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OATH OR AFFIRMATION

/ I, James V. Lorentsen, swear (or-affirm) that, to the best of my Knowledge and belief the accompanying
financial stateant and supporting schedules pertaining to the firm of Performance Trust Capital Partaers,
LLC, as of December 31, 2006, are true and correct. [ further swear!(or affirm) that neither the company nor

any partner, prOpnetor principal officer or director has any proprietary interest in any account classified solely
as that of a customer.

' | vl /1[/
Si gt.'};(ne

Chief Financial Officer
Title

ICIAL SEAL"

DAVID F. WILDING
NOTARY PUBLIC, STATE OF ILLINOIS
MY COMMISSION EXPIRES 10/31/2010

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

B3 (a) Facing pagc

X) (b) Statement of Financial Condmon

& (c) Statement' of Income (Loss).

[X] (d) Statement of Cash Flows.

X (e Statement of Changes in Stockholders' Equity or Partners' or Sole Proprictor's Capital.

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

X (g Computatlon of Net Capital '

X () Computation for Determination of Reserve Requirements Pursuant to Rule I5c3 3.

X () lnfomlauon Relating to the Possession or Control Requirements Under Rule’ }5¢3-3.

X ga Reconmhanon, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computanon for Determination of the Reserve Requirements Under Exhnbu A of Rule 15¢3-3.

O ka Reconciliation between the audltcd and unaudited Statements of Fmanc:lal Condition with respect to methods of con-
sohdalmmI

XI (1) AnOath or Affirmation.

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

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

@ H {

(o) Independent Auditor’s Report on Internal Control

**Lor conditions cl)f confidential treatment of certain portions of this filing, see section 240.17a-5(e}(3).
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McGladrey & Pullen

Certified Public Accountants

Performance Trust

Capital Partners, LLC
(successor to Performance
Trust Capital Partners, inc.)

Financial Report
December 31, 2006

This report is deemed CONFIDENTIAL in accordance with rule 17a-5{e}(3) under the Securities Exchange Act of
1934. A statement of financial condition bound separately has been filed with the Securities and Exchange

Commission simultaneously herewith as a PUBLIC document. .

McGladrey & Putlen, LLP is a member firm of RSM Intemational -
o an affifiation of separate and independent legaf entities.
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McGladrey & Pullen

Certbified Public Accountants

Independent Auditor's Report

To the Member

Performance Trust Capital Partners tLC
Chicago, lllinois

We have audited the accompanying statement of financial condition of Performance Trust Capital Partners LLC
(successor to Performance Trust Capital Partners, Inc.) {the “Company’} as of December 31, 2006, and the related
statements of operations, changes in member’s equity and cash flows for the year then ended that you are filing
pursuant to rule 17a-5 under the Securities Exchange Act of 1934. These financial statements are the responsibility
of the Company's management. Qur 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 Amenca
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 exarmmng on a test basis, evidence
supportmg 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 evaluatmg the overall fi nancral statement
presentation. We believe that our audit provides a reasonable basis for our opmlon

In our opinion, the financial statements referred to above present fairly, in att matenial respects, the fi nancnal position
of Performance Trust Capital Partners, LLC 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 generatly accepted in the United States of
Amerllca

Qur aludrt was conducted for the purpose of forming an opinion on the basic f nancial statements taken as a whole,
The rntormat:on contained in Schedules |, I1, and Il is presented for purposes of additional analysis and is not a
requrred part of the basic financial statements, but is supplementary information required by rule 17a-5 under the
Secuntres 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 maleriat respects when considered in

relatlon to the basic financial statements taken as a whole.
///c% / e llore ,

Chicago, lllinois
March 21, 2007

McGladrey & Pullen, LLP is a member firm of RSM Intemational —

an affiliation of separate and independent legal entities.
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Performance Trust Capital Partners, LLC

