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REPORT OF INDEPENDENT AUDITORS |

To the me'mber of i
Bedrock Securltles, LLC . X ; .

We have audlted the accompanying statement of financial condition of Bedrock Securities, LLC (the
“Company") as of December 31, 2006, and the accompanying statements of operations, member’s

-equity and cash flows for the year then ended that you are filing pursuant to Rule 17a-5 under the

Securatles Exchange Act of 1934. These financial statements are the responsibility of the Company's
management Qur responsibility is to express an opinion on these financial statements based on
our audit. .

1

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 audlt to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit
includes examlnlng, on a test basis, evidence supporting the amounts and disclosures in the
financial ¢ tatements 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 bellev;e that our audit provides a reasonable basis for our opinion. ‘

i

In our OpII'IIOI'I the financial statements referred to above present fairly, in all material respects,
the Fnanaal position of Bedrock Securities, LLC as of December 31, 2006, and the results of its
operatlons, changes in member’s equity and its cash flows for the year then ended in conformity
with accountmg principles generally accepted in the United States of America,

Followmg!an on-site financial review of the Company, on April 20, 2006 the Natlonal Association of
Securitle< Dealers (NASD) issued a limited cease and desist request to the Campany based on
several alleged regulatory violations. The cease and desist request prohibited the Company from
executing new purchases of securities for its own accounts or the accounts of its customers. The
Company was permitted to execute liquidating sales transactions for pre- emstlng positions in
proprletary and customer accounts. The alleged violations included: (1) the' holding of customer
funds and securities in violation of its NASD Membership Agreement, thus failing to meet the
exemptwe provision claimed for the Customer Protection Rule (SEC Rule 15¢3-3); (2) failure to
maintain ‘current books and records as pertaining to the accounts of customers where the Company
had beeni the custodian of customer funds and securities as well as failure to calculate its SEC Rule
15¢3-3 reserve requirements; and (3) failure to maintain net capital above its regulatory
requrrements after its minimum net capital requirement was adjusted due to the fact that it had
held customer funds and securities, Following the NASD's request, the Company addressed the
wolatfon_. by ensuring all funds and securities were transferred to the correct accounts, by bringing
the books and records current, and ensuring that the Company’s net capital exceeded the required
mlnlmum On December 14, 2006, the NASD advised the Company that it was permitted to resume
its busnness The Company has.not been advised that the NASD has concluded its investigation.
Accordmgly, there is no assurance that there will not be further requests or sanctions arising from
the inves tlgatlon The accompanying financial statements do not include any adJustments that
might res .ult from the outcome of this uncertainty. _




Our audit,was conducted for the purpose of forming an opinion on the basic financial statements
taken as d whole. The additional information contained in Schedules I and II on pages 9 and 10 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 of 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 asa whole
PM, //4@ e‘/ﬁw«

January 23, 2007,




BEDROCK SECURITIES, LLC
STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2006

ASSETS _
Cash and equivalents $ 351,565
Marketable securities, at market value (cost $1,500,000) 420,000
Prepaid expenses 631
Total assets $ 7725196
LIABILITIES & MEMBER'S EQUITY
Payable to related party $ 169,679
Total liabilities 169,679
Member's equity 602,517
Total liabilities & member's equity $ 772,196

The accompanying notes are an integral part of these financial statements,
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BEDROCK SECURITIES, LLC
2 STATEMI;NT OF OPERATIONS
FOR THE YEAR ENDED DECEMBER 31, 2006

!
Revenues:

' Commission income $ 522,404
Interest \ 15,230
: Placement agent fees : b
' Principal transaction gains(losses): !
¢ Realized (6,000) .
Unrealized (537,967)
+(6,333)
Expenses: . :
| Employee compensation & benefits , 24,950
' Floor brokerage, exchange & clearance fees 31,934
» Communications & data processing ' 1,200
" Interest o170
- Occupancy "33,600
I Other expenses 364,900
' State limited liability company taxes 800 !
457,554
Net loss : ' $ (463,887)

