordance 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, liabilities, and dlsclosure of contingent assets
and liabilities and the reported amounts of revenues and expenses during the reportmg period. Actual
results may differ from these estimates and assumptions.

Recent Accounting Pronouncements—In June 2006, the Financial Accounting Standards Board
(“FASB”) issued FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes (“FIN 48™),
an interpretation of Statement of Financial Accounting Standards (“SFAS™) No 109, Accounting for
Income Taxes (“SFAS 109”). FIN 48 clarifies the accounting for uncertainty m income taxes recognized
in an enterprlse s financial statements in accordance with SFAS 109, FIN 48 prescrlbes a two-step
process to determine the amount of tax benefit to be recognized. First, the tax position must be evaluated
to determine the likelihood that it will be sustained upon examination. If the tax position is deemed

“more- llkely than-not” to be sustained, the tax position is then measured to determme the amount of
benefit to recognize in the financial statements. The tax position is measured at the largest amount of
benefit that is greater than 50% likely of being realized upon uitimate settlement FIN 48 is effective for
financial statements issued for fiscal years beginning after December 15, 2006. The adoption of FIN 48.
did not have a material impact on the and financial condition of the Company.



! .
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In September 2006, the FASB issued Statement No. 158, Employers’ Accoumzlrg for Def ned Benefit
Pension and Other Postretirement Plans—An Amendment of FASB Statements INo 87, 88, 106, and
132R (“SFAS 158”). SFAS 158 requires an employer to: (i) recognize in its statement Iof financial
position an asset for a plan’s over funded status or a liability for a plan’s underfunded status;
(ii) measure a plan’s assets and its obligations that determine its funded status as of the end of the
employer’s fiscal year; and (m) recognize changes in the funded status of a deﬁned benefit
postretirement plan in the year in which the changes occur. Those changes Wlll be reported in
comprehensive income similar to the additional minimum pension liability adjustment required under
FASB Statement No. 87, Employers Accounting for Pensions. The requn'ements listed under (i) and
(iii) above are effective for fiscal years ending after December 15, 2006, and the requirement listed
under (ii) above is effective as of December 31, 2008. The adoption of SFAS 158 did not have a
material impact on the financial condition of the Company.

ASSETS SEGREGATED UNDER FEDERAL REGULATIONS i
At December 31, 2006, the Company had segregated $2,336 of marketable securmes in an account “for
the exc[usllve beneﬁt of customers” pursuant to Rule 15¢3-3 under the Securmes Exchange Act of 1934,

RECEIVABLES AND PAYABLES

Brokers and Dealers—Receivables from brokers and dealers at December 3 1,‘ 2006, consist of the
following:

Securities borrowed . $5,641
Securities failed to deliver 981
Other - 199

$6,821

|
Payables to brokers and dealers consist primarily of securities failed to receive.

!
Cusmmers—Recelvab]es from customers primarily consist of amounts due on cash and margin
securities'transactions. The value of securities owned by customers and held as collateral for these
receivables is not reflected in the statement of financial condition. No allowance for doubtful accounts -
is considered necessary. Payables to customers primarily represent cash on deposn with the Company.

|
Officers, Dtrectors, and Affiliates—Receivables from and payables to ofﬁcers directors, and affiliates
result from securities transactions executed in the ordinary course of business and carry the same terms

and conditions as transactions with nonrelated parties.

Others—Receivables from others result primarily from the Company’s brokel‘"age activities.

-
. -
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5. MARKETABLE SECURITIES AND SECURITIES SOLD, NOT YET PURCHASED

The components of marketable securities and securities sold, not yet purchased at December 31, 2006,
are as follows:

Sold, Not Yet

' Owned Purchased
State and municipal obligations $ 30,198 $
Mortgage-backed securities 75,612
Corporate stocks ' 32,888
Certificates of Deposit and other . 276
Corporate bonds, debentures, and notes 11,858 419
U.S. Treasury obligations 19 12,237
150,851 12,656
Less marketable securities pledged as collateral for
repurchase agreements . 53,425
Total $ 97426 $12,656

6. BORROWINGS
The Comp:any had no short-term bank borrowings outstanding at December 3 li, 2006. During the year,
short-term borrowings averaged $23,009, with a maximum indebtedness of approximately $63,300. The
weighted-average interest rate on these borrowings approximated 5.69% for the year ended
December 31, 2006. ;
As of and for the year ended December 31, 2006, the Company had no outstan:ding obligations that were '
subordinated to claims of general creditors. i !

