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OATH OR AFFIRMATION

I, Marilyn T. Smith _ , swear {or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
VeraVest Investments, Inc.

, a5
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:

LUCHLLE F. WESTBERG 75

Notary Pubtic gll.:ature
Gommonwealth of Massachusetls Maril t
My Commission Expires President, Chief Executive Officer
April 2, 2010 Title

cﬁu{;a Detbecf  2puler

- Natary Public

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

(a) Facing Page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

{e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprictors’ Capital.

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

{g) Computation of Net Capital.

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

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

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

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

(1) An Oath or Affirmation.

(m) A copy of the STPC Supplemental Report.

008 0 BHEROOOOL8E

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

(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.
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PRICEAATERHOUSE( QOPERS

PricewaterhouseCoopers LLP
125 High Street

Boston MA 023110

Telephone (617) 530 5000
Facsimile (617) 30 5001

Report of Independent Auditors

To the Board of Directors and Stockholder of
VeraVest Investments, Incorporated:

In our opinion, the accompanying statements of financial condition and the related statements of
income, of changes in stockholder’s equity and of cash flows that are being filed pursuant to Rule 17a-5
under the Securities Exchange Act of 1934 present fairly, in all material respects, the financial position
of VeraVest Investments, Incorporated at December 31, 2006 and 2005, and the results of its
operations and its cash flows for the years then ended in conformity with accounting principles
generally accepted in the United States of America. 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 audits. We conducted our audits of these statements 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, assessing the accounting principles used and
significant estimates made by management, and evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

VeraVest Investments, Incorporated is a member of a group of affiliated companies and, as disclosed
in the financiat statements, has extensive transactions and relationships with members of the group.
Because of these relationships, it is possible that the terms of these transactions are not the same as
those that would result from transactions among wholly unrelated parties.

Our audits were conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in Schedules | and |l 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 ali material respects in relation to the basic financial statements taken as
a whole,

Pf \&mh(bw&c»agm RE

February 20, 2007




VeraVest Investments, Incorporated
(a'wholly-owned subsidiary of The Hanover Insurance Group)

Statements of Financial Condition

December 31,
2006 2005

Assets
Cash and cash equivalents $ 1,380,042 $ 1,262,647
Cash segregated under federal and other regulations - 2,000
Investments at market value (cost of $4,862,709 in 2005) - 4,758,525
Accrued investment income - 97,084
Deferred federal income taxes 113,741 171,199
Income tax recoverable 32,847 17,592
Other assets - 251

$ 1,526,630 $ 6,309,298
Liabilities

Dividends payable, accounts payable and accrued expenses,

including $3,829 and $4,862,268 due to affiliates $ 221377 $ 5,087,199
223,377 5,087,199
Contingencies (Note 7)
Stockholder’s Equity
Common stock, $10 par value;
15,000 shares authorized; 953 shares
issued and outstanding 9,530 9,530
Additional paid-in capital 10,704,147 10,704,147
Accumulated deficit (9,408,424) (9,491,578)
1,305,253 1,222,099

$ 1,526,630 $ 6,309,298

The accompanying notes are an integral part of these financial statements.




VeraVest Investments, Incorporated
(a wholly-owned subsidiary of The Hanover Insurance Group)

Statements of Income
For the Years Ended December 31,

2006 2005
Revenues
Dealer concessions $ 145,262 $ 321,801
Distoibution fees 3,995,394 5,261,047
Investment income 82,386 214,599
Realized investment losses, net (120,452) (13,662)
Investment changes in fair value 104,184 (121,701)
4,206,774 5,662,084
Expenses
Commissions and bonuses 3,877,504 4,755,433
Agency expenses 12,541 5,557
Breakpotint discount accrual - (47,984)
Other expenses 183,172 493,909
4,073,217 5,206,915
Income before income taxes 133,557 455,169
Income tax expense (benefit)
Current (7,055) (429,229)
Deferred 57,458 604,606
50,403 175,377
Net income $ 83,154 $ 279,792

The accompanying notes are an integral part of these financial statements.