The accompanying notes are an Integral part of these financial statements. '




BEDROCK SECURITIES, LLC
" STATEMENT OF MEMBER’S EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2006

Member's equity, January 1, 2006 . $- 1,308,404
-Cash contribution : '58,000
'Less: Draw (300,000)
 Net loss _ (463,887)
Member's equity, December 31, 2006 f $ 6025517

The accompanying notes are an integral part of these financial statements. .
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BEDROCK SECURITIES, LLC
STATEMENT OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES
"Net loss
. Adjustments to reconcile net loss to net cash
provided by operating activities:
Unrealized loss on marketable securities
Realized loss on sale of marketable securities
Decrease in prepaid expenses
Decrease in accounts payable
Increase in payable to related party

Net cash provided by operating activities
CASH FLOWS FROM INVESTING ACTIVITIES
. Sales of marketable securities
Net cash provided by investing activities
CASH FLOWS FROM FINANCING ACTIVITIES
Net distribution to member
Net cash used in financing activities

Net decrease in cash
(:ash and equivalents, January 1, 2006
Cash and equivalents, December 31, 2006

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION

Cash paid for
State limited liability company taxes
Interest

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

- FOR THE YEAR ENDED DECEMBER 31, 2006

r

i
$ (463,887)

!
1

537,967
' 6,000
. 1,661
(36,080)
169,679

215,340
t

110,396
10,396

|
(242,000)
(242,000) |

(16,264)"
367,829

$ 351,565

$ . 800
170
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BEDROCK SECURITIES, LLC
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Organization and Nature of Business -

Bedrock Securities, LLC (“*Bedrock” or the “Company”), a Delaware Ilmlted hablllty company,
was organized on September 15, 2004. The Company is registered as a:broker-dealer of
se(.urities with the National Assaciation of Securities Dealers (the NASD), The Company is a
member of the NASD and the Securities Investors Protection Corporatlon {the SIPC). The
company ‘s headquarters is in Newport Beach, California, ‘ ;

The Company has an agreement with a clearing broker to clear securltles transactions, carry
customers accounts on a fully disclosed basis, and perform certain recordkeeplng functions.
Accordingly, the Company operates under the exemptive provaswns of SEC Rule
15e3-3(k)(2)(ii); but see also the matters discussed in Note 6.
! f'

Significant Accounting Policies
U Ie i es

, ;
The preparation of the accompanying financial statements requires management to make
estimates and assumptions that affect reported amounts and disclosures, Actual results
could differ from those estimates. oo

1

evenue Re ;
Commussnon income and related expenses are recorded on a trade date basus Investment
adwsory fees are recognized as earned,

Sé ities ed - ]

!
The Company values its securities owned at the fair market value as of the end of the
penod with the unrealized gain or loss recorded as part of revenue ‘in the accompanying
statement of operations. ;

Inlcome Taxes

As a limited liability company, the Company is treated ]|ke a partnership for income tax
purposes As such, any taxable income or loss flows directly to its member. Accordingly,
other than the Ca[:formatmmlmum franchise and LLC taxes, no taxes based on net income
are recorded. ;

CEliS d

Investments with orlglnal maturities of three months or less are con5|dered by the Company
to be cash equivalents, '

Net Capital Requirements

The Company is subject to the Securities and Exchange Commissmn Uniform Net Capital
Rule pursuant to Rule 15c3-1 of the Securities Exchange Act of 1934, Under this rule the
Company is required to maintain net capital, as defined, of $100, 000 and total aggregate
mdebtedness, as defined, may not exceed 15 times net capital, During 2006, because the
Company held customer funds in violation of this Rule, the net capital mmimum increased to
$250,000. Further, during January and February 2006, due to the high IIevel of aggregate

-6- : |




6.