Statement of Financial Condition

- December 31, 2006

Assets

Cash
Due from clearing brokers and futures commission merchants
Secuntles owned, at market value
Fumlture equipment, and leasehold improvements,
nel of accumulated depreciation of $1,278,391
Preqald expenses and other assets
| i

i Total assets

Liaﬁilities and Member’s Equity
Liabilities
Secunhes sold under agreements {o repurchase
Accounts payable, accrued compensation, payrol! taxes,
ther accrued expenses 'and tiabilities
Total liabilities

Conimitments and contingent liabilities

Merﬁber’s equity

Il Total liabilities and member's equity
! i

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

240,985
3431329
17,283,216

395,376
- 880,048

22,230,954

15,900,821

2,249,453

18,150,274

4,080,680

22,230,854




Performance Trust Capital Partners, LLC

Statem%ant of Operations
Year Ended December 31, 200§

Revenue:

- Princibal trading income
Interest income
Other income

l

Expenses:
Employee compensation and benefits
Interest -
Cornrqunications and data processing
Qccupancy and equipment
Profesi_sional fees
Clean'llzg fees
Other expenses

' Net income

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

15,995,684
1,777,236
220,315

17,993,235

11,110,880
1,737,931
1,263,322
1,219,518

797,186
258,390
1,357,176

17,744,463

$

248,772




Performance Trust Capital Partners, LLC
]

Statement't:)f Changes in Member'js Equity

Year Ended December 31, 2006 L

Class A ‘
Common Member's Retained
Stock Equity Earnings Total

i J
Balance, January 1, 2006 $ 672405 § $ 4233503 § 4,905,908
Distributioriw to stockholders - (1,074,000} (1,074,000)
Net effect Q‘_af reorganization (672.408) (419,320) (3.408,275) (4,500,000)
Member contributions - 4,500,000 i 4,500,000
Net income : : 248,772 - 248,772
Balance, De(::ember 31, 2006 $ - $ 4,08(;),680 $ - 3§ 4,080,680

The accomp?nying notes are an integral part of these financial statements.




Perfoﬁnance Trust Capital Partners, LLC

|
Statement of Cash Flows
Year Ended December 31, 2006

Cash Flows From Operating Activities
Net in:corne
Adjustments to reconcile net income to net cash
(used in) operating activities:
- Change in unrealized (gain)/loss on securities owned
Deprleciation '
Chal?ge in operating assets :?nd liabilities:
(Increase) decrease in operating assets:
Due from clearing brokers and futures commission merchants
Securities owned 1
Prepaid expenses and other assets
increase (decrease) in operating payables:
Securities sold under agreements to repurchase
Payable to broker-dealers
Accounts payable, accruf-:-d compensation, payroll
'taxes, other accrued expenses and other fiabilities
Net cash used in operating activities

Cash Flows From Financing Activities
Distributions to stockholders
Mem;ber contributions
Distribution of cash in reorganization
Payments on capital lease obligations
Net cash provided by financing activities

| Net(decrease}in cash

Cash: :

Begi;nning of year
End bi year
{continued)
5

$

248,772

43,948
175,399

(2,506,372)
17,871,175
(766,718)

(17,278,697)
{1,362,036)

1,429,807

(2,144,722)

(1,074,000)
4,500,000
(1,534,171)

(86,110)

1,805,719

(339,003)

579,988

:

240,985




Perforf;nance Trust Capital Partners, LLC

1

Statem!ent of Cash Flows (continued)
Year-EPded December 31, 2006

| !
Supple'{nental Disclosure of Cash Flow Information
Interest paid
i f
Supplemental Schedule of Noncash Financing Activities
Noncash assets disiributed in reorganization
Cash
Securities owned
Other receivables
Accrued liabilities
Net assets

Net effect of reorganization

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

1,785.373

1,534,171

2,996,600
505,229
(536,000)

