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A. REGISTRANT IDENTIFICATION
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(Area Code — Telephone Number)

B. ACCOUNTANT IDENTIFICATION

J ‘
INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*

\:GLM‘L( \ Le_w—\s I NO( € recan LLP

{Name — if individual, state last, first, middie name)

O Linden Place (rr et Neck I\N , 1O -2640
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CHECK ONE: ROC éSED
[ Cenified Public Accountant l APR 1 32007
O Public Accountant E ) ‘
O Accountant not resident in United States or any of its possessions. ;;'IOMSOM

FOR OFFICIAL USE ONLY

*Claims for exemption from the requirement that the annual report be covered by the opinion of an independent public accountant
must be supported by a statement of facts and circumstances relied on as the basis for the exemption. See Section 240.17a-5(e)(2)
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OATH OR AFFIRMATION
|
I, P (& o ™ Qr\:}?\\ b"" o , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
l\ﬁ\\:ﬁ_ Pt aia Cﬁpt}'\\ LLC , as

of ‘0(3( embef 20 , 20 QC\ , are true and correct. [ further swear (or affirm) that

neither the compiany nor any partner, proprietor, principal officer or director has any proprietary interest in any account

. |
classified solely as that of a customer, except as follows:

nane

//// //M
AL BT

Signature

Co i

Title '
LINDA GETZONE '
Notary Public, State of New York
No, 01GE4851342

Notary PUb“C Qualified in New York Co
Commission Expires April 17 %/p
This report ** contams (check all applicable boxes):

(8 (a) Facing Page.

. (b) Statement of Financial Condition.

8 «© Statement of Income (Loss).

A ) Statemeﬁt of Changes in Financial Condition.

K (e Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital,

{N Statement of Changes in Liabilities Subordinated to Claims of Creditors. -

A (g Comput:ttlon of Net Capital.

0 v Computzmon for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

M @ Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

O @G A Recon‘cnhatlon, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computatlon for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

O A Reconcnllatlon between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

B (1) An OQath'or Affirmation.

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

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

[}
**For condmom; of confidential freatment of certain portions of this filing, see section 240.17a-3(e)(3).
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QOne LmdLn Place
Creat NLCk NY 11021-2640

= Tel {516) 829-0900
KAMLER, LEWIS & NOREMANLLP - , Fax (516) 825-0906
Certified Public Accountants : 33 Westchester Avenue

White Plains, NY 10604
Tel (914) 997-0800

|
|
INDEPENDENT AUDITOR'S REPORT

1
!
]
|

Membell's and Directors of
White Mountain Capital, LLC

|
|
|
|
§

'
b L}
I

We have audited the accompanying statement of financial condmon of White Mczuntaln Capital as
of Deceiber 3 1,2006, and the related statements of operations and members equity, cash flows and
changeslin llabllltles subordinated to claims of general creditors for the year ended December 31,
2006 that you are ﬁllng pursuant to rule 17a-5 under the Secunnes Exchange Act of 1934. These
ﬁnanmall statements are the responsibility of the Company's management Cur respon51b111ty is to
€Xpress 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 or‘ America. Those standards require that we plan and perforlm the audit to E)btam reasonable
assurance about whether the financial statements are free of materlal mlsstalement An audit
includes examining, on a test basis, evidence supporting the amounts and disclosutes in the financial
statements. An audit also includes assessing the accounting pr1nc1ples used and si glr‘nﬁcant estimates
made byI management, as well as evaluating the overall financial statement presentatlon We believe
that our audit provides a reasonable basis for our opinion. ; b
H
In our opinion, the financial statements referred to above present falrly, inall matlerlal respects, the
ﬁnanmall position of White Mountain Capital, LLC at Decemben 31, 2006 and[ the results of its
operations and its cash flows for the year ended December 31, 2006 in conformity with accounting

prlnmplc s generally accepted in the United States of Amenca ; I
: !

!

M@z&éym

Kamler Lewis & Noreman LLP
|

February 13, 2007 .
Great Neck, New York ! 'i




Due fmm Clearing House
Due from Affiliates

Llabllltu 5

Members’ Equity

W

WHITE MOUNTAIN CAPITAL, LLC ﬁ
STATEMENT OF FINANCIAL CONDITION [
DECEMBER 31, 2006 -

" ASSETS

Cash and Cash Equwalents

ProperlL.y and Equipment-Net (Note 2)
Prepaid Expenses and Other Assets

LIABILITIES AND MEMBERS’ EQUITY

Securmes Sold, Not Yet Purchased, at Market Value
Accoults Payable and Accrued Expenses (Note 3)

Subordinated Loan Payable (Note 8)

1
|

Commitinents and Contingencies (Notes 3,4,5,6,7,9, 10 and 11)

See accompanying notes to financial statemems -t

D

|
+
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|
I

‘KAMLER, LEWIS & NOREMAN LLP

$ 398,164
166,782
48,655
15,180
33.490

$ 662.271

$ 102,810
203,639
306,449

200,000
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Certified Public Accountants



WHITE MOUNTAIN CAPITAL, LLC

Revenmlas:
Firm trading income, net
Commlissions
Interest and dividends
i
Total Revenues

Direct Expenses:
Compef,nsation, payroll taxes and benefits
Commissions
Floor t:nrokerage and clearance charges
Short c}ividends
Margin interest
Other (:)perating expenses

Total Expenses \

|
|
|
i
|
|

Net Loss |

Memberl's’ Equity:
Beginning of Year ,
End of{Year :

i
|
|
|
|

. .o
See accompanying notes to financial statements.