7. NET CAPITAL REQUIREMENTS

The Company is subject to the Uniform Net Capital Rule 15¢3-1 (the “Rule™) under the Securities
Exchange'Act of 1934, The Company has elected to compute its net capital requrrement under the
aggregate. indebtedness method of the Rule, which does not allow aggregate indebtedness to exceed I
15 times net capital. At December 31, 2006, the Company had an aggregate mdebtedness to net capital |
ratio of 2.14 to 1 with $78,062 of net capital, which was $66,916 in excess of i 1ts requrred minimum net
capltal of $11,146. The Company is also subject to the Commodity Futures Tradmg Commission’s
minimum financial requirements (Regulation 1.17).

8. INCOME TAXES |

On September 6, 2006, the Company was acquired by SI Holdings Inc. (an S Corporatton for tax
purposes). The parent and Company made a Qualified Subchapter S election, effeetwe September 6,
2006. At that date, the net deferred tax asset was released into the current year tax provision as a
Qualified Subchapter S Corporation bears no entity level tax and as such any temporary differences that -
existed have no future tax benefit.

i




10.

EMPLOYEE BENEFIT PLANS

The Company has a 401(k) profit sharing plan covering employees who have completed six months of
employment at the beginning of the next quarter, with a minimum of 500 hours worked The required
Company contributions for each plan year are 100% of each eligible partmpant s contributions which

do not exceed an amount equal to 2% of pay, up to $100,000, and three-quarters of 2% above $100,000 -
up to the legal timit. Contributions in excess of the required Company contrlbutlons are at the discretion|
of the Company s board of directors. Participants are fully vested in the Company s contributions after
five years, of service, and have graduated vesting up to the five years. Forf'e1tures of the Company’s
contributions are used to pay for plan expenses or to increase the Company’s contrlbutlons Employees |
are cligible to make contributions to the plan beginning on the first payroll date of the second calendar
month following the employee’s date of hire. .

The Company participates in a nonqualified, unfunded deferred compensation lplan (the “Plan™)} with
affiliated entities that permits eligible participants to defer a portion of their compensatlon and earn
interest on amounts deferred, including interest. Participants in the Plan are vested |mmed1ately For
2006, the Company did not allow participants to contribute to the Plan. The Plan provrdes for payments
after a mmtmum deferral period of three years, with additional payment provisions upon retirement,
termmanon death, or disability. At December 31, 2006, the Company’s recorded liability related to the
Plan was $5,007. |

RELATED-PARTY TRANSACTIONS

As of December 31, 2006, the Company has purchased securities from an affi llated entity under
agreements to resell totaling $14,964 with collateral held by the Company, Wthh is included in
securities purchased under agreement to resell. |

The Company rents certain real property from an affiliate and other related pames under noncancelable
operating leases. At December 31, 2006, the future minimum rental commitments under these leases are ¢
as follows: ' !

Years Ending

December 31 Amount
2007 $ 3,144

2008 3,226
2009 3,311

2010 3,398
2011 3,343

Thereafter 12,121

$28,543
[
’ . . . . | .
The Company pays various expenses on behalf of an affiliated entity which are attributable to the
operations of that entity. Subsequently, the affiliate reimburses the Company for expenses paid on its
behalf. The receivable balance from affiliated entities as of December 31, 2006 was approximately $833,
which is included in receivables from officers, directors, and affiliates.. The Company executes and

settles various securities transactions with officers, directors, and affiliates. i
I

!

The Company holds a position in marketable securities of compames in whlchloﬁ' icers, directors, and
affiliates are members of the Boards of Directors. Total investment in related entities was $11,546,
which is included in marketable securities. :
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COMI\/II’I‘MENTS AND CONTINGENCIES

In addmon to the lease commitment discussed in Note 10, the Company has commitments related to
other offic ce space and software maintenance agreements. At December 31, 2006 the future minimum
payments required under these agreements are as follows:

Years Ending

December 31 ‘ Amount
2007 $ 5,822
2008 3,948
2009 3,342
2010 : 2,938
2011 2,533
Thereafter 3,146

$21,729

The Company is a defendant in several lawsuits and arbitrations, which arose from its;usual business
activities. Certain of these lawsuits arose from the Company’s participation as a member of the selling !
group or the underwriting syndicate in public offerings of securities. The Company also is involved,
from tnmerto time, in investigations and proceedings by governmental and self—regulatory agencies,
certain of whlch may result in adverse judgments, fines, or penalties. Although the ultlmate outcome of
these actions cannot be ascertained at this time, and the results of legal proceedmgs cannot be predlcted
with certalnty, management, based on its understanding of the facts and consultatlon with outside
counsel, does not believe that the ultimate resolution of these matters will have a matertally adverse
effect on the Company’s financial position.

