HUEA —

SECUL SION : :
07005642 ) OMB Number 3235-0123 \W

Expires: January 31, 2007
Estimated average burden

GANNUAL AUD'TED REPORT hours perresponse.. ., ., 12.00
FORM X-17A-5 SEC FILE NUMBER
PART i B- 53144

a\} 151 FACING PAGE
Inforrﬁ%;zi‘o\ryl}’equired of Brokers and Dcalers Pursvant to Section 17 of the
Seécurities Exchange Act of 1934 and Rule 17a-5 Thercunder

REPORT FOR THE PERIOD BEGINNING 0170172006 AND ENDING _ 12/3172006
MM/DDAY MADEYY

A. REGISTRANT IDENTIFICATION

NAME OF BROKER-DEALER:  Jefferies Partners Opportunity Fund U1 LLC OFFICIAL USE ONLY

ADDRESS OF PRINCIPAL PLACE OF BUSINESS: (Do not use .O. Box No.) FIRM 1.D. NO.

__The MetroCenter. One Station Place. Three Nonh

{No and Strecr)

Stamford Comecticut 06902-6800

(Cayy {Stite) (Zip Code)

NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT
___Robent ). Welch {203) 708-3800

tATer Code - Felephone Numben

B. ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*

KPMG LLP

(Name - sfindividual. state last. firse. middle name)

345 Park Avenue New York New York 10154
tAddiess) 1C1y) {St1ate) (Zip Codel

CHECK ONE:

Certified Public Accountant -
. Pﬂ@CEQQﬁD
J Public Accountant Wit
L] Accountant not resident in United States or any of its possessions. I MaR 2 9 2007
FOR OFFICIAL USE ONLY D TEorenw
FuANGIAL

*Claims for exeaprion from the requirement that the unnmal report be covered by the opinion of aun independent public accomiuom
nust be supported by a statement of facts and circumsiances retied on as the basis for the exempiion. See Section 2401 7u-53ic 12}

Polential persons who are to respond to the collection of
information contained in this form are not required to respond
SEC 1410 (06-02) unlessthe form displays a currently valid OMB control number.




OATH OR AFFIRMATION

Robert ). Welch . swear {or affirm) that. 1o the best of

my knowledge and beliel the accompanying financial statement and supponing schedutes pertaining to the firm of
Jefferies Partners Opportunity Fund 1J1L LLC oo . as
December 31. . 2000 . are true and correct. | further swear {or affirm) that

of

neither the company nor any partner, proprictor. principal officer or director has any proprietary interest in any

account classificd solely as that of a customer. except as follows:
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Facing Page.

Statement of Financial Condition,

Statement of Income (Loss).

Statement of Changes in Financial Condition.

Statement of Changes in Stockholders’ Equity or Partners™ or Sole Proprietors™ Capital.

S1atement of Changes in Liabilities Subordinated to Claims of Creditors.

Computation of Net Capital.

Computation for Determination of Reserve Requirements Pursuant to Rulte 15¢3-3

Information Relating 1o the Possession or Control Reguirements Under Rule H5¢3-3.

A Reconciliation. including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination ol the Reserve Requirements Under Exhibit A of Rule 15¢3-3

A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

An Oath or Alfirmation.

(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.

**Lor conditions of confidential ireatment of certain portions of this filing. see section 2401 7a-3(¢)(3).
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KPMG LLP
345 Park Avenue
New York, NY 10154

Independent Auditors’ Report

Member of Jefferies Partners Opportunity Fund III, LLC:

We have audited the accompanying statement of financial condition of Jefferies Partners Opportunity
Fund III, LLC (the Fund) as of December 31, 2006, and the related statements of earnings, 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 Fund’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 consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumsiances, but not for the purpose of expressing an opinion on the effectiveness of the Fund’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 financial statements referred to above present fairly, in all material respects, the
financial position of Jefferies Partners Opportunity Fund III, LLC as of December 31, 2006, and the results
of its operations and its 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 supplementary information included in the accompanying schedule 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 23, 2007

KPMG LLF a U.S. imited liability partnarship, is tha US.
member fitm of KPMG International, 8 Swiss Cooperatve.




