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OATH OR AFFIRMATION ,

I, Eric P, Smeltzer ' ., swear {or affirm) that. to the best of
my knowlcdge and belief the accompanying fi f'nancml statement and supporting schedules pertaining to the firm of

BNK Advisory Group, Inc. | . 8s
of 12/31 ’ . , 2006 , are true and: correet. | further sweer (or affirm) that

neither the company nor any partner, proprictor, principal officer or director has !uny proprietary interest in any account

classificd solely as that of a customer, except as follows:

5—//: éScm é(,/-F KMJ 2 é{ lgfc ri~e »L/f/f s
Dnd Aprit, Zoo7

This report ** contains (check all apph(.able boxes):

B (a) Facing Page.

[0 (b) Statement of Financial Condition.

I (c) Statement of Income (Loss). !

O (d) Statement of Changes in Financial Condition. [

B (e) Statement of Changes in Stockholders’ Equlty or Partners’ or Sole Proprietors’ Capital.

() Statement of Changes in Liabilitics Subordmated to Claims ol'Credltms{

Bd (2) Computation of Net Capital.

O Computation for Determination of Reserve Requnremenls Pursuant to Rule 15¢3-3.

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

O () A Reconciliation, including appropriate explanation of the Computation ol Net Capital Under Rule 15¢3-1 and the

Computation for Determination of the Reserve Requirements Under Fxhlblt A of Rule 15¢3-3.

0 (k) A Reconciliation between the audited and unaudited Stalements of Financial Condition with respect to methods ol
: consolidation.

E () An Ouath or Affirmation.

Cl (m) A copy of the SIPC Supplemental Report.

B (n) Arcportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

|
** Far conditions of confidential ireatment of certain portions of this filing, see section 240.17a-5(e)(3).
|
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March 30, 2007

Board of Directors
BNK Advisory Group, Inc. - |

|
In planmng and performing our audit of the fi nancnal statements of BNK Advisory Group, Inc. for
the 'year ended December 31, 2006, we considered its mtemal control structure, including
procedures for safeguarding securities, in order to detennme our auditing procedures for the
purpose of expressing our oplmoh on the financial statements and not to provide assurance on the

mternal control structure, !

We. also made a study of the pracnces and procedures fol]ow'ed by the Company in making the
periodic computations of aggregate indebtedness and net capltal under Rule 17a-3(a)(11) and the
procedures for determining compliance with the exemptive prowsmns of Rule 15¢3-3. We did not
review the practices and procedures followed by the Compan)} in making the quarterly securities
examinations, counts, verlﬁcatlons comparisons, and the recordatlon 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 F‘ederal Reserve System because the
Company does not carry security accounts for customers or perform custodial functions relating to

customer securities in accordance with the (K)(2)(ii) exemptioni.

The management of the Company is responsible for establllshmg and maintaining an internal
control structure and the practlces and procedures referred to in the preceding paragraph. In
fulfi illing this responsibility, estimates and judgments. by manlagement are required to assess the
expected benefits and related coslts of intemal control structure policies and procedures and of the
practices and procedures referred to in the preceding paraéraph and to assess whether those,
practices and procedures can .be expected to achieve the Commission’s above-mentioned
objectives. Two of the objectwes of an internal control structu're and the practices and procedures

. are to provide management wnth reasonable, but not absolute,|assurance that assets for which the
' Company has responsibility are safeguarded against loss from unauthorized use or disposition and
to ensure that transactions are’ executed in accordance w1th management’s authorization and
recorded properly to permit preparation of fi nancial statements in conformity with U.S. generally
accepted accounting principles.; Rule 17a- S(g) lists additional objectives of the practices and
procedures |

SR Snoxdgrass, AC. -'2IO0Corpor:||e Drive, Saite 00 » ﬁ’t‘xf()rd, Pennsyhvania lS(ﬁO-?ér{? * Phone: (728 9340344 « Facsmile: (724) 9340345
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Board of Directors .
Page 2

