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OATH OR AFFIRMATION
fo, Lawrence Herold , swear (or affirm) that, to the best of
~ my knowledge und belief the accompanying financial statement and supporting schedules pertaining to the firm of
’ Bernard Herold & Co., Inc. . * , as

of __ December 31 5 2006 , are trie and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interesl in any account
classified solely as that of a customer, except as follows:

DAVID S. LOCKER ﬁ M

Notary Public, State of New York Signature
No. 01L04970053 : 10
Qualified in New York County : [\&f .
Commission Expires July 30, 2010 Title

@JJ/

Notary Public

This report ** contains (cheek all applicable boxes):

(a) Facing Page.

(b} Statement of Financial Condilion,

(c) Statement of Income (Loss).

(d) Statement of Changes in Financia! Condition.

(e) Statement of Changes in Stockholders’ Equuly or Partners’ or Sale Proprietors” Capital.

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

(g) Computation of Net Capital. .

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

(i) Information Reluting 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¢3-3 and the
Compulation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

{k) A Reconcilialion between thc audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

(1) An QOath or Affirmation.
{m) A copy of the SIPC Supplemental Report.
{n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

O ODO0OKKEEKEEEK

OO

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




Citrin Cooperman & Company, LLP

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS' REPORT

To the Shareholders
Bernard Herold & Co., Inc.
New York, NY |

We have audited the accompanying statement of financial condidon of Bernard Herold & Co., Inc. as of
December 31, 2006, and the telated statements of income, changes in shateholders' equity, changes in
subordinated liabilities, 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 consideration
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
also includes examining, on a test basis, evidence supporting the amounts and disclosutes in the financial
statement, 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 opimon.

In our opinion, the financial statements referred to above present faitly, in all material respects, the
financial position of Bernard Herold & Co., Inc. as of 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 the supporting schedule on page 14 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
out opinion, is fairly stated in all material respects in relation to the basic financial statements taken as a
whole.

CERTIFIED
February 14, 2007

529 FIFTH AVENUE. NEW YORK, NY 10017 » (212) 697-1000 = FAX (212} 697-1004
e-mail; info@citrincooperman.com




BERNARD HEROLD & CO., INC.
STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2006

ASSETS
Cash and cash equivalents
Receivable from broker-dealer
Investments in marketable securities, at fair value
Corporate equities, not readily marketable
Prepaid expenses
Property and equipment, less accumulated depreciation of $640,120
Exchange membership
Other assets

TOTAL ASSETS

LIABILITIES AND SHAREHOLDERS' EQUITY

Liabilities:
Accounts payable and accrued expenses
Deferred tax liability
Taxes payable

Total liabilities
Commitments and contingencies (Notes 5 and 9}

Shareholders' equity:
Preferred stock, $100 par value; 2,000 shares authorized,
900 shares issued and outstanding
Class A common stock, $1 par value; 10,000 shares authorized,
7,507 shares 1ssued and outstanding
Additional paid-in capital
Retained earnings

Total shareholders' equity
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY

See accompanying notes to financial statements.

$ 221978

123,577
3,953 801
6,578,487
42,529
54,879
12,500

31,635

11,019,386

$$‘

$ 345,393
2,954,000

19.600

3318993

7,700,393
$. 11019386

= ——



BERNARD HEROLD & CO,, INC.

FOR THE YEAR ENDED DECEMBER 31, 2006

Revenues:
Commissions - marketable equity
Commissions - mutual funds
NYSE floor income
Trading gains and losses
Net gain on NYX transaction
Interest and dividends

Total revenues

Expenses:
Salaries and related costs
Communications
Rent and occupancy
Floor brokerage
Promotonal
Interest
Depreciation
Other administrative expenses

Total expenses
Income from operations

Other income:
Life insurance proceeds

Income before income tax expense

Income tax expense

NET INCOME

See accompanying notes to financial statements.