VeraVest Investments, Incorporated
(a wholly-owned subsidiary of The Hanover Insurance Group)

Statements of Changes in Stockholder’s Equity
For the Years Ended December 31, 2006 and 2005

Additional
Common Paid-in Retained
Stock Capital -_Earnings Total

Balances at December 31,2004  § 9,530  $15404,147  $ (9,771,370)  § 5,642,307
Dividend To Parent - (4,700,000) - (4,700,000)

Net Income - - 279,792 279,792

Balances at December 31, 2005 $ 9530 $10,704,147 $ (9,491,578) §$ 1,222,099

Net Income - - 83,154 83,154

Balances at December 31, 2006 $ 9530 $10,704,147 $ (9,408,424) $ 1,305,253

The accompanying notes are an integral part of these financial statements.



VeraVest Investments, Incorporated

(a wholly-owned subsidiary of The Hanover Insurance Group)

Statements of Cash Flows
For the Years Ended December 31,

Cash flows from operating activities

Net income

Adjustments to reconcile net income to net cash
provided by operating activities:
Net realized investment losses
Net changes in fair value of investments
Deferred federal income tax expense
Amortization, net
Change in depostts and other assets
Change in accrued investment income
Change in commission income receivable
Change in income tax recoverable/payable
Change in commissions and bonuses payable
Change 1n accounts payable and accrued expenses
Proceeds from sale of investments

Net cash provided by operating activities

Cash flows from financing activities
Dividend to parent

Net cash used in financing activities
Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

Supplemental Cash Flow Information
Income tax net (payments) refunds

The accompanying notes are an integral part of these financial statements.

2006 2005
$ 83,154 $ 279,792
120,452 13,662
(104,184) 121,701
57,458 604,606
5,942 80,173
251 54,749
97,084 1,112
- 70,483
(15,255) 199,818
; (42,911)
(165,822) (1,137,706)
4,736,315 740,524 -
4,815,395 986,003
(4,700,000 -
(4,700,000) ]
115,395 986,003
1,264,647 278,644
$ 1,380,042 $ 1,264,647
$  (8200) $ 629,047




VeraVest Investments, Incorporated
{a wholly-owned subsidiary of The Hanover Insurance Group)

Notes to Financial Statements

1.

Organization

VeraVest Investments, Incorporated (the "Company™), a wholly-owned subsidiary of Hanover
Insurance Group (the '"Parent”, or “THG”), is a registered broker-dealer incorporated in
Massachusetts for the purpose of selling variable annuities, variable life insurance, mutual funds,
direct participation programs and brokerage services for debt and equity securities. On December
15, 2006, the Company filed a notice of withdrawal from registration as a broker or dealer, which
is pending the approval of the Securities and Exchange Commission. Prior to December 30,
2005, the Company was a wholly-owned subsidiary of Allmerica Financtal Life Insurance and
Annuity Company ("AFLIAC"), a stock life insurance company, which was in turn wholly-
owned subsidiary of The Hanover Insurance Group ("THG"). On December 30, 2005, AFLIAC
dividended the Company to THG. Immediately following, AFLIAC was sold to an outside party.
The Company continued to provide underwriting and administrative services to Commonwealth
Annuity and Life Insurance Company (formerly AFLIAC) through December 31, 2006.

The Company ceased retail sales effective October 27, 2003. Prior to October 27, 2003, the
Company was responsible for the distribution of proprietary variable annuities and variable life
insurance products issued by AFLIAC and its wholly owned insurance subsidiary, First
Allmerica Financial Life Insurance Company, (“FAFLIC”) and third-party investments and
insurance and retirement savings products to individuals. Included in the Company’s results of
operations in 2006 and 2005 were $3,995,394 and $5,261,047, respectively, of distribution fees
and commission expense in equivalent amounts for the processing of proprietary insurance
products for AFLIAC and FAFLIC. Effective December 31, 2006, the Company has terminated
all brokerage, underwriting and administrative services agreements and will not process either
proprictary insurance products or third party transactions.