March 30, 2007

|

Because of inherent limitations m any internal control structure or the practices and procedures
referred to above, errors or 1rregulant:es 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 the mtemal control structure would not necessanly disclose all matters in the

internal control structure that might be material weaknesses under standards established by the
American Institute of Certified Public Accountants. A mater1al1weakness is a condition in which
the design or operation of the spec1ﬁc 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 ass:gned functions. However, we
noted no matters involving the mtema] control structure, 1nclutd|ng procedures for safeguarding
securities, that we consider to be materlal 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 Commtssnon to be adequate for its purpose in
accordance with the Securities bxchange Act of 1934 and related regulations and that practices
and procedures that do not accomphsh such objectives in all materlal 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 Delcember 31, 2006, to meet the

Commission’s objectives. |
|

This report is intended solely .for the use of management the Securities and Exchange
Commission, the National Association of Securities Dealers, and other regulatory agencies which
rely on Rule 17a-5(g) under the Securities Exchange Act of 19|34 and should not be used for any
other purpose. |

Sincerely,

AR Arolgpuire, A.C |
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REPORT OF INDEPENDENT AUDITORS
i

f

Board of Directors
BNK Advisory Group, Inc. ;
f
We have audited the accompanying consolldaled statement of fi nanclal condition of BNK Advisory
Group, Inc. and subsidiary as of Decémber 31, 2006 and 2005, and the related consolidated statements
of income (loss), changes in stockholders’ equity, changes in subordmaled borrowings, and cash flows
for the 'years then ended. These financial statements are the responSIbthty of the Company’s
management. Our responsibility is to express an opinion on these financial statements based on our
audits. .
. f

4

We conducted our audits in accordance with U.S. generally accepl‘ed auditing standards. Those
standards require that we plan and pcrform the audit to obtain rcasonab]e assurance about whether the
financial statements are free of materlal misstatement. An audit mcludes 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 belleve that our audits provide a
reasonable basis for our opinion. -
In our opinion, the consolidated ﬁnanfcial statements referred to abo;ve present fairly, in all material
respects, the financial position of BNK Advisory Group, Inc. and subsidiary as of December 31, 2006
and 2005, and the results of their Qperalions and their cash ﬂo“frs for the years then ended in
conformity with U.S. generally accepted accounting principles. i
Our audits were conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in Schedule I is presénted for purpases of additional
analysis and is not a required part of the basic financial statements, Hul is supplementary information
required by Rule 17a-5 of the Securities and Exchange Commlssnon 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 ail material respects in relation to the basic financial statements taken as a
whole.

= /?/éqojfm A.c. |

Wexford, PA
March 30, 2007

f

SR Snodgrass. AC. » 2100 Corporate Drive, Suite 400 + Wexford, Pennsyhania 150907647 + Phone: (724) ?34'-0544' * Facsmibe: (724) 93035




BNK ADVISORY GROUP, INC.
CONSOLIDATED STATEMENT OF FINANCIAL CONDITION

December 31,

2006 2005
ASSETS
Cash and cash equivaients _ P 3 513,965 § 170,557
Deposit with clearing otrganization ' 25,219 17,927
Commissions receivable - clearing organization 158,235 160,259
Accounts receivable ! 41,858 85,985
Notes receivable 107,117 147,380
Furniture, fixtures, and equipment, at cost less accumulated ‘L .
depreciation of $384,471 and $293,093 X 156,970 248,347
Goodwill 543,282 543,282
Other assets 174,006 342,417
Total assets ‘ $ 1,920,652 § 1,736,154
LIABILITIES
Accrued salaries and commissions 3 30,000 $ 65,149
Accrued employee benefits | - 180,000
Short-termn borrowings 470,125 -
Other borrowings ; 172,360 -
Other liabilities 75,624 154,842
Total liabilities 748,109 399.99]
|
COMMITMENTS AND CONTINGENT LIABILITIES .
Subordmated borrowings ‘ 304,000 304,000
STOCKHOLDERS' EQUITY
Common stock, no par; 2,000,000 shares authorized,
1,095,265 and 1,019,265 shares issued and outstanding 1,696,976 803,325
Retained earnings {deficit) (828,433) 228,838
Total stockholders’ equity 868,543 1,032,163
Total liabilities and stockholders’ equity 3 1,920,652 § 1,736,154