4,500,000

4,500,000




Perifonnance Trust Qapitat Partners, LLC

Notes to Financial Statements

|

|
Note 1. Nature of Busrness and Significant Accounting Policies f
Performance Trust Capital Partners, LLC (the “Company”), is an Winois hmrted liabifity company formed on
December 29, 2006 and is a wholly-owned subsidiary of PT Financial, LLC. The Company's predecessor, -
Perforrnance Trust Capital Partners, Inc., was formed on March 2, 1994. On December 29, 2006, Performance Trust
Caprtal Partners, Inc. reorganized and changed its form of ownership and rts direct ownership in a series of
transactions. For more rnformatron on these transactions, see Nole 13.
The Company was formed for the purpose of conducting business as a brokerdealer in fixed income securities. Its
customers are comprised pnmanly of banks and other financial institulions Iocated throughout the United States. The

' Company is registered with the Securities and Exchange Commission as a broker-dealer and is a member of the '

National Association of Secuntres Dealers, Inc. (*NASD"}.

The Company operates under the provisians of Paragraph {k )(2)(ii) of rule 15¢3-3 of the Securities and Exchange
Commrssron and, accordrngly, is exempt from the remaining provisions of thal Rule. Essentially, the requirement of

Paragraph {k)(2)(ii) provides that the Company clear all transactions on behalt of customers on a fully disclosed basis
with a clearing broker-dealer. The clearing broker-dealer camies all of the accounts of the customers and maintains

and preserves all related books and records as are customarily kept by a cleanng broker-dealer.
Signiﬁcant accounting policies are as follows.

1 i
Use of estimates: The preparation of financial statements in conformity with generally accepted accounting principles
requrres the Company's management to make estimates and assumptions that affect the reported amounts of
assets liabilities and dlsciosures of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the period. Actual results could differ from those estimates.

I
Revenue recognition: Proprretary securities transactions and related expenses are recorded on a trade-date basis.

Secuntres owned: Secuntres owned are valued at market, or at amounts that approximate fair value with the
resulting net unrealized gains and losses included in eamings of the current period. The Company uses quotations,
where available, to estimate the fair value of these securities. Where current quolations are not availahle, the
Company estimates fair value based on the present value of anticipated future cash flows, assuming market discount

rates of securities with similar terms and credit quality.
t

- Repurchase agreements: Sales of securities under agreements to repurchase {repurchase agreements or repos) are

accounted for as collateralized financings except where the Company does not have an agreement to purchase the
samle or substantially the same securities before maturity at a fixed or determinable price.

Fumiture, equipment, and leasehold improvements: Fumiture, equipment, and leasehold improvements are stated at
cost, net of accumulated depreciation. Fumiture and equipment are deprecrated using accelerated or straight-line
methods aver estimated useful lives. Leasehold improvements are depreciated on the straight-line method over the
Iesser of the estimated useful lives or the lease term.




Pertormance Trust CapitaI'Partners, LLC
[ .
Notes to Financial Stateménts

i
i
Not‘e 1. Nature of Busmess and Significant Accounting Pollcles (contrnued)

Inc0me taxes: AsanLLC, the Company allocates taxable income to its member based on its ownershrp of the
Company’s units. Therefore the financial statements covered do not mclude a provision for federal income taxes.

New accounting pronouncement In September 2008, the Financial Accountrng Standards Board (* FASB ) released
Statement of Financial Accountmg Slandard No. 157, Fair Value Measurements( SFAS 1577). SFAS157 defines
fair va!ue establishes a framework for measuring fair value in generally accepted accounting principles (*GAAP"),
and expands disclosures aboul fair value measurements. SFAS 157 is effectrve for financial statements issued for
ﬁscal years beginning after November 15, 2007, and interim periods within those fiscal years. At this time,
management is evaluating the implications of SFAS 157 and its impact on financia! statements issued in subsequent
perlods

On huly 13, 2006, the FASB released FASB Interpretation No. 48, Accountrng for Uncertainty in lncome Taxes (“FIN
48"). FIN 48 provides gurdance for how uncertain tax positions should be recognrzed measured, presented and
drsclosed in the financial statements. FIN 48 requires the evaluation of tax: posrtrons taken or expected to be taken in
the course of preparing the Company s tax returns to determine whether the tax positions are “more- Irkery-than not”
of berng sustained by the applicable tax authority. Tax positions not deemed to meet the more-likely-than-not
threshold would be recorded as a tax henefit or expense in the current year Adoption of FIN 48 is requrred for fiscal

