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OATH OR AFFIRMATION

I, Yaman Sencan, swear (or affirm) that, to the best of my knowledge and belief the accompanying
financial statement and supporting schedules pertaining to the firm of Mercator & Associates LLC., as of
December 31, 2008, are true and correct. 1 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

R. 1. BURNS
.:‘f\- Commission # 1722794
g 557 Notary Public - California !

¢ Sy orange countv
This report ** contains (check all applicable boxcs):

Independent Auditors’ Report

B (a) Facing page.

{b) Statement of Financial Condition.
M (c) Statement of Income (Loss).

& (d) Statement of Cash Flows.
7}
O
%}
O
O
O

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

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital.

(h) Computation of Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

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

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

(1)  An Qath or Affirmation.

O (m) A copy of the SIPC Supplemental Report.

O (n) A report describing any material inadequacies found to exist or found to have existed since the

date of the previous audit.

** For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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MERCATOR & ASSOCITES.
STATEMENT OF FINANCIAL CONDITION
AND SUPPLEMENTARY INFORMATION
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INDEPENDENT AUDITORS’ REPORT ON
INTERNAL CONTROL
FOR THE YEAR ENDED
DECEMBER 31, 2006




TARVARAN, ASKELSON & {4 > 7

CERTIFIED PUBLIC A.CICIODIVINETAINRIES

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 intemal control would not necessarily disclose all matters in internal control
that might be material weaknesses under standards established by the American Institute 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 its 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 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.

Tarvaran Askelson & Company, LLP

\ SRR AN DS YEEL SORDS &/ oo -y

Irvine, California
February 27, 2007

23974 Aliso Creek Road, Suite 395 Laguna Niguel, CA 92677
Office: (949) 36|0-0545 WWW . PUBLICCOMPANYCPAS.COM  Fax: (949) 606-0329
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Independent Auditors’ Report on Internal Control Required by SEC Rule 17a-5

Board of Directors
Mercator & Associates
Rancho Santa Fe, California

In planning and performing our audit of the financial statements and supplemental schedules of
Mercator & Associates. (the Company), for the year ended December 31, 2006, we considered
its internal control, including control 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 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 (or aggregate debits) and net capital
under rule 17a-3(a)(11) and for determining compliance with the exemptive provisions of rule
15¢3-3. Because the Company does not carry 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 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 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 executed in accordance with
management’s authorization and recorded properly to permit the preparation of financial
statements in accordance with accounting principles generally accepted in the United States of
America. Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the
preceding paragraph.

23974 Aliso Creek Road, Suite 395 Laguna Niguel, CA 92677

Office: (949) 360-0545 WWW. PUBLICCOMPANYCPAS.COM  Fax: (949) 606-0329




MERCATOR & ASSOCIATES
SCHEDULE IV
SCHEDULE OF SEGREGATION REQUIREMENTS AND
FUNDS IN SEGREGATION FOR CUSTOMERS’
REGULATED COMMODITY FUTURES AND OPTIONS ACCOUNTS
FOR THE YEAR ENDED DECEMBER 31, 2006

Not applicable.
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MERCATOR & ASSOCIATES
SCHEDULE IIT
INFORMATION RELATING TO POSSESSION OR CONTROL
REQUIREMENTS UNDER RULE 15¢3-3 OF
THE SECURITIES AND EXCHANGE COMMISSION
FOR THE YEAR ENDED DECEMBER 31, 2006

The Company is claiming an exceptiont from Rule 15¢3-3 under provision 15¢3-3(k)(2)(ii).
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MERCATOR & ASSOCIATES
SCHEDULE 11
COMPUTATION FOR DETERMINATION OF
RESERVE REQUIREMENTS UNDER RULE 15¢3-3 OF
THE SECURITIES AND EXCHANGE COMMISSION
DECEMBER 31, 2006

The Company is claiming an exception from Rule 15¢3-3 under provision 15¢3-3(k)(2)(ii).