The accompanying notes are an integral part of these consolidated financial statements.
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~ BNK ADVISORY GROUP, INC.
© CONSOLIDATED STATEMENT OF INCOME (LOSS)

J

Year Ended December 31,

o b, - et iy ot et

. 2006 2005
REVEN[{ES ‘
Commissions R 3 4,283,127 § 6,256,993
Investment advisory fees i 637,681 670,733
. Consulting mcome ! 603,125 498,804
Other income ' 33,111 8,703
| Total revenues | 5,557,044 7,435,233
EXPENSE
Compensation and benefits 3,862,914 4,626,909
Stock-based compensation ‘ 278,276 -
Occupancy and equipment expense i 347,440 370,028
Clearing charges . 80,407 118,020
Professional services : 412,793 511,562
Marketing and publications . ‘ 523,005 499,638
Interest expense ° : 82,591 14,882
7 Othet operating expenses . 1,026,889 114,523
. " Total expenses . 6,614,315 7,255,562
!
Income (loss) before income tax (1,057,271) 179,671
* Income tax ' - (36,480)
NET INCOME (LOSS) 0§ (1,057,271) 216,151
EARNINGS PER SHARE - Basic and diluted : $ (1.03) § 0.2}
AVERAGE SHARES OUTSTANDING - Basic and diluted ' 1,021,961 1,008,023

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




BNK ADVISORY GROUP, INC.

CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY

Bala;nce,TDecember 31, 2004

Capital cpntributions (19,265's.hares iésued)
Capital distributions 1

Net income

Balance, December 31, 2005 '
Capital contributions (100,000 shares, issued)
Stock-b:ased compensation expense .
Shares repurchased (24,000 shares) i

Net loss

Balanc’c, December 31, 2006

Common ' Retained
Stock ; Earnings (Deficit) Total
640,000 ‘s 245,993 § 885,993
163,325 : 163,325
| (233,306) (233,306)
f 216,151 216,151
803,325 I 228,838 1,032,163
850,000 ! 850,000
278,276 | 278,276
(234,625) (234,625)
r (1,057,271) (1,057,271)
1,696,076 | 5 (828,433) $ 868,543

t
I

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

|
|
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BNK ADVISORY GROUP, INC.
CONSOLIDATED STATEMENT OF CHANGES IN SUBORDINATED BORROWINGS

Subordinated borrowings at December 31, 2005 ’$ 304,000
|
Subordinated borrowings at December 31, 2006 ' 304,000

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

; |



BNK ADVISORY GROUP, INC.
CONSOLIDATED STATEMENT OF CASH FLOWS

Year Ended December 31,
2006 2005

OPERATING ACTIVITIES .
Net income (loss) b (1,057,271) 8 216,151

Adjustments to reconcile net income (loss) to net cash providedi
by (used for) operating activities:

Depreciation ' 91,378 108,435
Decrease m commissions receivable ; 2,024 473,686
Decrease in accounts receivable 44,127 119,679
Decrease in accrued salaries and commissions (35,149) (42,572)
Decrease in accrued employee benefits ' (180,000) (80,i42)
Stock-based compensation expense ; 278,276 -
Other, net | (98,100) (210,075)
Net cash (used for) provided by operating activities . (954,715) 585,162
INVESTING ACTIVITIES
Purchase of furniture, fixtures, and equipment - {(67,758)
Repayment of note receivable | 9,931 7,870
Aquistion of BNK Asset Management Partners, Inc. | - (75,546)
Net cash used for investing activities | 9,931 (135,434)
F I
FINANCING ACTIVITIES ! |
Repayments of subordinated borrowings - (196,000)
Dividends " - (233,306)
Capital contributions ' ' 850,000 8,075
Net increse in short-term borrowings 470,125 -
Repayment of other borrowings ! (27,640) -
Shares repurchased ' ; (4,293) -
Net cash provided by (used for) financing activities 1,288,192 {(421,231)
Increase in cash and cash equivalents : 343,408 28,497
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR [ 170,557 142,060
CASH AND CASH EQUIVALENTS AT END OF YEAR | 3 513,965 § 170,557