STATEMENT OF INCOME

and debt securities

$ 2,372,152

1,781,407
24,487
108,768
6,904,577
504,519

—————————

11,695,910

———————re———

3,218,970
330,797
577,187

75.298
7,048,083
(3,089,527)

$__ 3958556

—— - = ]
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BERNARD HEROLD & CO., INC.
STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2006

Additonal
Preferred Common Paid-in Retained
Stock Stock Capital Earnings Total
Balance - beginning ‘ 3 90,000 & 7,307 § 198229 § 3,446,301 $ 3,741,837
Net income - - - * 3958556 3958556

BALANCE - ENDING § 90,000 § 7307 §__ 198229 §_7404.857 3_7.700,393

See accompanying notes to financial statements.
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BERNARD HEROLD & CO., INC.
STATEMENT OF CHANGES IN SUBORDINATED LIABILITIES
FOR THE YEAR ENDED DECEMBER 31, 2006

Subordinated notes payable at January 1, 2006 $ 250,000
Increases:

Issuance of subordinated notes -
Decreases:

Payment of subordinated notes . _ 250,000
SUBORDINATED NOTES PAYABLE AT DECEMBER 31, 2006 S -

See accompanying notes to financial statements.




BERNARD HEROLD & CO., INC.
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2006

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation
Deferred taxes
Net gain on sale of exchange memberships
Net gain on NYX transaction
Changes in operating assets and liabilities:
Receivable from broker-dealer
Investment in securities, at fair value
Prepaid expenses
Other assets
Accounts payable and accrued expenses
Income taxes payable

Net cash provided by operating activities

Cash flows from investing activities:
Purchase of property and equipment
Proceeds from sale of exchange memberships

Net cash provided by investing activities

Cash used in financing activities:
Payment of subordinated loans

Net increase in cash and cash equivalents
Cash and cash equivalents - beginning
CASH AND CASH EQUIVALENTS - ENDING

Supplemental disclosure of cash flow information:
Cash paid during the year for:
Interest

Income taxes

See accompanying notes to financial statements.
7

g 3,958,556

19,281
3,057,000
(116,474)
(6,578,487)

(42,198)

372,740

330,542

{250,000
94,811

127,167

$ 221978

$ 6,000
§ 12,927
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NOTE 1

BERNARD HEROLD & CO., INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

Organization

Bernard Herold & Co., Inc. (the "Company™) was formed in 1972 under the laws of the
State of Delaware to manage and operate a registered securities broker-dealer and engage
in the securities and brokerage business. As such, the Company 1s registered with the
Securities and Exchange Commission as a broker-dealer. Additionally, the Company is a
member of the National Association of Securities Dealers, Inc. (the "NASD") and the
New York Stock Exchange (the "NYSE"), and is an associate member of the American
Stock Exchange. The Company provides brokerage services to both institutional and
individual investors and clears its securities transactions on a fully disclosed basis through
another broker-dealer.

Use of Estimates

The pteparation of financial statements 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 liabilites and
disclosure of contingent assets and liabilites at the date of the financial statements, and
the repotted amounts of revenue and expenses during the reporting period. Actual results
could differ from those estimates.

Securities Transactions

Proprietary securities transactions are recorded on the trade date, as if they settled. Profit
and loss anising from all securities transactions entered into for the account and risk of
the Company are recorded on a trade-date basis. Customers' securities transactions are
reported on a settlement-date basis, with related commission income and expense
reported on a trade-date basis.

Amounts receivable and payable for securities transactions that have not reached their
contractual settlement date are recorded net on the statement of financial condition.

Marketable securities are stated at fair value as determined by quoted market prices.
Securities not readily marketable are valued at fair value as determined by management.

Cash and Cash Equivalents

Cash and cash equivalents consist primarily of cash on deposit and money market
accounts that are readily convertble into cash and purchased with original maturities of
three months or less.




NOTE 1.

NOTE 2.

BERNARD HEROLD & CO., INC.
NOTES TO FINANCIAL STATEMENTS '
DECEMBER 31, 2006

ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

Concentraticns of Credit Risk

The Company's cash balances are held in accounts at three financial institutions. At
December 31, 2006, thete were no uninsured cash balances.

For the year ended December 31, 20006, transactions initiated by one independent sales
representative on behalf of customers yielded approximately 10% of the Company's
commission revenue.