.years beginning after December 15, 2006 and is to be applied to all open tax years as of the effective date. At this

trme management is evaluating the implications of FIN 48 and its impact on financial statements to be issued in
subsequent periods. .

|
Note2.  Due from Clearing Brokers and FCMs

Due from clearingj brokers and futures commission merchants at December 31, 2006, were as follows:

Due from clearing brokers $ 2575787
Deposrt at clearing broker . 100,000
Due from futures commrssron merchants 190,726
Bond interest and principal receivable . 564,816

. : $ 1 3431329

Note3d.  Securities Owned
Seounﬁes owned, at market value at December 31, 2006, are summarized.as follows;

1

Mortgage-backed securities ' $ 16,018,627
State and municipal obligations 1,227 854
U§ Treasury futures contracts, net , 36,735
. ' $ 17,283,216
[
|
8
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Perfonnance Trust Capital Partners, LLC

Notes to Financial Statements

Note 4, Fumiture, Equipment, and Leasehold Improvements
Furniture, equipment, and leasehold improvements at December 31, 2006, were as follows:
' )

Leasehold improvements _ $ 195,175
Furniture and equipment 1,478,592
: ) 1,673,767
Less accumulated depreciation 1,278,391
: : ; $ 395,376

l&loteI L} Securities Sold Under Agreements to Repurchase

The Company has entered 1nto masler repurchase agreements with fi nancial service companies. Under these
agreements, the Company is atlowed to sell up to $125,000,000 of secunhes under agreements to repurchase
Amounts received under these agreements represent short-term financing anangements The agreements are
collateralized by securities with a market value of approximately $15,900,000 at December 31, 2006. The Company
reports the securities it has pledged as collateral on secured borrowings as assels on the statement of financial
condition because the secured party cannot sell the securities and the Company can substitule collateral or
otherwrse redeem it on short notice. These agreements bear mterest ata vanabte market rate and have an open
matu!nty date. .

Note'6. . Derivatives, Hedging and Other Receivables

The Company uses derivative financial instruments to hedge market risk, pnmanly due to fiuctuations in interest
rates, in its securities mventory The Company does not apply hedge aocountrng as defined in FASB Statement
No. 133, Accounting for Derivative Instruments and Hedging Activities, as amended as all financial instruments are
marked to market with changes in fair values reflected in eamings. Therefore the disclosures required in paragraphs
44 and 45 of the Stalement are generally not applicable with respect to these financial instruments. The Company
uses exchange traded futures and options contracts that contain varying degrees of off-balance-sheet risk. The
Company does not expect any material losses relating to such derivative rnstmments that would not be offset with
comesponding gains on securities hedged. Net gains on derivative rnstruments were $570,682 in 2006 and are
mcluded in principal trading income. At December 31, 2006, denivatives consrst of financial futures contracts fo
purchase $2,000,000 of two-year U.S. Treasury notes, $6,000,000 of five- year 1U.S. Treasury notes and '$1,000,000
of ten-year U.S. Treasury notes. The fair value of these financial futures contracts included in securities owned, at
market value on the statement of financial condltron was an unrealized proﬁt of $36,735 at December 31, 20086.

The Company also enters into transactions involving mortgage-hacked to-be-announced securities (TBAs). TBAs

. provrde for the forward settlement of the underlying instruments. The credit nsk for TBAs is limited to the unrealized

marktlet valuation gains recorded Al December 31, 2006, the Company had no outstanding TBA positions.