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




] . * BNK ADVISORY GROUP, INC.” | .
+ 1. NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES [

A summlary of significant accounting and reportlng policies apphed in the presentation of the
accomparllymg consolidated financial statements follows:
Nature of Oneratmns and Bﬂ;a_s_m of Présentatlon

r I
BNK Adwsory Group, Inc. (the “Comp|any”) is a Pennsylvania corporation that derives substantially
all of its income by rendenng comprehenswe investment and consuItmg services to financial
institutions. The Company is reglstered in Alabama, Connecticut, Delaware District of Columbia,
Florida, Georgia, Illinois, Indiana, lowa, Kansas, Kentucky, Mame Maryland, Massachusetts,
Michigan, Missouri, Nebraska, Nevada, New Hampshire, New, Jersey, New York, Obhio,
Pennsylvania, Rhode Island, South Carolina, Vermont, Virginia, and West Virginia. The Company
executes investment transactions at the direction and on behalf of its customers. The securities are
cleared and commissions are eamed through a third-party agent and rermtted to the Company All
securities are delivered versus payment to the client’s safekeeping agent The Company is subject to
examination and supervision by the National Association of Securities Dealers Inc. and the Securities
and Exchange Commission. The Company’s wholly owned sub51d|ary, BNK Asset Management
Partners, Inc., is a registered investment advisory firm providing fee-based investment management
services. During 2006, BNK Advisory Group, Inc. transitioned al_l business lines not related to
broker-dealer operations to its subsidiary in order to present the parent company’s financial statements
more clearly to its regulating body. :

' |

The Company has incurred losses from operations for the year ended December 31, 2006.
Furthermore, the Company has historically relied significantly on the commissions eamed from the
execution of investment transactions on behalf of its customers to meet cash flow and net capital
requirements. If the current investment transaction activity contmues the Company may need to
obtain additional capitalization of the Company to meet cash flow and net capital requirements until
sufficient cash flows are generated. Management has reorganized the Company, 1mplemented a cost
reduction program, and will contribute additional capital equity, if needed There is no assurance,
however, that as a result of these transactions the Company will be able to meet its future contractual
obligations.

b

|

The consolidated financial statements of the Company include thejaccounts of its wholly owned
subsidiary, BNK Asset Management Partners, Inc. All intercompany transactions have been
eliminated in consolidation. The investment in subsidiary on the parent company’s financial
statements is carried at the parent company’s equity in the underlying net asset.

: |
The consolidated financial statements lhave been prepared in conform'ity with U.S. generally accepted
accounting principles. In preparing the consolidated financial statemients, management is required to
make estimates and assumptions that affect the reported amounts of assets and liabilities as of the
balance sheet date and revenues and expenses for the period. Actualiresults could differ significantly
from those estimates.
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SUMMARY OF SIGNIFICANT, ACCOUNTING POLICIES (Contnrued)

| |
Commissigns - . !

1
Commission income is recognized on an accrual basis using the transacnpn trade date.

Investment Advisory Fees. : - ' |° i

Investment advisory fees are recelved quarterly but are recognized as earned on a pro-rata basis over
the terms of the contract.

Furniture, Fixtures, and Eguig‘ ment [

Furniture, fixtures, and equipment are stated at cost, less accunulated :depreeiation. Depreciation is
computed on the straight-line method over the estimated useful lives ofjthe assets, which range from
three to ﬁve years. Expenditures for maintenance and repairs are charged against income as incurred.
Costs of major additions and improvements are capitalized. DepreCIatlon expense for the years ended
December 31, 2006 and 2005 was 391,378 and $108,435, respectlvely

Goodwﬂl' . ' .