I
mdebteclness, the net capltal requirement was 5|gn|f“cantly higher. In October 2006, all
tomer funds were returned and the lower net capital requirement was restored (See
No.e 6). As of December.31, 2006, the Company's net capital was $181, 886 and the total
agqregate indebtedness, as defined, was 0.9 of net capital.

i
H 4

Related Party Transactions

The Company shares personnel, office space and other resources with SBI USA, LLC ("sBI"),
thCh shares common ownership with the Company. As such, the common owner has the
ablllt‘/ to control the allocation of expenses to the Company. The Company has entered into
a three year expense- sharing arrangement with SBI whereby the Company will pay $3,150
per month for rent and other office expenses. The Company does not currently reimburse
SBI for the cost of SBI personnel working on behalf of Bedrock.

%

Concentratlon of Credit Risk

- |
The Company is engaged in various trading and brokerage activities wnth counterparties that

pnmanly include broker-dealers, banks, and other financial institutions. In the event
counterpartles 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.

All transactions are cleared through one broker, Amounts due from this broker are generally
not collateralized. ,

The Company regularly monltors its exposure to credit risk from this arrangement
NJ\SD Investigation -

Thle Company operates pursuant to SEC Rule 15¢3-3(k)(2)(ii), the Customer Protection
Rule, and conducts its business on a fully disclosed basis and accordlngly should not receive
or| hold customer funds. During 2005, customer cash and securities were transferred to
accounts under the Company’s custody. In 2006, the cash and securitiés were transferred to
the customers, The infraction was disclosed to the NASD, which then began an investigation
|nl'o potential violations of NASD rules, including: (1) the holding of customer funds and
secuntles in violation of its NASD Membership Agreement, thus failing to meet the
exernptlve provision claimed for the Customer Protection Rule; (2) failure to maintain
current books and records as pertaining to the accounts of customers where the Company
had been the custodian of customer funds and securities as well as failure to calculate its
SEC Rule 15c3-3 reserve requirements; and (3) failure to maintain net capital above its
regulatory requirements after its minimum net capital requirement was adjusted due to the
fact that it had held customer funds and securities, On April 20, 2006, In connection with
the investigation, the NASD requested the Company cease certain business activities until
the violations have been corrected. Following the issuance of the request the Company was
prohlblted from executing new purchases of securities for its own accounts or the accounts
of, its customers. The Company was permitted to execute liquidating sales transactions for
pre existing positions in proprietary and customer accounts,

t

Followlng the NASD's request the Company addressed. the wolatlons by ensuring all
securltaes were transferred to the correct accounts, by bringing the books and records
current and ensuring that the Company's net capital exceeded the required minimum., On
December 14, 2006, the NASD advised the Company that it was permltted to resume its
busmess The Company has not been advised that the NASD has concluded its investigation.
Accordlngly, there is no assurance that there will not be further requests or sanctions arising
frorn the investigation. The accompanying financial statements do 'not include any
adJustments that might result from the outcome of this uncertalnty

|
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SUPPLEMENTAL INFORMATION
PURSUANT TO RULE 17A-5
OF THE SECURITIES EXCHANGE ACT OF 1934
AS OF i

DECEMBER 31, 2006




BEDROCK SECURITIES, LLC

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

DECEMBER 31, 2006

NET CAPITAL
Total member's equity
Less: Non-allowable assets

Net capital
AGGREGATE INDEBTEDNESS
Total liabilities

Net capital requirement (greater of 6 2/3% of total
aggregate indebtedness or $100,000)

Net capital in excess of required minimum

Ratio: Aggregate indebtedness to net capital

RECONCILIATION WITH UNAUDITED FOCUS REPORT

Net capital as reported in unaudited FOCUS report
Accrual of additional expenses

Net capital as reported above

Schedule 1

602,517
{420,631)

181,886

169,679

100,000

81,886

0.9to1

319,381
(137,495)

181,886




Schedule II

¢
BEDROCK SECURITIES, LLC

I .
COMPUTATION OF DETERMINATION OF RESERVE REQUIREMENTS UNDER RULE 15C3-3 OF THE
SECURITIES AND EXCHANGE COMMISSION

DEceMBER 31, 2006

The Company is exempt from the reserve requirement of computation according to the provision of
Rule 15¢3-3 (k)(2)(ii). During 2006, the Company generally cleared customer transactions through
Pershing Investments, LLC on a fuIIy disclosed basis. In 2007, the Company intends to switch its
clearing relationship to Penson Financial Services, .