Note: 7 Retirement Plan

The Company has a 401({k) prot' it sharing plan that covers substantially all employees Company contributions are
charged to expense and are made at the discretion of the Board of DrrectorsI Eligible employees may also contribute
amounts to the plan subject to the applicable 401(k) limitations. There was no profit sharing plan expense in 2006.
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Performance Trust Capital Partners, LLC

¥

I .
Notes to Financial Statements

Note 8. Related Party Transactions

The Company has an Expense Sharing, Licensing and Service Fee Agreement (*Agreement”) with Performance
Trust Investment Advisors, LLC (*PTIA"). The Company and PTIA, a regrstered investment advisor, share common
and identical ownership. The Company recorded $271,800 in rent expense under various fumiture and equipment
operatmg leases with PTIA. .  Throughout the year, PTIA and the Company borrow from each other, as necessary. At
December 31, 2006, PTIA owed the company $524,564, which is included in prepaid expenses and other assetsin
the ‘statement of financial condrtlon

Al December 31, 2006, Perfonnance Trust insurance Group, LLC (*PTIG"); which is owned by mdrwduals who

: rndrreclly own & majority mterest in the Company, owed the Company $139 962 which is included in prepaid

explenses and other assets in the statement of financial condition.

Note 9. Net Capital Reqmrements

The Company is subject to the Securities and Exchange Commission Unrform Net Capital Rule (SEC rule 15¢3-1),
whrch requires the maintenance of minimum net capital and requires that lhe ratio of aggregate indebtedness to net
capltal both as defined, shall not exceed 15 to 1. The rule also provides that equity capital may not be withdrawn or
cash dividends paid if the resulnng net capital ratio would exceed 10 to 1. At December 31, 2008, the Company had
net capital of $2,092,568, which was $1,962,188 in excess of its required net capital of $130,380. The Company's
net capital ratio was 0.93 to 1.

Note 10.  Fair Values of Financial fnstruments

The Company's financial mstruments are carried at fair value or at amounts that approximate fair value. Cash and
accrued interest receivable are generally short-term and are typically Irqurdated at their carrying values. Securities
owned are carried at fair value. Repurchase agreements are carried at contract amounts plus accrued interest that
approxlmate fair value due to their variable rates and short maturity. Derivative instruments are carried at fair value.

Note 11. Financial Instruments with Off-Balance-Sheet Risk and Concentration of Credit Risk

Secluntres transactions are introduced to and cleared through a clearing broker Under the terms of rts clearing
agreement the Company is required to ensure the proper settiement of counterparty transactions as contractualty
obligated with the clearing broker. in conjunction with the clearing broker, the Company seeks to control the risks of
actrvmes and is required to maintain collateral in compliance with various reguiatory and intemal gurdellnes
Complrance with the vanous guidelines is monitored daily and, pursuant to such guidelines, the Company may be
requrred to deposit addrlronal collateral or reduce positions when necessary

The Company is engaged |n various trading and brokerage activities with counterparties that consist primarily of
broker-dealers banks, and other financial institutions. In the event counterpariies do not fulfilt their obligations, the
Company may be exposed lo risk. The risk of default depends on the creditworthiness of the counterparty or issuer
of the instrument. Itis the Company's policy to review, as necessary, the credit standing of each counterparty with
which it conducts business.

Market risk arises due lo fluctuations in interest rates and market prices that may result in changes in the values of

tradrng instruments. The Company manages its exposure to market risk resuiting from trading actwrhes through its
nsk management function. Risk reports are produced and reviewed by management to mitigate rnarket risk.

10
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Performance Trust Capital Partners, LLC

Hotes to Financial Statements

Note 11.  Financial Instruments with Off-Balance-Sheet Risk and Concentration of Credit Risk (continued)

The' Company's financial instruments that are exposed lo concentrations of credit risk consist pnmanly of cash. The
Company maintains its cash accounts with one financial institution. The total cash balances of the Company are
insured by the Federal Deposit Insurance Corporation (FDIC) up to $100, 000 per depositor, per bank. The Company
had cash al December 31, 2006 that exceeded the batance insured by the FDIC The Company monitors such credit
risk and has not experienced any losses related to such risks,

Note 12 Commltments and Contingent Liabilities

The. Company has an office lease that expires on May 31, 2013 with a ﬁveyear renewal option at the falr market
Iease rate al that ime. The Company is charged basic rent and its proporhonale share of the building's real estate
laxes and operating expenses. The Company accounts for office rent expense on the straight-line basis over the
noncancelable term of the lease. Deferred rent payments, included in other fiabilities on the statement of financial
condmon were $293,756 at December 31, 2006.