‘ i '
‘The Company accounts for goodwill in accordance with Statement of Frnanc:al Accounting Standards
(“FAS™)] No 142, Goodwill and Other [ntang1ble Assets. This statement, among other things, requires
a two- step process for testing the impairment of goodwill on at least an annual basis. This approach
could cause more volatility in the Company s reported net income because impairment losses, if any,
could occur irregularly and in varying amounts. The Company performs an annual impairment
analySIS of goodwills " Based on the fair value of the reporting unit,| estimated using the expected
present vialue of future cash flows, no impairment of goodwill was recognized in 2006.

Stock Op 'ti.ons

[n December 2004, the FASB issued FAS No. 123R, Share-Based Payment which revised FAS 123,
Accounting for Stock-Based Compensatwn and superseded APB Opinion No. 25, Accounting for
Stock Issued to Employees (“APB 25”)!and related interpretations. FAS 123R requires the grant-date
fair value of all share-based paymentiawards that are expected to \iest including employee share
options, to be recognized as employee'compensation expense over the requisite service period. The
‘Company adopted FAS 123R on January 1, 2006, and applied the modlﬁed prospectlve transition
method. Under this transition method, the Company (1) did not restate any prior periods and (2) is
recognizing compensation expense for all share-based payment awarcls that were outstanding, but not
yet vested, as of January 1, 2006, based upon the same estimated grant-date fair value and service
periods used to prepare the FAS 123 pro forma disclosure. i
Prior to. adopting FAS 123R, the Company accounted for share-based payment awards using the
intrinsic value method of APB 25 and related interpretations. Under! APB 25, the Company did not
record compensation expense for employee share options, unless the awards were modified, because
the share options were granted with exercise prices equal to or greater than the fair value of our stock
on the date of grant. The following table illustrates the effect on reported net income and earnings per
share applicable to common shareholders for the year ended December 31, 2005, had we accounted
for our share-based compensation plans using the fair value method of FAS 123:




SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Stock Options (Continued)

| 2005

Net income as reported $ |, 216,151
Less pro forma expense related to options . 90,288
Pro forma b v 125,863
Basic net income pro forma per common share:

As reported . . 3 0.21

Pro forma .[ 0.12
Diluted net income per common share: .

As reported ‘ 5 ! 0.21

Pro forma 0.12

During tI'_{e year ended December 31, 2006, the Company recorded $278,276 in compensation expense
related to our share-based compensation awards. The fair value per share of options granted during
2006 and 2005 was $2.23 and $2.02, respectively. }

For purposes of computing pro forma results, the Company estimated the fair values of stock options
using the Black-Scholes option-pricing model. The model requires the use of subjective assumptions
that can materially affect fair value estlmates Therefore, the pro formal results are estimates of results
of operations as if compensation expense -had been recognized for thF stock option plans. The fair
value of each stock option granted was estimated using the following weighted-average assumptions:

Expected . ) [
Grant Dividend 1 Risk-Free Expected l Expected
Year Yieid . Interest Rate Volatility ! Life (in years)
2005 2.66 % 447 % 14.97 | % 9.95
2006 - 5.13 0.641 5.00

! i
Income Taxes . -
!

The stockholders of the Company have ‘elected under Subchapter S of the Internal Revenue Code to
include the Company’s income in theijr own income for federal and slitate income tax purposes. The
Company made a qualified Subchapteér S Subsidiary election during 2005, causing the Company’s
assets, liabilities, and items of income, deduction and credit to be treated as those of the Company for
federal and state income tax purposes. 'Accordmgly, no provision for i income taxes for the year ending
December 31, 2006, is made in these consolidated financial staltements‘t

Earnings Per Share

The Company provides dual presentation of basic and diluted eaming‘s per share. Basic earnings per
share are calculated utilizing net mcome as reported in the numerator, and average shares outstanding
in the denomunator. The computation of' diluted earnings per share differs in that the dilutive effects of
any stock options, warrants, and convertnble securities are adjusted in the denominator.