MERCATOR & ASSOCIATES
SCHEDULE 1
COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1 OF
THE SECURITIES AND EXCHANGE COMMISSION

DECEMBER 31, 2006
Net capital:
Total stockholder’s equity from statement of financial
condition $ 50,212
Deductions:
Non-allowable assets:
Prepaid expenses and other assets $ 7,455
Property & equipment 5,967
13,422
Tentative net capital 36,790
Haircuts
Other securities -
Net capital $ 36,790
Total aggregate indebtedness $ 15,513
Minimum net capital required 5 5,000
Excess net capital $ 31,790
Ratio of aggregate indebtedness to net capital 042to 1
Reconciliation with Company’s computation (included in $ 36,790
Part 11-A of form X-17A-5 as of December 31, 2006):
Net capital as reported in Company’s Part 11-A
(unaudited} FOCUS report
Audit Adjustments to property and equipment -
Net capital per above $ 36,790

11
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MERCATOR & ASSOCIATES
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2006

NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission’s Uniform Net
Capital Rule (Rule 15¢3-1), which requires the maintenance of minimum net capital and
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 $36,790, which was $31,790
in excess of its required net capital of $5,000. The Company’s ratio of aggregate
indebtedness to net capital was 1.42 to 1.

RESERVE REQUIREMENTS FOR BROKERS OR DEALERS

The Company is exempt from the provisions of Rule 15¢3-3 (pursuant to paragraph
(k)(2)(ii) of such rule) of the Securities Exchange Act of 1934 as an introducing broker or
dealer that carries no customer accounts, promptly transmits all customer funds and
delivers all customer securities received to the clearing broker, and does not otherwise
hold funds or securities of customers or dealers. Because of such exemption, the
Company is not required to prepare a determination of reserve requirement for brokers or
dealers.




MERCATOR & ASSOCIATES
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2006

4.

S.

LIABILITIES SUBORDINATED TO CLAIMS OF GENRAL CREDITORS

The Company had no borrowings under subordination agreements at December 31, 2006.

PROPERTY AND EQUIPMENT

Office equipment A 978
Furniture and fixture 5,460
Technology 8,749
Tenant Improvement 945
16,132

Less: accumuiated depreciation (10,304)
$ 5,967

COMMITMENTS AND CONTINGENT LIABILITIES

Settlement of Securities Transactions

The Company is obligated to settle transactions with brokers and other financial
institutions even if its customers fail to meet their obligations to the Company. Customers
are required to complete their transactions on the settlemenmt date, gencrally three
business days after trade date. 1f customers do not fulfil! their contractual obligations, the
Company may incur losses. The Company has established procedures to reduce this risk
by requiring deposits from customers for certain types of trades.

Leases
The Company does not maintain any lease commitments as of December 31, 2006.

CONCENTRATION OF CREDIT RISK

The Company is engaged in various trading and brokerage activities. Counterparties to
these activities primarily include broker/dealers, banks and other financial institutions. In
the event counterparties do not fulfill their obligations, the Company may be exposed to
risk. The risk of default depends on the creditworthiness of the counterparty or issuer of
the instrument. It is the Company’s policy to review, as necessary, the credit standing of
each counterparty with which it conducts business.




MERCATOR & ASSOCIATES
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2006

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Property and Equipment

Furniture and equipment are stated at cost less accumulated depreciation. Additions,
renovations, and improvements are capitalized. Maintenance and repairs which do not
extend asset lives are expensed as incurred. Depreciation is provided using straight-line
over the estimated useful lives of the assets (generally 3 to 7 years).

Income Taxes

Income taxes, if any are the liability of the individual member’s, Accordingly, no
provision for federal income taxes is reflected in the accompanying financial statements.
State income taxes have been provided at the reduced rate applicable to limited liability
companies.

Cash and Cash Equivalents

For purpose of the statement of cash flows, cash equivalents represent all highly liquid
debt instruments purchased with maturities of three months or less.

Concentration of Credit Risk

The Company maintains cash balances and deposits with financial institutions.
Management performs periodic evaluations of the relative credit standing of these
institutions. The Company has not sustained any material credit losses from these
instruments.

Fair Value of Financial Instruments

Substantially all of the Company’s financial instruments are carried at fair value.
Receivables and payables are carried at cost or cost plus accrued interest, which
approximate fair value.

LIABILITIES SUBORDINATED TO CLAIMS OF GENRAL CREDITORS

The Company had no borrowings under subordination agreements at December 31, 2006.