Deferred Taxes

Deferred tax assets and liabilides are recognized for the future tax consequences
attributable to differences between the financial statement carrying amounts of assets and
liabilities and their respective tax bases. Deferred tax assets, including tax loss
carryforwards, and labilities are measured using enacted tax rates expected to apply to
taxable income in the years in which those temporary differences are expected to be
recovered or settled. The effect of a change in tax rates on deferred tax assets and
liabilities is recognized in income in the period that includes the enactment date. Deferred
income tax expense (benefit) represents the change during the period in deferred tax
assets and liabilites. Valuation allowances are established, if necessary, to reduce the
deferred tax assets to their estimated net realizable value.

Property and Equipment

Property and equipment are stated at cost. Depreciation is provided on the straight-line
and double-declining methods over the estimated useful lives of the assets, ranging from
five to seven years. For leasehold improvements, depreciation 1s provided over the terms
of the related leases.

INVESTMENT IN MARKETABLE SECURITIES

Investments in marketable securites, carried at fair value, consist of the following:

State and municipal obligattons $§ 2,246,271
Closed-end mutual funds 1,359,550
Equity securities 347980 "
Investments in securities, at fair value $__3.953.801
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NOTE 4,

BERNARD HEROLD & CO., INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

CORPORATE EQUITIES NOT READILY MARKETABLE

As of December 31, 2005, the Company owned a NYSE membership, which was
accounted for under the cost method. On March 7, 2006, the NYSE and Archipelago
Holdings, Inc. combined their businesses and became wholly owned subsidianies of
NYSE Group, Inc. ("NYSE Group"), a newly-created, for-profit and publicly-traded
holding company (the "NYSE Merger").

Pursuant to the Agreement and Plan of Merger, the Company surrendered the
membership in the NYSE in exchange for $300,000 cash and 80,177 shares of NYSE
Group common stock (the "NYX stock"). The cash distribution was treated as monetary
consideration for which a realized gain was recognized in the amount of $124,375. The
Company also received a dividend of approximately $70,000. In addition, the Company
sold 3,351 shares of the total shares received during the imitial offering period and
realized a gam of $201,715.

APB No. 29 provides guidance on exchanges of assets in a non-monetary transfer.
Accounting for non-monetary assets acquired in a substantially non-monetary exchange 1s
at times based on cost or fair value of the assets relinquished and at umes on the fair
value of the assets received in the exchange. Based on the guidance under APB no. 29,
the Company valued the shares of NYX stock received immediately after the exchange at
fair value, which was deemed to be the value of the shares on the first day trading
commenced for NYX stock.

As stipulated in the agreement, the remaining shares of NYX common stock are subject
to a three-year restriction on transfer. The restriction will be removed in equal one-third
installments on March 7, 2007, 2008 and 2009. The remaining 76,826 shares have been
discounted at an overall rate of 11.88% of the market price at December 31, 2006. The
discount rate was determined based on the length of time of the restrictions, expected
rate of return for this type of investment and the relative amount of restricted NYX stock
versus fully tradable stock. At December 31, 2006, the fair market value of the
Company's share of NYX common stock aggregated $6,578,487. :

PROPERTY AND EQUIPMENT

Property and equipment at December 31, 2006, consist of the following:

Furniture and equipment 3 396,979
Computer equipment 173,286
Leasehold improvements 124,734
694,999
Less: accumulated depreciation (640,120)
Property and equipment, net $ 54,879

Depreciation expense for the year ended December 31, 2006, amounted to §19,281.

10



NOTE 5.

BERNARD HEROLD & CO., INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

COMMITMENTS AND CONTINGENCIES
Contingencies

In the normal course of business, the Company is subject to inguiries and examinations
of regulatory compliance by various regulatory authorities. As a regulated enuty, the
Company may be subject to disciplinary actions as a result of current or future
examinations, which could have a material adverse effect on the Company's financial
position, results, or liquidity, over and above any previously accrued amounts. However,
in the opinion of management, the findings did not have a material adverse impact on the
Company and the financial statements. The board of directors has been fully apprised of
the examination.