The Company is named as a defendant in a lawsuit as an underwriter in the 1ssi1ance of $69.5 million of
municipal bonds. The issuer of the bonds has defaulted. The insurer of the bonds alleges that the
Company made negligent and fraudulent misrepresentations and omissions of fact in soltcmng the f
insurer’s commitment to insure the interest and principal payments on the bonds The insurer is seeking
unspemﬁed damages and an indemnification for all monthly interest and 'mnual prlnt:lpal payments it
makes to the bondholders pursuant to its insurance policy. The Company strongly disputes the
allegatxons and intends to vigorously defend itself in this matter. At this stage, the Company cannot
assess the likelihood of an unfavorable outcome or estimate the amount of potentlal liability to the
Company if the plaintiff were to prevail on any of its claims. :

The Company also provides guarantees to securities clearinghouses and exchanges under their standard
membershtp agreement, which requires members to guarantee the performance of other members. Under
the agreement if another member becomes unable to satisfy its obligations to the clearmg house, other '
members would be required to meet shortfalls. The Company’s liability under these agreements is not
quantiﬁable and may exceed the cash and securities it has posted as collateral. lHowever the potential
requlrement for the Company to make payments under these arrangements is remote Accordmg]y, no
liability has been recognized for these transactions.

The Company provides indemnification in connection with securities offering transacnons in which it is
involved. When the Company is an underwriter or placement agent, it provndes a hmlted indemnification
to the i 1ssuer related to its actions in connection with the offering and, if there are other underwriters,
mdemmﬁcatlon to the other underwriters intended to result in an appropriate sharmg of the risk of
partncnpanng in the offering. It is not possible to quantify the aggregate exposure to the Company




S o B - . * N P

12.

resulting f'rom these types of indemnification provisions. The Company has not recorded a liability for
such exposure as the likelihood of being required to pay is remote.

D[SCLOSURES ABOUT FENANCIAL INSTRUMENTS .

! !
Fair Value Information—The Company’s financial instruments include cash and cash equivalents;
receivables from and payables to brokers and dealers, customers, officers, dlrectors and affiliates, and
others; securities purchased under agreements to resell; short term borrowings and securmes sold under
agreements to repurchase. Customer receivables, primarily consisting of floatlng rate loans collateralized:
by margin securities, are charged interest at rates similar to other such loans made throughout the
industry. The Company’s remaining financial instruments are short-term in nature and generally bear
interest at prevailing market rates. Accordingly, management believes that the carrymé amounts are
reasonable estimates of fair value.

off- Balance-Sheet Risk—The Company enters into various transactions mvolvmg oﬁ' balance-sheet
financial mstruments which primarily include securities purchased and sold on a when issued basis,
securities to—be announced, and options. These off-balance-sheet financial mstruments are used -
primarily to meet the needs of customers. Although these financial mstruments are subJect to various
degrees of market and credit risks, these activities are not a significant portion of the Company’s
business.

The Company has sold securities not yet purchased and, therefore, will be obliigated to purchase such
securities at a future date. The Company has exposure to losses if the market values of these securities
increase prior to purchase. )
The Company s clearance activities involve the execution, settlement, and ﬁna‘ncmg of various customer
securities and commodities transactions on either a cash or margin basis. In margin transacnons, the [
Companylextends credit to the customer, subject to various regulatory and mtemal margm requirements,’
collateralized by cash and securities in the customer’s account. Customer transactlons may expose the
Company to off-balance-sheet risks in the event the customer is unable to fulf' il its contractual |
obhgatlon or the margin requirements are not sufficient to fully cover losses that the customer may
incur. The Company controls this risk by establishing credit limits for such actmtles and monitoring its
customers’ compliance and exposure on a daily basis. i

|
As a registered futures commission merchant, the Company introduces custorr{er transactions to another ;
broker on'a fully disclosed basis that involve the purchase and sale of commodrty futures contracts
(including options on futures), but it does not carry any accounts related to commodmes transactions for!
customers. i |
The Company has sold futures contracts on Treasury instruments as a hedge algainst certain positions in
the Company’s munlclpal bonds inventory. The face amount of the futures cohtracts outstanding at
December 31, 2006 was $1,598. |

The Company is exposed to credit risk on the futures contracts in the event thzit the dealer involved in
the transaction fails to honor the contracts. The Company believes that its credmand settlement -
procedures minimize this risk. The Company is also exposed to market risk, Wthh is substantially !
dependent upon the value of the underlying financial instruments and is affected by market forces such |
as volatility and changes in interest and foreign exchange rates.