There are no convertible securities th'at would affect the numerator in calculating basic and diluted
eamnings per share; therefore, net income as presented on the Consolidated Statement of Income will
be used as the numerator.

Options to purchase 134,450 and 67, 750 shares of common stock at $9 95 per share were outstandmg
during 2006 and 20035, respectively, but were not included in the computatlou of diluted earings per
share because to do so would have been antidilutive.
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1. SUMMARY: OF SIGNIFICANT ACCPUNT]NG POLICIES (Continued)

Cash Flow Statement !

The Company has defined cash equivalents as cash and both interest- Iand non-interest-bearing bank
deposits. The Company paid interest expense of $82,591 and $14 882 during 2006 and 2005,
respectively. |

2. DEPOSIT WITH CLEARING ORGANIZATION |
A minimum of $25,000 in cash is required to be deposited with the third-party clearing firm as part of
the operating agreement.

3. RELATED-PARTY TRANSACTIONS
|

As of December 31, 2006 and 2005 the Company had notes recewable from shareholders in the

principal amount of $107,117 and $147,380, respectively. The Company recognized repayment of
$40,263 during 2006. ;
4. NET CAPITAL REQUIREMENTS '

. The Company is subject to the Secuntles and Exchange Commission Umfom1 Net Capital Rule (Rule
15¢3-1). At December 31, 2006, the Company had net capital of $202,413, which was $144,067 in
excess of its required net capital of $58,346. |

5. EMPLOYEE BENEFITS

Profit Sharing Plan . X

The Company makes discretionary payments to a trusteed, defined contribution profit sharing plan
covering substantially all employees. Contributions under the plan are determined annually by the
Board of Directors. No contribution was made in 2006. In 2005, $202,080 was contributed.

|

The profit sharing plan also includes an integrated 401(k) savings plall, which permits employees to
make pretax contributions. The Company may also make discretionary matching contributions. The
Company's contribution to the plan is based on the matching of volllmtary contributions of up to 6
percent .of an individual’s compensation. Expense resulting from the Company’s matching
contributions was $54,752 and $69,210, for 2006 and 2005, respectively. Employee contributions are
vested at all times, and Company matchmg and discretionary contnbutxons are fully vested after six
years of service.

Stock Option Plan

The Board of Directors adopted a stock option plan for directors, ofﬁcers other key employees, and
important consultants to the Company. During 2006, the number of shares with respect to which
awards may be made available to the plan was increased from 100,000 to 200,000. These shares may
be issued from authorized, but umssued common stock or reacquired shares of the Company. The
stock options have expiration terms of ten years, subject to certain EXIBII’ISIOHS and terminations and are
immediately vested. The per share exercnse price of a stock option is equal to the fair value of a share
of common stock on the date the option is granted. The fair market value of the Company’s stock will
primarily be determined through independent appraisals.

10
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EMPLOYEE BENEFITS (Continued) |

Stock Option Plan (Continued)

'
i

. L
The following table represents share data related to the outstanding options:
) |

2006 : 2005

Weighted- - Weighted-

Average Average

Exercise E Exercise

Shares Price ; Shares Price
Outstanding, beginning of the year 67,750 3 9.95 I 75,000 3 15.00
Granted ‘ 125,000 9.95 = 67,750 9.95

Exercised - - | - -
Forfeited 58,300 9.95 I 75,000 15.00
Outstanding, end of the year 134,450 § 9.95 . 67,750 § 9.95
Exercisable at year-end - 134,450 § 9.95 | 67,750 § 9.95

The following table summarizes characteristics of stock options oj.ltstanding and exercisable at
Decembqr 31, 2006: . , )

!Outstanding | Exercisable
Average | Average
Average Exercise | Exercise
Exercise Price Shares i Life Price ; Shares Price
$ 9.95 9450 895 $ 995 | 9,450 $ 9.95
9.95 125,000 9.95 9.95 125,000 9.95
134,450 , . 134,450

CONCENTRATIONS
. !