-10-
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t Schedule III

BEDROCK SECURITIES, LLC '

INFORMATION RELATING TO POSSESSION OR CONTROL REQUIREMENT’S UNDER RULE 15¢3-3 OF THE
SECURITIES AND EXCHANGE COMMISSION
t

DEeCEMBER 31, 2006

The Company is exempt from Rule 15¢3-3 as it relates to possession and control requirements
under the' (k)(2)(||) exemptive provision,

-11- , g




TONE, WALLING & KISSINGER
v Certified Public Accountanis
5655 Lindero Canyon Road, Suite 625
Westlake Village, California 91362
Tel. 818-703-0800; 818-597-5858 t
FAX 818-597-5860 '

REPORT ON INTERNAL CONTROL

To the member of
Bedrock Securities, LLC

In planning and performing our audit of the financial statements and supplemental schedules of
Bedrock Securities, LLC (the "Company”) for the year ended December 31, 2006 we considered its
internal control structure, including procedures for safeguarding securities, in order to determine
our audltmg procedures for the purpose of expressing our opinion on the financial statements and
not to provide assurance on the internal control structure. i

Also, as required by Rule 17a-5(g)(1) of the Securities Exchange Commlssmn (the “Commission”),
we have made a study of the practices and procedures followed by the Company including tests of
such practlces and procedures that we considered relevant to the objectives stated in Rule 17a-5(g)
in makmg the periodic computations of aggregated 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. We did not review the practices and procedures followed by the Company in making
quarterly ' securities examinations, counts, verifications and comparisons, and the recordation of
differences required by Rule 17a-13 or in complying with the requirements for prompt payment for
securities under Section 8 of Regulation T of the Board of Governors of the Federal Reserve System,
because the Company does not normally carry securities accounts for customers or perform
custodial functions relating to customer securities.

The management of the Company is responsible for establishing and malntalnlng an internal
control structure 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 precedlng paragraph and to assess whether those practices and procedures can be expected to
achieve the Commission’s above-mentioned objectives. Two of the objectives.of an internal control
structure! 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 transactions are executed in accordance with
managements authorization and 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.

Because of inherent limitations in any internal control structure or the practices and procedures
referred to above, errors or irregularities may occur and not be detected. Also, projection of any
evaluatlon 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,

-12-



Our con5|derat|on of the internal control structure would not necessarlly disclose a]I matters in the
internal control structure that might be material weaknesses under standards established by the
American Instltute of Certified Public Accountants. A material weakness is a condition in which the
design or. operation of the specific internal control structure elements does ‘not reduce to a
relatively low level the risk that errors or irregularities 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 functlons. However, we
noted no' matters involving the internal control structure, which we con5|der to be material
weaknesses as defined above, ] !

' ;!

i

The size _of the business necessarily imposes practical limitations on the éffect_iveness of those
internal accounting control procedures that depend on the segregation of duties. Since this
condition is inherent in the size of the Company, the specific weaknesses are.not’ descrlbed herein,
and no corrective action has been taken or proposed by the Company. This condition was
con5|dered in determining the nature, timing and extent of audit tests to be applled in our audit of
the 2006 financial statements, and this report does not affect our report on such financial
statemencs dated January 23, 2007.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the Commission to be adequate for its purposes
in accordance with the Securities Exchange Act of 1934 and related regulations, and the practices
and procedures that do not accomplish such objectives in all material respects indicate a material
madequary 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

Commission’s objectives.
¢

i . |
This report is intended solely for the use of the Board of Directors, management, the Securities and
Exchange Commission, National Association of Securities Dealers, and other regulatory agencies
that relyl on Rule 17a-5(g) under the Securities Exchange Act of 1934 in thelr regulation of
registered brokers and dealers, and should not be used for any other purpose.,

| ﬁz%yr‘/ﬂ’%

January 23, 2007.
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