-10 -




13. COLLATERAL ‘
The Company receives collateral in connection with resale agreements, securmes borrowed transactions,
and customer margin loans. Under many agreements, the Company is permlrted to sell or repledge the
securities held as collateral and use the securities to enter into securities lendm;g arrangements or deliver |
to counterparties to cover short positions. At December 31, 2006, the fair value of securities received as
collateral where the Company is permitted to sell or repledge the securities was $174,873 and the fair
value of the collateral that had been sold or repledged was $177,136.

* ok ok ok K %
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USA

Tel: +1 501 370 3600
' Fax: #1501 3757817

www.deloitte.com
SUPPLEMENTAL REPORT ON INTERNAL CONTROL REQUIRED BY !
RULE 17a-5 UNDER THE SECURITIES EXCHANGE ACT OF 1934 AND
REGULATIO?;I 1.16 OF THE COMMODITY FUTURES TRADING COMMISSION

To the Board of Directors of
Stephens Inec.:

In planning and performing our audit of the financial statements of Stephens Inc (the “Company™) as of
and for the year ended December 31, 2006 (on which we issued our report dated February 20, 2007), in
accordance with auditing standards generally accepted in the United States of Amerlca we cons:dered the
Company’s internal control over financial reportmg (internal control) as a basis for de51gn|ng 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. Accordmgly, we do not
express an oplmon on the effectiveness of the Company’s internal control.

Also, as requ1red by Rule 17a-5(g)(1) under the Securities Exchange Act of 1934, \w\;e have made a study
of the practlces and procedures, including tests of compliance with such practices and procedures
followed by the Company, that we considered relevant to the objectives stated in Rule l'faS(g) (1)in
making the perrodlc computations of aggregate indebtedness and net capital under Rule 17a-3(a)(! 1) and
the reserve requlred by Rule 15¢3-3(e); (2) in making the quarterly securities examr'natlons counts,
verifications, and comparisons, and the recordation of differences required by Rule ‘l7a-l3 (3} in
complying wnth the requirements for prompt payment for securities under Section S;Of Regulatlon T of
the Board of Governors of the Federal Reserve System; and (4) in obtaining and mamtammg physical

possession or control of all fully paid and excess margin securities of customers as rlequued by Rule 15¢3-
3.

We did not revrew the practices and procedures followed by the Company in makmg the daily
computations of segregation requirements of Section 4d(2), because the Company does not maintain
customer commodities accounts or hold foreign futures or foreign options. i
The management of the Company is respon51ble for establishing and maintaining m‘ternal control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this respon51b111ty, estimates
and Judgmentslby 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 Ob_]CCIlVCS Two of the
objectives of internal control and the practices and procedures are to provide managemem 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 authorlzatlon and recorded properly to permit preparation of ﬁnancral statements in
conformity with generally accepted accounting principles. Rule 17a-5(g) lists addmona] obJectwes of the
practices and procedures listed in the preceding paragraph.
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Because of 1nherent 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 condmons or that the
effectiveness of their design and operation may deteriorate.

A control deﬁcrency 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 combmanon 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 prmcrples such that there
is more than a remote likelihood that a misstatement of the entity’s financial stateme:nts 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 deﬁcrencres 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 ﬁrlst and second
paragraphs and,would not necessarily identify all deficiencies in internal control that mrght be material
weaknesses. We did not identify any deficiencies in internal control and control actwrtles for
safeguarding secuntles 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 thlS report are considered by the SEC to be adequate for its purposes m’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 understandmg and on our study, we believe that the Company's pracnces 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 New York Stock Exchange, Inc, and other regulatory agencies that rely on'Rule 17a- 5(g) under
the Securities Exchange Act of 1934 in their regulation of registered broker-dealers, Vand is not intended to
be and should not be used by anyone other than these specified parties. [
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Yours truly,

D aloith ¢ Towdhe LLP

February 21, 2007
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