T )- N ! . .
" The Company maintains cash balances-at several banks. The Federal Deposit Insurance Corporation

insures accounts up to $100,000 at each institution. Uninsured bank deposits at December 31, 2006,
were $358,598. There were no uninsuréd deposits at December 31, ZOQS.

The Company’s primary business activity is with financial institutions! with assets ranging from $250
million to $3 billion located in various states. Accordingly, the revenue stream of the Company is
dependent on the economic and financial conditions of the financial institutions industry in these
states.

COMMITMENTS |
The Company has leased its office under a noncancelable operating leglse agreement which expires on
December 31, 2011, and requires annual rent plus the payment of insurance premiums, maintenance
and repairs, and utility expense. Lease expense for the years endingiDecember 31, 2006 and 2005,
totaled $205,299 and $195,019, respectively.
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.Other borrowings

: COMMITMENTS (Contmued)

Future mmlmum annual Iease payments are:

:’-. 2007. $ ' .134330
’ ! J 2008 138,924
; 2009 143,'100 '
2010 147,384 - ,
2011 151,812 :
Total ‘ $ 716,100 ;

SUBORDINATED BORROWINGS

On February 15, 2003, the Company entered into three subordinated borrowing agreements totaling
$500,000. During 2005, $196,000 was repaid to one of the lenders.| The borrowings under these
agreements ‘pay interest at 5 percent pér annum and mature February 15, 2008. The subordinated
borrowings are available in computing net. capital under the SEC’s uniform net capltal rule.
Repayment must be approved by the National Association of Secuntles Dealers, since such
borrowings may be required for the Company s continued comphance with minimum net capital
requirements.

BORROWINGS |

Short-term borrowings |

The Company has established a line of credit in the amount of 3500, 000 with an interest rate of 10.25
percent to mature on April 30, 2007. The outstanding balance related to this line of credit 1s $470,125
with an average balance of $365,417 and an average rate of 8.75 percent as of December 31, 2006.

A loan .agreemcnt was established ,tol repurchase shares of the Colnpany’s common stock. The
Company has incurred a loan payable in the amount of $200,000 due over a 36 month period with no
interest. As of December 31, 2006, the Company has repaid $27,639. ;

|
FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK

In accordance with industry practice, the Company records clients’ tr?ansactions on a trade date basis
with settlement dates that generally can occur up to 30 days subs'equent to the trade date. The
Company is, therefore, exposed to risk of loss on these transactions in the event of the client’s or
broker’s inability to meet other terms of their contracts, in which case the Company may have to
purchase or sell financial instruments at prevailing market prices. The exposure to loss would be the
difference in market prices between the date the financial mstmme‘nt was traded and the date the
financial instrument was ultimately dlSpOSCd At December 31, 2006 and 2005, the Company had
unsettled transactions of approximately $2,678,843 and 34,040,759, relspectlvely
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FAIR VA{LUES OF FINANCIAL INSTRUMENTS
The estlmjated fair values of the Company s f' nancial instruments are as follows
8 . % e g 2006 . 2005
T : ,._ ' Carrying Fair Carrying Fair
_ b o Value Value | Value Value
Financial assets: f
Cash and cash equivalents % 513,965 § 513,965 § 170,557 § 170,557
Deposits with clearing )
organization 25,219 25, 219 37,927 37,927
Accounts receivable 41,858 41, 858 85,985 85,985
Commissions receivabie - |
clearing organization 158,235 158,235 160,259 160,259
Notes receivable 107,117 73,547 147,380 107,933
i
Financial liabilities: :
Short-term borrowings $ 470,125 3 470,125 $ - $ -
Other borrowings 172,360 172,360 - -
Subordinated borrowings 304,000 287,064 304,000 265,626

Financial instruments are defined as cash, evidence of ownership mterest in an entity, or a contract
that creates an obligation or right to receive or deliver cash or another financial instrument from/to a
second entity on potentially favorable or unfavorable terms. Fair value is defined as the amount at
which a financial instrument could be exchanged in a current transacnon between willing parties other
than in a forced liquidation or sale. If a quoted market price is avallab]e for a financial instrument, the
estimated fair value would be calculated based upon the market price per trading unit of the