JEFFERIES PARTNERS OPPORTUNITY FUND II1, LLC
Statement of Financial Condition

December 31, 2006

Assets

Cash and cash equivalents

Total assets

Liabilities and Member’s Equity
Liabilities:
Due to affiliate

Total liabilities

Member’s equity

Total liabilities and member’s equity

See accompanying notes to financial statements.

446,304

446,304

35,889

35,889
410,415

446,304




JEFFERIES PARTNERS OPPORTUNITY FUND III, LLC
Staternent of Earnings
Year ended December 31, 2006

Revenues:
Interest
Dividends

Total revenues

Expenses:
Professional fees and other

Total expenses

Net earnings

See accompanying notes to financial statements,

7,441
12,067

19,508

10,625

10,625

8,883




JEFFERIES PARTNERS OPPORTUNITY FUND III, LLC
Statement of Changes in Member’s Equity
Year ended December 31, 2006

Balance, December 31, 2005
Net earnings
Balance, December 31, 2006

See accompanying notes to financial statements.

Member’s
equity
$ 401,532
8,883
b 410415




JEFFERIES PARTNERS OPPORTUNITY FUND III, LLC
Statement of Cash Flows
Year ended December 31, 2006

Cash flows from operating activities:
Net earnings

Adjustments to reconcile net earnings to net cash provided by operating activities:
Changes in operating liabilities:
Increase in due to affiliate

Net cash provided by operating activities
Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

See accompanying notes to financial statements.

8,883

10,625

19,508

19,508
426,796

446,304
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JEFFERIES PARTNERS OPPORTUNITY FUND III, LL.C
Notes to Financial Statements
December 31, 2006

Summary of Significant Accounting Policies

Jefferies Partners Opportunity Fund III, LLC (the Fund) is a Delaware limited liability company.
Jefferies & Company, Inc. (Jefferies) provided the initial capital funding on January 19, 2001, and as of
December 31, 2006, is the sole member of the Fund. The investment objective of the Fund is to generate
returns for its members by making, holding, and disposing of a diverse portfolio of primarily below
investment grade debt and equity investments. The Fund was established to offer members the opportunity
to participate in the trading, investment, and brokerage activities of the High Yield Department of Jefferies.
The Fund will employ a trading and investment strategy substantially similar to that historically employed
by Jefferies’ High Yield Department. The Funds intends to acquire, actively manage, and trade a diverse
portfolio of primarily non-investment grade investment consisting of the following three asset groups:
High Yield Debt, Special Situation Investments, and, to a lesser extent, Bank Loans. The Fund has
appointed Jefferies to serve as manager to the Fund (the Manager). The Fund will participate in the trading
and investment activitics of the High Yield Department on an equivalent basis with Jefferies. To permit
such participation, the Fund has been registered as a broker-dealer under the Securities Exchange Act of
1934 and with the National Association of Securities Dealers.

The Fund was due to terminate on January 18, 2007. The term of the Fund was extended, as permitted,
until January 17, 2008, unless extended for up to two successive one-year terms (see note 4).

The Fund claims an exemption from Rule 15¢3-3 as of December 31, 2006 based on Section (k)(2)(ii).
Securities transactions are cleared through an affiliated broker-dealer on a fully disclosed basis. The Fund
does not execute any securities transactions with or on behalf of any customers.

The Fund prepares its financial statements in conformity with accounting principles generally accepted in
the United States of America (U.S. GAAP).

(@) Statement of Cash Flows

For purposes of the statement of cash flows, the Fund has defined cash equivalents to be highly
liquid investments with original maturities of 90 days or less.

(b}  Securities Transactions

Transactions in securities are recorded on a trade-date basis. Securities owned are valued at market,
and unrealized gains or losses are reflected in revenues from principal transactions.

(¢) Fair Value of Financial Instruments

The Fund’s financial instruments, which consist of cash and cash equivalents, are carried at fair
value.