Summary of Significant Accounting Policies

The preparation of financial statements in conformity with generally accepted accounting
principles requires the Company 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 amount of revenues and expenses during the reporting
peniod. Such estimates primarily relate to unsettled transactions and events as of the date of the
financial statements. Accordingly, upon settlement, actual results could differ from those
estimates.

Valuation of Investments - In accordance with the provisions of Statement of Financial
Accounting Standards No. 115, Accounting for Certain Investments in Debt and Equity
Securities, (“Statement No. 115), the Company is required to classify its investmnents into one of
three categories: held-to-matunty, available-for-sale or trading. The Company determines the
appropriate classification of debt securities at the time of purchase and re-evaluates such
designation as of each balance sheet date.



VeraVest Investments, Incorporated
(a wholly-owned subsidiary of The Hanover Insurance Group)

Notes to Financial Statements

2.

Summary of Significant Accounting Policies (continued)

Fixed maturities are classified as trading. Trading securities are carried at fair value, with the
changes in fair value, reported in the statements of income. Fixed maturities that are

delinquent are placed on non-accrual status, and thereafter interest income is recognized only
when cash payments are received. Realized investment gains and losses are reported as a
component of revenues based upon specific identification of the investment assets sold.

Cash and Cash Equivalents - Cash and cash equivalents includes cash on hand, amounts due
from banks and highly liquid debt instruments purchased with an original maturity of three
months or less.

The Company operates pursuant to Securities and Exchange Commission Customer Protection
Rule (15¢3-3), which requires free credit balances of customers be segregated from the operating
accounts of the broker dealer in a separate reserve bank account for the benefit of customers only.

Revenue Recognition — Commissions, dealer concessions and distribution fees eamed (and
related expenses) from the distribution and sales of mutual fund shares and other securities are
recorded on a trade date basis.

Intercompany Cost Arrangements - The Company has agreements under which FAFLIC and
affiliates provide management, facilities and other administrative services. Effective January 1,
2005 administrative service fees are no longer being allocated to the Company, and the Company
will have no liability for such amounts currently or in the future.

Federal Income Taxes — The Company is included in the consolidated federal income tax return
of THG. Under the written tax-sharing agreement, federal income taxes are calculated as if the
Company had filed its retumm on a separate company basis, to the extent the Company generates
pre-tax income. For periods in which pre-tax losses are incurred by the Company and are
utilized by the consolidated group, the Company wili reflect related tax benefits as current
recoverables. Any losses not utilized by the consolidated group are recognized as deferred tax
assets in accordance with Statement of Financial Accounting Standard No. 109 "Accounting for
Income Taxes" (“Statement No. 109”). Statement No. 109 requires an asset and liability
approach in accounting for income taxes. Deferred federal income taxes are generally recognized
when assets and liabilities have different values for financial statement and income tax purposes.

Reclassifications - Certain prior year amounts have been reclassified to conform to the current
year presentation.



VeraVest Investments, Incorporated
(a wholly-owned subsidiary of The Hanover Insurance Group)

Notes to Financial Statements

3.

Related Parties

In 2006, the Company paid a dividend of $4,700,000 to its parent, THG. The Company had
previously declared this dividend in 2005.

Investments

The Company accounts for its investments in fixed maturities, all of which are classified as
trading, in accordance with Statement No. 115.

The change in fair value by maturity periods for trading fixed maturities are shown below.
Actual maturities may differ from contractual maturities because borrowers may have the right to
call or prepay obligations with or without call or prepayment penalties, or the Company may
have the right to put or sell the obligations back to the issuers.

Trading gains and losses for the periods that relate to trading securities still held at the reporting
dates are as follows:

The Company did not hold trading securities for the year ended December 31, 2006.

