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Economy Securities, Incorporated
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Independent Accountants’ Report

Board of Directors
Economy Securities, Incorporated
Evansville, Indiana

We have audited the accompanying statement of financial condition of Economy Securities,
Incorporated (Company) as of December 31, 2006, and the related statements of income, changes in
stockholder’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 Economy Securities, Incorporated 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 the supplementary information 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.

BKD, LLE

March 27, 2007

400 Cross Pointe Boulevard ~ PO.Box 628 Evansvile, IN 47704-0628 8124286500  Fax 812 428-6545
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Economy Securities, Incorporated
Statement of Financial Condition
December 31, 2006

ASSETS
Cash S 5,305
Deposit with clearing organization 15,799
Receivable from broker-dealers and clearing organization 33,298
Total Assets $ 54,402

LIABILITIES AND STOCKHOLDER'S EQUITY

Liabilities:
Accounts payable, accrued expenses, and other liabilities $ 6,427
Stockholder's Equity:
Common stock, no par value 70,000
Paid-in capital 35,000
Retained deficit (57,025)
Total stockholder’s equity 47,975
Total Liabitities and Stockholder's Equity $ 54402

See accompanying notes to financial statements. Page 3




Economy Securities, Incorporated
Statement of Income
Year Ended December 31, 2006

Y%

Revenues:
Commissions $ 175,593 55.8
Trail fees 106,907 34.0
Other correspondent income 25,845 8.2
Other income 4,919 1.6
Interest and dividends 1,004 03
Trading gains 357 0.1
Total revenues 314,625 100.0

Expenses:
Employee compensation 126,510 40.2
Floor brokerage, exchange, and clearance fees 26,165 8.3
Communications and data processing 5,481 1.7
Occupancy 18,000 5.7
Other expenses 30,920 9.9
Total expenses 207,076 65.8
Net Income $ 107,549 34,2

See accompanying notes to financial statements.
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Economy Securities, Incorporated
Statement of Changes in Stockholder's Equity
Year Ended December 31, 2006

Common Stock Paid-in Retained
Shares Amount Capital Deficit Total
Balance - January 1, 2006 700§ 70,000 $ 35000 S (30,121) § 54,879
Net Income - - - 107,549 107,549
Distributions - - - (114,453)  (114,453)
Balance - December 31, 2006 700§ 70,000 $ 35,000 § (57,025) $ 47975

See accompanying notes to financial statements, Page §




Economy Securities, Incorporated
Statement of Cash Flows
Year Ended December 31, 2006

Cash Flows from Operating Activities:
Cash inflows:

Cash received from clearing organization and others $ 317,618

Sale of trading securities 4,137

Interest and dividends received 1,004

Cash outflows:

Purchase of trading securities (3,780)

Deposit with clearing organization (522)

Cash paid to suppliers and employees (202,773)
Net cash provided by operating activities 115,684

Cash Flows from Financing Activities:
Cash outflows:

Distributions (114,453)

Net cash used in financing activities (114,453)
Net Increase in Cash 1,231
Beginning Cash 4074
Ending Cash $ 5,305

See accompanying notes to financial statements. Page 6




Economy Securities, Incorporated
Statement of Cash Flows
Year Ended December 31, 2006
{Continued)

Reconciliation of Net Income to Net Cash
Provided by Operating Activities

Net Income

Adjustments to reconcile net income to net

cash provided by operating activities:
Decrease in receivable from clearing organization
Increase in deposit with clearing organization

Increase in accounts payable, accrued expenses, and other liabilities

Net cash provided by operating activities

See accompanying notes to financial statements.

$ 107,549

4,354
(522)

4,303

$ 115,684
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Economy Securities, Incorporated
Notes to Financial Statements
December 31, 2006

Note A — Nature of Operations and Summary of Significant Accounting Policies

Nature of Operations

Economy Securities, Incorporated (Company) operates as a fully-disclosed introducing broker in
trading and investment securities. The Company’s customer base is primarily individual investors
located in Indiana, Ilinois, and Kentucky. The Company is a wholly owned subsidiary of
Economy Acquisition Corp.

Cash

For purposes of the statement of cash flows, the Company considers all cash on hand, bank
checking accounts, and money market accounts to be cash.

Allowance for Doubtful Accounts

Accounts receivable consists of fees and commissions receivable from broker-dealers and
Southwest Securities, Inc. (Clearing Organization) and is considered fully collectible. Therefore,
no allowance for doubtful accounts has been provided.