MERCATOR & ASSOCIATES
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2006

ORGANIZATION

Mercator & Associates (the Company), is a limited liability company under the laws of
the State of Delaware. The Company’s sole member is Elan Acquisitions, LLC. Under
the Articles of Organization, the Company shall automatically terminate on January 1,
2052. Members may elect to terminate the Company sooner or continue the Company
upon termination as provided in the Articles. Net profit and losses shall be allocated to
members in proportion to their membership interest.

The Company is a registered broker-dealer licensed by the United States Securities and
Exchange Commission (*SEC”) and is a member of the National Association of
Securities Dealers and the Securities Investor Protection Corporation. The Company
provides broker-dealer services to institutional customers as a introducing broker dealer
transacting securities on a fully disclosed basis.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates

The preparation of financial statements is in conformity with accounting principles
generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements, and
the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates.

Securities Transactions

Customer commission income and related commission and clearing expenses are
recorded on a trade date basis.

Impairment of Long-Lived Assets

The Company reviews the carrying values of its long-lived and intangible assets for
possible impairment whenever events or changes in circumstances indicate that the
carrying amount of the assets may not be recoverable. No impairment losses were
recorded in 2006.




MERCATOR & ASSOCIATES
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2006

Cash flows from operating activities:
Net income

Adjustments to reconcile income to net cash provided by operating
activities:
Depreciation expense
Changes in operating assets and liabilities:
(Increase) decrease in assets:
Receivable from clearing broker
Prepaid expense and other current assets
Increase (decrease) in liabilities:
Accounts payable
Accrued liabilities

Net cash used by operating activities
Cash flows from by investing activities:
Changes in financing asset:
Acquisition of assets
Net cash used by investing activities
Cash flows from financing activities:
Member contributions
Member distributions
Net cash provided by financing activities
Net change in cash

Cash, beginning of the year

Cash, end of the year

See independent auditors’ report and accompanying notes

(87,621)

4,337

986
3,945

896
10,747

(66,710)

(978)

(978)

73,285
(4,600)

68,685

997

51,266

52,263




MERCATOR & ASSOCIATES
STATEMENT OF CHANGES IN MEMBER’S EQUITY
FOR THE YEAR ENDED DECEMBER 31 2006

Balance, at beginning of year $ 69,148

Current year activity:

Member contributions 73,285
Member distributions (4,600)
Net loss ~ current year (87,621)
Balance, at end of year $ 50,212

See independent auditors’ report and accompanying notes 4




MERCATOR & ASSOCIATES
STATEMENT OF OPERATIONS
FOR THE YEAR ENDED DECEMBER 31, 2006

Revenues:
Commissions $ 111,507
Other income 3,844
Total revenues 115,351
Expenses:
Floor brokerage and clearing charges 35,195
Employee compensation and benefits 55,050
Compliance, levy and regulatory fees 24,992
Communications 12,565
Occupancy and equipment 19,422
Depreciation 4,337
Insurance 615
Office expense 16,220
Travel and entertainment 2,649
Professional fees 17,539
Other 14,193
Total expenses 202,777
Income before provision for income taxes (87,426)
Income taxes (195)
Net income $ (87,621)

See independent auditors’ report and accompanying notes




MERCATOR & ASSOCIATES
STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2006

ASSETS
Current assets:
Cash and cash equivalents
Receivable from clearing broker
Prepaid expenses and other current assets

Total current assets

Property and equipment, at cost, net of accumulated depreciation of $10,165

(Note 5)

Total assets

LIABILITIES AND STOCKHOLDER’S EQUITY
Current liabilities:
Accounts payable
accrued liabilities
Total current liabilities

Commitments and contingent liabilities (Note 6)

Member’s equity:

Total liabilities and member’s equity

See independent auditors’ report and accompanying notes

52,263
40
7,455

59,758

5,967

65,725

1,696
13,817

15,513

50,212

65,725
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INDEPENDENT AUDITORS’ REPORT

Board of Directors
Mercator & Associates
Rancho Santa Fe, California

We have audited the accompanying statement of financial condition of Mercator & Associates
(the Company) as of December 31, 2006, and the related statements of operations, 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 auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Mercator & Associates at December 31, 2006 and the results of its
operations and its cash flows for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in Schedules I, 11, and Il 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.

Tarvaran Askelson & Company, LLP
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Irvine, California @
February 27, 2007 z
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