Lease Commitments

The Company has entered into three operating leases for office facilities that expire in
various years through 2011. The minimum annual rental commitments under these leases
are as follows:

Year ending December 31:
2007 $ 553,012
2008 528,804
2009 : 70,805
2010 70,805
2011 s Y NiE
, $. L2427

Rent and occupancy expense, net of sublease rental income of §158,016, amounted to
$577,187 for the year ended December 31, 2006.

One of the Company's leases provided for a rent-free period during its term. Pursuant to
Statement of Financial Accounting Standards No. 13, "Accounting for Leases,” the
aggregate of the total minimum lease payments under the lease 1s being amortized on the
straight-line basis over the lease term. The difference between rent expense calculated on
the straight-line basis and amounts paid in accordance with the terms of the lease
{deferred rent) is included in "accrued expenses" in the accompanying statement of
financial condition. '

The Company rents space on a month-to-month basis to an investment advisor. One of
the shareholders of the Company is an officer of this investment advisor. For the year
ended December 31, 2006, tental income totaled $36,000, and the Company received
reimbursements totaling approximately $127,000 from this entity for payroll paid by the
Company on the affiliate’s behalf.

During 2006, the Company entered into an operating lease for office space from a
company that is owned by one of the Company's shareholders. For the year ended
December 31, 2006, the Company paid rent and related expenses for this office facility
totaling $97,622.

11
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NOTE 6.

BERNARD HEROLD & CO., INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

INCOME TAXES

Deferred income taxes ate recorded based on temporaty differences between assets and
liabilities reported for financial statement and income tax purposes. The principal
temporary differences for deferred tax assets are net operating loss carryforwards and
deferred rent. Deferred tax liabilites arise primarily from unrealized gains on matketable
and not readily marketable equity securities for financial statement and not income tax
purposes. Deferred taxes are as follows:

Deferred tax asset:

Federal $ 47,000
State 16,000
City 23,000

Total defetred tax asset 86,000

Deferred tax liability:

Federal 1,825,000
State 632,000
City 583,000

Total deferred tax liability 3,040,000

Defetred tax liability, net $__2.954,000

The following is a summary of the Company's tax provision recorded for the year ended
December 31, 2006:

Current:
Federal $ 4,800
State 16,934
City 10793
Total current 32 527
Deferred:
Federal 1,834,290
State 635,163
City 587,547
Total deferred 3,057.000
Total tax expense $_3.089,527

At December 31, 2006, the Company has a net operating loss carryforward of
approximately $300,000 for federal purposes, and a net operating loss carryforward for
state and city purposes of approximately $100,000 and $200,000 respectively, both of
which begin to expire in 2023.

The current provisions for state and city taxes are computed under alternative methods
based on net capital, as defined, and alternative net income, as defined, respectively.

12




NOTE 7.

NOTE 8.

NOTE 9.

NOTE 10.

BERNARD HEROLD & CO., INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

SUBORDINATED NOTES PAYABLE

Dunng the year ended December 31, 2006, after receiving approval from the New York
Stock Exchange, the Company made payments to all three shareholders holding the
subordinated notes aggregating $250,000. Interest on the subordinated loans is payable at
8% per annum. For the year ended December 31, 2006, interest paid on the notes
amounted to $6,000.

EMPLOYEE BENEFIT PLAN

The Company maintains a 401(k) savings plan covering substantially all of its eligible full-
time employees. Employee contributions are voluntary and are subject to Internal
Revenue Service limitations. The Company's matching contributions are at the discretion
of management. The Company made no contributions during 2006.

FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET CREDIT RISK

As a secunides broker-dealer, the Company is engaged in buying and selling securities for
a diverse group of institutional and individual investors. The Company's transactions are
collateralized and are executed with and on behalf of banks, brokers and dealers, and
other financial institutions. The Company introduces these transactions for clearance to
another broker-dealer on a fully disclosed basis.