Revenue and Expenses

Commissions and related clearing expenses are recorded on a settlement-date basis. There were no
significant transactions at December 31, 2006, that would require reconciliation with trade-date
basis accounting,

Advertising

The Company expenses advertising production costs as they are incurred and advertising
communication costs the first time the advertising takes place. Advertising expense was $616 for
the year ended December 31, 2006.

Income Taxes

The Company is not a taxpaying entity for federal and state income tax purposes, thus, no income
tax expense has been recorded in the accompanying financial statements.

Accounting Period

In October 1998, the Company requested NASD Regulation to approve a change in the Company’s
reporting year to December 31 from March 31. This request was subsequently approved by NASD
Regulation for the period beginning April 1, 1998, through December 31, 1998. This change

relieved the Company from tax deposit requirements under §7519 of the Internal Revenue Code.
As a result of this change, the subsequent reporting periods are from January 1 through
December 31. Financial statements filed under SEC rule 17a-5 are not required to be in
comparative form.




Economy Securities, Incorporated
Notes to Financial Statements
December 31, 2006

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles 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.

Note B — Cash Deposit with Clearing Organization

At December 31, 2006, the Company had an interest-bearing deposit of $15,799 with the Clearing
Organization.

Note C — Common Stock

The number of common shares authorized was 10,000 at December 31, 2006, with 700 shares
issued and outstanding,.

Note D — Related Party Transactions

On October 1, 2005, the Company began leasing office space from a related entity under common
control and ownership. That entity leases the entire building and provides professional services to
common clients. It is subleasing the space that Economy is using on a month-to-month basis. This
sublease includes space, use of furniture and fixtures, and equipment owned and provided by the
common owner. Total rent paid under these leases, included in the statement of operations, for the
year ended December 31, 2006, was $18,000. For the year ended December 31, 2006, the
Company incurred advertising costs from this related party of $616, which was included in
accounts payable at December 31, 2006.

On October 1, 2004, the Company’s employees became employees of a related entity under
common control for payroll tax reporting purposes. The employees are treated as leased employees
to the Company. The total paid under this arrangement for the period ended December 31, 2006,
was $126,510 and $2,611 was payable to this related entity at December 31, 2006.

Page 9




Economy Securities, Incorporated
Notes to Financial Statements
December 31, 2006

Note E — Net Capital Requirements

The Company is subject to the Securities and Exchange Commission’s (Commission) 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 $46,994, which was $41,994 in excess of its
required net capital of $5,000. At December 31, 2006, the Company’s net capital ratio was

0.14to 1.

Page 10




Supplementary Information




Economy Securities, Incorporated
Computation of Net Capital Under Rule 15¢3-1 of the
Securities and Exchange Commission
As of December 31, 2006

Net Capital
Stockholder's equity qualified for net capital $

Total nonallowable assets:
12b1 fees receivable

Net capital before haircuts on securities

Haircuts on securities - money market account
Net Capital $
Aggregate Indebtedness

Items included in statement of financial condition:
Accounts payable, accrued expenses, and other liabilities $

Computation of Basic Net Capital Requirement

Minimum net capital required $
Minimum doliar net capital requirement of reporting broker or dealer S
Net capital requirement $
Excess net capital $
Excess net capital at 1000% $

Ratio of aggregate indebtedness to net capital

47,975

(880)

47,095

(101)

46,994

6,427

428

5,000
5,000
41,994
46,352

0.14t0 1
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Economy Securities, Incorporated
Computation of Net Capital Under Rule 15¢3-1 of the
Securities and Exchange Commission
As of December 31, 2006
(continued)

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

Net capital, as reporied in Company's Part II (unaudited) FOCUS

report $ 43,350
Allowable assets erroneously reported as nonallowable:

12b1 fees receivable 3,644
Net capital per page 12 § 46,994

Page 13




Economy Securities, Incorporated
Computation for Determination of Reserve Requirements
Under Rule 15¢3-3 of the Securities and Exchange Commission
As of December 31, 2006

Broker-dealer is exempt from Rule 15¢3-3. All customer transactions are cleared through
Southwest Securities Corporation on a fully disclosed basis.

Page 14




Independent Accountants’ Report on Internal Control

Board of Directors
Economy Securities, Incorporated
Evansville, Indiana

In planning and performing our audit of the financial statements and supplementary schedules of
Economy Securities, Incorporated (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 and 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

3. 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 contro! 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 i
conformity 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.

400 Cross Pointe Boulevard ~ PO.Box 628 Evansville, IN 477040628 8124286500  Fax 812 428-6545

Beyond Your Numbers @ eom




Board of Directors
Economy Securities, Incorporated
Page 2

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
Securitics 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,
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.
B, LLP

March 27, 2007
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