For the Year Ended December 31,

2005
Amortized Gross Gross Market
Cost Gains Losses Value
U.S. Treasury securities and
U.S. government and
agency securities:
Due after one year
through five years $ 3,990,268 $ - $ 135451 $ 3,854,817
Due after five years
through ten years 247,659 9,831 - 257,490
Corporate fixed maturities:
Due after one year
through five years 624,782 21,436 - 646,218
$ 4862,709 $ 31,267 $ 135451 § 4,758,525

At December 31, 2006, the Company did not have any concentration of investments in a single
investee exceeding 10% of stockholders’ equity. At December 31, 2005, the Company had the
following concentration of investments in a single investee exceeding 10% of stockholders’
equity, excluding U.S. Treasury.



VeraVest Investments, Incorporated
(a wholly-owned subsidiary of The Hanover Insurance Group)

Notes to Financial Statements

Issuer Name Market Value
BankBoston $ 257,920
Morgan Stanley 254,885
Royal Carmbean 133,413

The components of interest income are as follows:

For the Years Ended
December 31,
2006 2005
Fixed maturities $ 18,473 $ 192,660
Short-term 63,913 21,939

3 82,386 $ 214,599

The Company had net realized losses of $120,452 and $13,662 in 2006 and 2005, respectively.
During 2006, proceeds from voluntary sales of fixed maturities were $4,736,315 upon which the
Company had realized gains of $25,036 and realized losses of $145,488. During 2005, proceeds
from voluntary sales of fixed maturities were $740,524 upon which the Company had realized

losses of $13,662.

5. Income taxes

Provistons for income taxes have been calculated in accordance with the provisions of Statement
No.109. The Components of state and federal income tax expense for the years ended December

31, 2006 and 2005 are as follows:

For the Years Ended
December 31,
2006 2005
Federal:
Current $ (12,678 § (453,863)
Deferred 57,458 604,600
44,780 150,743
State:
Current 5,623 24,634

$ 50,403 % 175,377

The provision for income taxes differs from the amount of income tax determined by applying
the applicable U.S. statutory federal income tax rate to pretax income primarily due to state



VeraVest Investments, Incorporated
{a wholly-owned subsidiary of The Hanover Insurance Group)

Notes to Financial Statements

income taxes. The provision for deferred federal income tax resulls from temporary differences
in the recognition of assets and habilities for tax and financial statement purposes.

The deferred tax asset represents the tax effects of temporary differences. Its components were
as follows:

For the Years Ended
December 31,
_2006 2005

Deferred tax assets:

Litigation Reserves b 70,000 $ 70,000

Bad debt reserves - 44,884

Investments 43,741 32,576

Capital loss carryover - 23,739
Deferred tax asset: $ 113,741 § 171,199

Current federal income tax recoverable is $32,847 and $17,592 at December 31, 2006 and 2005,
respectively, and is recoverable from THG. The Company paid net cash of $2,577 for federal
income taxes and received net cash of $691,630 for federal taxes during 2006 and 2005,
respectively. The Company made net payments of $5,623 and $62,583 to various state
authonties for state taxes during 2006 and 2005, respectively.

6. Net Capital Requirements

The Company operates pursuant to Securities and Exchange Commission Uniform Net Capital
Rule (15¢3-1), which requires the maintenance of minimum net capital, and requires that the
ratio of aggregate indebtedness to net capital, both as defined, shall not exceed 15 to 1. At
December 31, 2006, the Company had net capital of $1,128,694, which was $878,694 in excess
of its minimum required net capital of $250,000. The Company’s ratio of aggregate indebtedness
to net capital ratio was 0.2 to 1.00.

7. Contingencies

The Company has been named a defendant in various legal proceedings arising in the normal
course of business. In the Company’s opinion, based on the advice of legal counsel, the ultimate
resolution of these proceedings will not have a material effect on the Company’s financial
statements. However, liabilities related to these proceedings could be established in the near term
if estimates of the ultimate resolution of these proceedings are revised.

The Company is engaged in various trading and brokerage activities in which counterparties

prnmarily include broker-dealers, banks, and other financial institutions. In the event
counterparties do not fulfill the obligations, the Company may be exposed to risk. The risk of

10



VeraVest Investments, Incorporated
(a wholly-owned subsidiary of The Hanover Insurance Group)

Notes to Financial Statements

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.