6 {Continued)
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JEFFERIES PARTNERS OPPORTUNITY FUND III, LLC
Notes to Financial Statements

December 31, 2006

(d) Federal and State Income Taxes

Under current federal and applicable state limited hability company tax laws and regulations, limited
liability companies with only one member are disregarded as an entity separate from its owner,
unless an election has been made to classify the entity as an association taxable as a corporation, As
the Fund has not made such an election, the Fund will be disregarded as an entity separate from its
owner and will not be subject to income taxes. For income tax purposes, income or losses are
included in the tax return of the member. Therefore, no provision for income taxes has been made in
the Fund’s financial statements. If such provision for income taxes had been made in the Fund’s
financial statements, the resulting tax provision would have been approximately $3,542.

(e) Allocation of Income and Expense

Income and expense are allocated 100% to the members based on the pro rata share of their capital
contributed to the Fund.

(f  Use of Estimates

The preparation of financial statements in conformity with U.S. GAAP requires management of the
Fund to make estimates and assumptions relating to the reporting of assets and liabilities. Actual
results could differ from those estimates.

Related Party Transactions

Cash and cash equivalents at December 31, 2006 represents amounts held on deposit at Jefferies in a
brokerage account,

Due to affiliate is payable to Jefferies, primarily as reimbursement for professional fees and other general
and administrative expenses and is repayable at the discretion of Jefferies.

Included in capital is an investment in the Fund by Jefferies of $400,000.

Net Capital Requirement

The Fund is subject to the Securities and Exchange Commission (SEC) Uniform Net Capital
Rule (Rule 15¢3-1), which requires the maintenance of minimum net capital. The Company has elected to
use the alternative method permitted by Rule 15¢3-1, which requires that the Company maintain minimum
net capital, as defined, equal to the greater of $250,000 or 2% of aggregate debit balances arising from
customer transactions, as defined.

At December 31, 2006, the Fund had net capital of $401,492, which was $151,492 in excess of required
net capital.

Subsequent Events

On January 15, 2007, the Manager elected to extend the Fund’s term until January 17, 2008. The Fund wilt
be in effect until January 18, 2008, unless extended for up to two successive one-year terms.
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JEFFERIES PARTNERS OPPORTUNITY FUND III, LL.C

Computation of Net Capital under Rule 15¢3-1(a)(1)(ii)
of the Securities and Exchange Commission
Using the Alternative Net Capital Requirement

December 31, 2006

Net capital:
Total member’s equity $
Total adjustments to net capital

Net capital before haircuts on securities

Haircuts on securities

Net capital

- Computation of basic net capital requirement:

Minimum net capital required

Net capital in excess of requirement $

Schedule

410,415

410,415
(8,923)

401,492

250,000

151,492

Note:  The computation of net capital under Rule 15¢3-1(a)(1)(ii) as of December 31, 2006, as computed

by Jefferies Partners Opportunity Fund III, LLC in its Form X-17a-5, Part II, filed with NASD

Regulation, Inc. on January 25, 2007, does not differ from the above computation, which is based

upon the audited financial statements.

* See accompanying independent auditors’ report.



INUTINARS S KPMG LLP

- 345 Park Avanue
New York, NY 10154

Independent Auditors’ Report on
Internal Control Required by Rule 17a-5

Member of Jefferies Partners Opportunity Fund III, LLC:

In planning and performing our audit of the financial statements and supplementary schedule of Jefferies
Partners Opportunity Fund IIT, LLC (the Fund), 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
Fund’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
expressing an opinion on the effectiveness of the Fund’s internal control. Accordingly, we do not express
an opinion on the effectiveness of the Fund’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 Fund 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 computattons of 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 Fund 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
Fund 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.

The management of the Fund 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 Fund 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) lists additional objectives of the practices and
procedures listed in the preceding paragraph.

Because of inherent limitations in internal control and the practices and procedures referred to above, error
or fraud may occur and not be detected. Also, projection of any evaluation of them to future periods is
subject to the risk that they may become inadequate because of changes in conditions or that the
effectiveness of their design and operation may deteriorate.
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