Yea:r ending December 31

2007 $ 475027
2008 482 866
2()09 ., 490,855
2010 499,208
ZQ1 1 507,710
Thereafter © 735,248

i | S 3.190.914

The ;C_ompany is required to maintain a $100,000 deposit with its clearing broker-dealer.
i

Note 13.  Member's Equity and Reorganization

The Company is 100% owned by PT Financial, LLC, an illinois limited |iabl|lty company organized {o function
primarily as a holding company. The Company was formed in 2006 with an. 'initial capital contribution from PT
Financial, LLC of $4,500,000. The Company is a successar to Perforrnance Trust Capital Partners, Inc.-("PTCP,
Inc.”) which reorganized its ownership structure in 2006 in a sefies of transactlons On December 29, 2006, PTCP,
Inc. contributed certain assets and transferred certain liabilities to PT Fmancnal LLC which directed the respective
assels be contributed and the liabilities be transferred to the Company in exchange for Class A Member units of PT
Fmanaa! LLC.

The change in the form of ownersh:p and company structure did not change the activities, management or primary
oontrol of the broker-dealer and was approved by the NASD as a success;on by amendment. Consequenty, the
ﬁnancual statements for PTCP, LLC include the results of PTCP, Inc. from January 1, 2006 to December 29, 2006.

Note 14. Indemnifications

In the normal course of business, the Company enters into contracts that contain a variety of representations and
warrantles that provide indemnifications under certain circumstances. The Company s maximum exposure under
these amangements is unknown, as this would involve future claims that may be made against the Company that
have not yel occurred. The Company expects the risk of loss to be remote

1
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Pefformance Trust Capital Partners, LLC

Co}nputatlon of Net Capltal Under Rule 15¢3-1
December 31, 2006

| Schedule |
Total member's equity $ 4,080,680
Deductlons and/or charges:.
Nonallowable assets:
'Furniture, equipment, and leasehold improvements, net of
f capitafized lease obhgatlons (395,376)
iPetty cash, prepaid expenses and other assets (883,939)
‘ .
Net capital befor'e haircuts on securities positions 2,801,365
Haircuts on securities and olher charges:
Commodity futures contracts and spot commodities (75,000
Other deductions (52,286)
Collateralized mortgage obllganons and mortgage-backed securities (507,840)
Sgate and municipal obligations {73,671)
(708,797
i Net capital $ 2092568
i
Agglregate indebtedness
Items included in statement of financial condition
Accounts payable $ (408,994)
Aocrued compensation, payroll taxes,
| accrued expenses, anq other liabilities {1,546,703)

Total aggregate inldebtedness
Ratio: Aggregate indebtedness to net capital

Computation of basic net cabital requirement
Mlmmum net capital requ:rement {greater of 6-2/3% of
aggregate mdebtedness or $100,000)
N.let capital

! Excess net capital
|
Staterment pursuant to Paragraph (d}(4) of Rule 17a-5:
Reconciliation with Company’s computation included in
Part Il of Form X-17A-5 as of December 31, 20086:
Net capital as reported in the Company's Part |l
| unaudited FOCUS report
Client journal entries - reorganization
|

l;\let capilal, per above

12

$ __ (1.955697)

0.93 o 1
§ 130380
2,092,568

$  1962,188
$ 2321352
(228.784)

§ 2092568




Performance Trust Capitai Partners, LLC
! .
Co‘r‘nputation for Determination of Reserve Requirements
Under Rule 15¢3-3
Dec;:ember 31, 2006

Schedule I

| : : ..
None, the Company is exempt from rule 15¢3-3 pursuant to the provisions of subparagraph (k)(2){ii) thereof.
i ! : .