In November 2003, the Company, along with approximately 450 other broker-dealer firms, was
directed by the National Association of Securities Dealers, Inc. (“NASD”), to advise each of its
customers who purchased Class A mutual fund shares through VeraVest from January 1, 1999
through November 3, 2003 that an NASD industry-wide survey indicated that customers did not
uniformly receive eligible breakpoint discounts and that as a result, the customer may be entitled
to a refund. The Company intends to comply and pay any refunds which may be due, these
refunds will be treated in accordance with SEC rule 15¢3-3. In connection with this, in 2003, the
Company mcurred a $2,086,000 expense to establish a contingent liability, $1,086,000 of which
represented our estimate of the potential liability for refunds and $1,000,000 relates to the
incremental costs associated with structuring an operational unit to handle the research and
response to claims submitted. During 2004, $1,536,674 of expense related to the breakpoint
discount accrual was released, due to low customer responses to have their account transactions
recalculated. The remainder of the accrual was released in 2005.

11



VeraVest Investments, Incorporated
(a wholly-owned subsidiary of The Hanover Insurance Group)

Supplementary Schedule 1
Computation of Net Capital under Rule 15¢3-1 of the Securities and Exchange Commission

Stockholder’s equity at December 31, 2006

per statement of financial condition $ 1,305,253
Nonallowable assets:

Federal income tax recoverable (32,847)

Deferred income tax asset - {113,741)

Cash reconciling & other -
Net capital before haircuts 1,158,665
Haircuts on investment securities, computed, where applicable,

pursuant to Rule 15¢ 3-1(c) (27,049)

Undue concentration on investment securities, computéd,
where applicable, pursuant to Rule 15¢ 3-1(c) -
Net capital $ 1,131,616

Compntation of Basic Net Capital Requirement

1.  Minimum net capital required (6-2/3% of aggregate

indebtedness of $221,377) $ 14,758
2. Mimmum net capital requirement of Company $ 250,000
3. Net capital requirement (greater of 1 or 2 above) $ 250,000
4.  Excess net capital (§1,131,616 - $250,000) $ 881,616
5.  Excess net capital at 1,000% $1,109478
6. Ratio of aggregate indebtedness to net capital 0.2t01.00

Computation of Aggregate Indebtedness

Total liabilities per statement of financial condition $221,377
Adjustments, net -
Aggregate indebtedness $221,377

12



VeraVest Investments, Incorporated
(a wholly-owned subsidiary of The Hanover Insurance Group)

Supplementary Schedule I (continued) _
Computation of Net Capital under Rule 15¢3-1 of the Securities and Exchange Commission

Reconciliation with Company’s Computation
(included in Part I1 of Form X-17A-5 as of December 31, 2006)

Below are all differences between the unaudited FOCUS Repoit filed by the
Company and these financial statements.

Per Focus Per Audited

Filing Financials
Assets
15D Miscellaneous (Deferred federal income
taxes and income tax recoverable) 149,510 146,588
16 Total Assets 1,529,552 1,526,630
Liabilities
23 E Accrued expenses and other liabilities 224,299 221,377
26 Total liabilities : 224,299 221,377
31 Total Liabilities and Ownership Equity 1,529,552 1,526,630
Computation of Net Capital
6A Total non-allowable assets from
Statement of Financial Condition (see 15D) 149,510 146,588

6 H Total deductions and/or charges 149,510 146,588
8 Net Capital before haircuts on securities

positions 1,155,743 1,158,665
10 Net Capital 1,128,694 1,131,616
11 Minimum net capital required (6-2/3 of line

19) 14,953 14,758
14 Excess net capital (line 10 less 13) 878,694 881,616
15 Excess net capital at 1000% (line 10 less 10%

of line 19) 1,106,264 1,109,478
19 Total aggregate indebtedness 224,299 221,377

13



VeraVest Investments, Incorporated
(a wholly-owned subsidiary of The Hanover Insurance Group)

Supplementary Schedule 11
Computation for Reserve Requirements for Broker Dealers Under Rule 15¢3-3