The Company's exposure to ctedit risk associated with non-performance of customers in
fulfilling their contractual obligations pursuant to securities transactions can be directly
impacted by volatile trading markets, which may impair both the customers' ability to
satisfy their obligations to the Company and the Company's ability to liquidate the
collateral at an amount equal to the onginal contracted amount. The agreement between
the Company and its clearing broker-dealer provides that the Company 1s obligated to
assume any exposure related to such nonperformance by its customers. The Company
seeks to control the aforementioned risks by requiring customers to maintain margin
collateral in compliance with various regulatory requirements and the clearing broker-
dealer's internal guidelines. The Company monitors its customer activity by reviewing
information it receives from its clearing broker-dealer on a daily basis and requiring
customers to deposit additional collateral, ot reduce positions, when necessary.

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 that the ratio of aggregate indebtedness to net capital, both as defined, shall not
exceed 15 to 1. As of December 31, 2006, the Company was in compliance with these
requirements. At December 31, 2006, the Company had net capital of $3,602,589, which
exceeds the Company's minimum net capital requirement of $100,000. The Company's
ratio of aggregate indebtedness to net capital was 0.10 to 1 as of December 31, 2006.

13
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BERNARD HEROLD & CO., INC.
COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1
OF THE SECURITIES AND EXCHANGE COMMISSION
DECEMBER 31, 2006

Net capital:
Capital and allowable subordinated liabilities:

Shareholders' equity . 7,700,393
Other allowable credits - deferred tax Lability ' 2.954 000
Total capital and allowable subordinated liabilities ’ 10,654,393
Non-allowable assets:
Receivables - other : (43,500)
Property and equipment, net _ ' (54,879)
Exchange membership (12,500)
Corporate equities, not readily marketable (6,578,487)
Other assets _ (74,866)
Total non-allowable assets | _(6,764,232)
Net capital before haircuts on securities positions 3.890.161
Haircuts on securities:
Debt securities 198,813
Other securities 86,625
Undue concentration 2134
Total haircuts on securities positions ‘ 287572
NET CAPITAL : $ 3,602,589
Aggregate indebtedness:
Accounts payable and accrued expenses $ 364,993

Computation of basic net capital requirement:

Minimum net capital requirement of 6 2/3% of aggregate indebtedness $ 24,333
Minimum net capital required } $ 100,000
Excess net capital $ 3,502,589
Ratio: aggregate indebtedness to net capital 0.10 to 1

Reconciliaton with the Company's computation (included in Part IT of Form x-17A-
5 as of December 31, 2006)

Net capital as reported in the Company's Part II FOCUS report $ 3,602,589
Net effect of audit adjustments (a) -
NET CAPITAL, AS ADJUSTED $ 3.602.589

(a) There were no material differences from the Company's computation included in Part I of Form X-
172-5 as of December 31, 2006. '

See independent auditors' report.
14




Citrin Cooperman & Company, LLP

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL REQUIRED
BY SEC RULE 17A-5

To the Shareholders
Bernard Herold & Co., Inc.
New York, NY

In planning and performing our audit of the financial statements and supplemental schedule of Bernard
Herold & Co., Inc. (the "Company") for the year ended December 31, 2006, we considered the
Company’s internal control over financial reporting 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 opinton on the effectiveness of the Company’s internal control over financial reporting. Accordingly,
we do not express such an opinion.

Also, as required by Rule 172-5(g)(1) of the Securities and Exchange Commission (the "SEC"), we have
made a study of thie 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
petiodic 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 catry 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, 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.

3. Obtaining and maintaining physical possession or control of all fully paid and excess margin i
securities of customers as required by Rule 15¢3-3.

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 procedutes 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 transactons ate
executed in accordance with management's authorization and are 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.

15 .
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Because of inherent himitations 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.

A control deficiency 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 1s 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 mote than a remote likelihood that a misstatement of the entity's financial statements that is more than
inconsequential will not be prevented or detected by the entity's internal control.

A matenal weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that a matenal misstatement of the financial statements will not be
prevented or detected by the Company's internal control.

Our consideration of internal 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. 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 n 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 matenal respects indicate a material inadequacy for such purposes.
Based on this understanding and 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, the Natonal Association 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.

CERTIFIED PUBLIC ACCOUNTA

February 14, 2007
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