Information Relating to Possession or Control Requirements
Under Rule 15¢3-3
December 31, 2006

" Schedule Il

Nolne, the Company is exempt from rule 15¢3-3 pursuant to the provisions 'of subparagraph (k)(2)(ii) thereof.
|

13




P r
McGladrey &Pullen
Certiltied Public Accountants

i |
lndei.-pendent Auditor’s Reﬁort on Internal Control
I

To ttie Member
Performance Trust Caprtal Partners, LLC
Chlcago llinois

!
in planmng and pen‘ormmg our audit of the financial statements of Performa'rnce Trust Capital Partners* LLC
(successor to Performance Tmst Capital Partners, Inc.) (the "Company”) for the year ended December. 31, 2006, in
accordance with auditing standards generally accepted in the United States of America, we considered the
Company s infemal control over financial reporting (internal control} as a basrs for designing our auditing procedures
for the purpose of express\ng our opinion on the financial statements, but not for the purpose of expressmg an
opinion on the effectiveness of the Company's internal control. Accordmgiy we do not express an apinion on the
eftectnreness of the Company s internal control.

rftlso| as required by rule 17a 5(g)(1) of the Securities and Exchange Commrssron (SEC), we have made a study of
the practrces and procedures followed by the Company, including consrderatron of contro! activities for safeguardrng
secuntles This study included tests of such practices and procedures that we considered relevant to the objectives
stated in rule 17a-5(g) in makrng the periodic computations of aggregate mdebtedness {or aggregate debits) and net
caprtal under rule 17a-3(a)(1 1) and for determining compliance with the exemptwe provisions of rule 1503 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

(1} Making quarterly secuntres examinations, counts, verifications, and compansons and recordatron 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 Govemors of the Federal Reserve System o

. The management of the Company is responslble for establishing and mamtarmng internal control and the praclices

and procedures referred to in the preceding paragraph. In fulfiling this responsrbrlrty estimates and judgrnents by

. management are required to'assess the expected benefits and related costs of controls and of the practrces and

procedures referred to'in the precedlng paragraph and to assess whether those practices and procedures can be
expected to achieve the SEC’s above-mentioned objectives. Two of the ob;ectrves of intemal control and the
practlces and procedures are to provide management with reasonable but not absolute assurance that assets for
whrch the Company has responsrbrlrty are safeguarded against loss from unauthonzed use or dlsposrtlon and that
transactrons are executed in accordance with management's authorization and recorded properly to permit the
preparatron of financial statements in conformity with generally accepted accounting principles. Rule 17a-5(g) lists

' addlltlonat objectives of the practrces and proceduses listed in the precedmg\paragraph

|
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Because of inherent limitations in intemal control or the practices and procedures refered 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 norrnal course of performlng their assigned functions, to prevent or detect misstatements on a timely basis. A
significant deficiency is a control deficiency, or a combination of control def iciencies, that adversely affects the -
enhty s ability to initiate, authorize, record, process, or report financial data retrabty in accordance with generally
accepted accounting pnncrptes such that there is more than a remote I:kellhood that a misstatement of the entity's

' ﬁnancral statements that is more than inconsequential will not be prevented of detected by the entity's mternal

control

t -
A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more than a
remote likelihood that a material misstatement of the financial statements will not be prevented or detected by the
entity's intemal control,
Qur consideration of intemal control was for the limited purpose described i ln the firsl and second paragraphs and
would not necessarily identify all deficiencies in intemal control that might be material weaknesses. We did not
rdenufy any deficiencies in intemal control and control activities for safeguardmg securities that we consider to be
malerial weaknesses, as def ned above:

l
We! understand that practices and procedures that accomplish the objectlves referred to in the second paragraph of
thrs'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 al
matenal respects indicate a material inadequacy for such purposes. Based on this understanding and on our study,
we belleve that the Company's practices and procedures, as described in the second paragraph of this repart, were
adequate at December 31, 2006 to meet the SEC's objectives.

I
This report is intended solely for the information and use of the Members, management the SEC, the Natlonal
Assocratron of Securities Dealers, Inc., and other regulatory agencies that rety 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.
//1(3% / ey )

Chicago, llincis
March 21, 2007
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