Credit Balances

Free credit balances and other credit balances in

customers’ security accounts $ -
Monies borrowed collateralized by securities carried for

the accounts of customers -
Monies payable against customers’ securities loaned -
Customers’ securities failed to receive (including credit

balances in continuous net settlement accounts) -
Credit balances in firm accounts that are attributable to

principal sales to customers -
Market value of stock dividends, stock splits, and similar

distributions receivable outstanding over thirty

calendar days old -
Market value of short secunity count differences over

thirty calendar days old -
Market value of short secunties and credits (not to be

offset by “longs” or by debits) in all suspense accounts

over thirty calendar days -
Market value of securities that are in transfer in excess of

forty calendar days and have not been confirmed to be

m transfer by the transfer agent or the issuer -

Other -

Total Credit Balances A -
Debit Balances

Debit balances in customers’ cash and margin accounts

excluding unsecured accounts and accounts doubtful

of collection net of deductions pursuant to rule 15¢3-3  § -
Securities borrowed to effectuate short sales by

customers and securities borrowed to make delivery on

customers’ securities failed to deliver -
Failed to deliver of customers’ securities not older than

30 calendar days (including debit balances in

continuous net settlement accounts) -
Margin required and on deposit with the Options Clearing

Corporation for all option contracts written or

purchased in customer accounts -
Other -
Gross debits : -

14



VeraVest Investments, Incorporated
(a wholly-owned subsidiary of The Hanover Insurance Group)

Supplementary Schedule II (continued)
Computation for Reserve Requirements for Broker-Dealers under Rule 15¢3-3

Less 3% charge -

Total Debit Balances ) -

Reserve Computation

Excess of total debits over total credits $ -

Excess of total credits over total debits

If computation permitted on a monthly basis, enter 105% -
of excess of total credits over total debits

Amount held on deposit in “Reserve Bank Account”,
including value of qualified securities, at end of -
reporting period

Amount on deposit

New Amount in Reserve Bank Account after adding
deposit

The above calculation does not differ matenally from the Company’s calculation reported in Part I of
the Company’s unaudited FOCUS Report at December 31, 2006.

15



PRICEAVATERHOUSE( COPERS

PricewaterhouseCoopers LLP
125 High Street

Boston MA 02110

Telephone (617) 530 5000
Facsimile (617} 530 5001

Report of Independent Auditors on Internal Control Required
By SEC Rule 17a-5

To the Board of Directors and Stockholder of
VeraVest Investments, Incorporated:

In planning and performing our audit of the financial statements and supplemental schedules of
VeraVest Investmenits, Incorporated. (the “Company”} for the year ended December 31, 2006, we
considered its internal control, including contro! activities for safeguarding securities, in order to
determine our auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on the internal controf.

Also, as required by Rule 17a-5(g){1} of the Securities and Exchange Commission (the “SEC”), we
have made a study of the practices and procedures followed by the Company, including tests of
compliance with such practices and procedures, that we considered relevant to the objectives stated in
Rule 17a-5(g), in the following:

1. Making the periodic computations of aggregate indebtedness and net capital under Rule 17a-
3(a)(11) and the reserve required by Rule 15¢3-3(e);

2. Making the quarterly securities examinations, counts, verifications, and comparisons, and the
recordation of differences required by Rule 17a-13,

3. Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System; and

4. Obtaining and maintaining physical possession or control of all fully paid and excess margin
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 control and of the practices and procedures referred to in the preceding paragraph, and to
assess whether those practices and procedures can he 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 properiy to
permit the preparation of financial statements in accordance with generally accepted accounting
principles. Rule 17a-5(g} lists additional objectives of the practices and procedures listed in the
preceding paragraph.

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




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. A material weakness is a condition in which the design or operation of one or more of the
specific internal control components does not reduce to a relatively low level the risk that errors 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 procedures for
safeguarding assels, 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 information and use of the Board of Directors, management, the
SEC, the National Association of Securities Dealers 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.

memmu(,mm LY

February 20, 2006

END
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