As certain assets such as furniture and equipment are not comldered financial instruments, the

estimated fair value of financial instruments would not represent the full value of the Company. Cash
and cash equivalents, deposit with clearing organization, comxmssnons receivable, notes receivable,
short-term borrowings, other borrowings, and subordinated borrowmgs would be considered financial
instruments. The fair value for notes receivable, other borrowings, and subordinated borrowings is
estimated using a discounted cash flow calculation that applies contractual costs currently being
offered to current market rates being offered for similar remaining mat'untles At December 31, 2006
and 2005, the carrying amount of all other financial instruments approx1mates fair value. In addmon
the Company is obligated for the dehvery of financial instruments' that are not included on the
accompanying Consolidated Statement of Financial Condition. '1"11{; fair value of these financial
instruments approximates the commitment amount, as disclosed in Note 10, to deliver these financial
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- ACQUISITION
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On April' 1, 2004, BNK Advisory Group, Inc. acquired a subsrdrary, BNK Asset Management
Partners, Inc. The terms of the agreemént required 65 percent of the estlmated purchase price to be
pald at closing with the remaining 35 percent deferred and paid over two years. The deferred portion
is contingent upon certain performance criteria being met. Upon meetlng these criteria, the Company
will make further cash payments as part of the total acquisition cost and recognize additional
goodwill. ‘ i

As a result of the acquisition, $467,736 of goodwill was recorded in 2004 In April 2005, a payment
of $75,546 was made which resulted in additional goodwill being recorded in accordance with the
terms of the agreement. No payment was made in 2006 as a result of specific performance criteria
having not been met. '

The gross carrying amount of goodwrll was tested for impairment ln the fourth quarter after the
annual forecasting process. Based on the fair value of the reportmg unit, estimated using present
value of future cash flows, no goodwill impairment loss was recogmzed}m the current year.

|
SUBSEQUENT EVENT

The Company consummated the salelof its wholly owned subsidiary, BNK Asset Management
Partners, Inc., during the first quarter,of 2007. The Company received approximately $239,000
in cash, Whlch approximated the carrying value of BNK Asset Man’agcmcnt Partners, Inc. on the
date of sale. Net loss from BNK Asset Management Partners, Inc. )mcluded in the Consolidated
Statement of Income (Loss) for the years ended December 31, 2006 and 2005, approximated
$286,000 and $55,000, respectlvely




SCHEDULE 1

BNK ADVISORY GROUP, INC.

| _ COMPUTATION OF NET CAPITAL

COMPUTATION OF TOTAL AGGREGATE INDEBTEDNESS
i COMPUTATION OF BASIC NET CAPITAL REQUIREMENT
UNDER RULE 15¢3-1 OF THE SECURITIES AND EXCHANGE COMMISSION

J
/AS OF DECEMBER 31, 2006

(Parent Company only)

COMPUTATION OF NET CAPITAL'

Total stockholders’ equity

Add:; .

Subordinated borrowings allowable in computation of net ca

Total capital and allowable subordinated borrowings
Deductions for nonallow able assets:

Furniture, fixtures, and equipment

Investment in subsidiary

Other assets
Net capital before haircuts

Less haircuts on securities

Net capital after haircuts

COMPUTATION OF TOTAL AGGREGATE INDEBTEDNESS

Accrued expenses

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

Minimum net capital required
Excess net capital at 1500%
Excess net capital at 1000%
!
Ratio: Aggregate indebtedness to lnet capital

of Form X-17A-5 as of December 31, 2006)

Net capital, as reported in Company's Part II
{(Unaudited) FOCUS report

Net audit adjustments

Netc apital after haircuts
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RECONCILIATION WITH COMPANY'S COMPUTATION (mc]uded in Part []

ZND

b 868,543

304,000
1,172,543

$ 156,317
279,954
532,876
203,396

983

b 700,159
3 58,346
3 144,067
b 132,397

3.46
b 202,222

191

h) 202,413