STATEMENT OF OPERATIONS AND MEMBERS’ EQUITY
FOR THE YEAR ENDED DECEMB|ER 31, 2006 |

eas i,  mamey s e ATy e ek ar g

$ 1,277,517
1,016,530
43.468
2,337,515

778,458
423,209
612,980
84,584
13,347
679.483
2.592.061

(254,546)

410,368
5 _ 15582

l KAMLER, LEWIS & NOREMANLLP
3- Certified Public Accountants




| WHITE MOUNTAIN CAPITAL, LLC .
STATEMENT OF CASH FLOWS !
FOR THE YEAR ENDED DECEMBER 31, 2006 fi

| |

Cash Flows From Operating Activities: ' i .t

Net Loss f $ (254,546)
Adjustments toireconcile net loss to cash: ? ‘
Depreciation ' 6 256

Changes in assets and Liabilities: l'

Decrease in d“pOSItS with clearing house 100, 258
Decrease in due from clearing house 501 369
Increase in pr-.pald expenses and other assets . } (1 474)
Increase in accounts payable and accrued liabilities 36,01 3
Decrease in s¢ curities sold, not yet purchased, at market value ; (160, 855)
Decrease in bank overdraft { 9,86 )
Net Cash Provided By Operating Activities ' 207.153
S
Cash Flows From ]nvestmg Activities: ‘ !
Acquisition of property and equipment (12.345)
Net Cash Used By Investing Activities : { 2=34 )
| ‘l
Cash Flows fr01'n Financing Activittes:
Proceeds frorrll subordinated loan g 200,00‘0
Decrease in due from affiliates : 3.356
Net Cash Provided by Financing Activities i 203.356
: \ ii :
Net Increase in Cash and Cash, End of Year j $ 398.164 164
| ?
Supplemental Disclosure of Cash Flows Information = "
Cash Paid During the Period For: s Ii
| < |
Interest | $_1 4,45'7'
é !
; B
: il
| |
| |
| j
: Y
:
: y
| |
i B
| [‘
. ;‘
' i
! ]
. o i
See accompanying notes to financial statements. rt
l b
-4- KAMLER LEWIS & NOREMAN LLP
: Cemﬁtd Public Accountants )
i |
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WHITE MOUNTAIN CAPITAL, LLC i
STATEMENT OF CHANGES IN SUBORDINATED LIABILITIES

' " FOR THE YEAR ENDED DECEMBER 31 2006

1 - T

| -
Subordinated Liabilities at January 1, 2006 . $. - -
Increase: ‘ . : ’ ) oo 4

[ssuance of subordinated loan o ST 200000 o sl

|' o : R v { - ",_ o ,

- | SR =0 B
Subordinated Liabilities at December 31, 2006 - _ $ 200,000

i -

|

The accompanying notes are an integral pait of these financial statements S
' L KAMLER LEWIS & NOREMAN LLP
-5- - R P, Cemﬁeld PubhcAccoun!ants
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* WHITE MOUNTAIN CAPITAL, LLC -
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Note 1 - Summag of Signiiicant Accounting Policies

!
' i
| i
!
!
‘;

Business Organization and Description ‘ |

White Mountain Capital, LLC (the “Company”) is a securities broker and also earns conlimlsswns on sales of
subscriptions i in Mutual Funds and Annuity Contracts. The Company also engages in proprletary trading of
equity securities. The Company’s customers are primarily located in the New York Clty metropolitan area.
The Company is registered with the Securities and Exchange Commission (SEC) and isfa member of the

National Association of Securities Dealers, Inc. (NASD). l
!
Cash and Cash Equivalents’

i
i

the date of purc hase to be cash equivalents.

i
The Company considers al] highly liquid 1nstruments purchased with maturities of less than three months at
1

Fair Value of Financial Inst:ruments

The carrying amounts of the Company’s cash, marketable securitics, accounts payable and accrued expenses

approximate théir respective fair values at December 31, 2006. |

. i b
1 : l
P i

Securities Transactions

!

Marketable security positions which consist primarily of institutional mortgage-backed E‘securities and asset-
backed securities are Valued at the lower of cost or market. Securities not readily marketable are valued at

fair value as determined by ‘management. ! : }
' i

; : |

|

Property and Equipment |
|

Property and equipment are carried at cost. Depreciation is computed usiiig the straight-iline method at rates
adequate to allocate the cost of applicable assets over their expected useful lives. The cost of maintenance and
repairs is charged to income as incurred. Sigmﬁcant renewals and betterments are capltallzed

_ l
Impairment of Long-Lived Assets ;
|

|

The Company investigates potentlal impairments of its long-lived assets when evxdence'exists that events or

changes in circumstances may have made recovery of an asset’s carrying vaIue unllkely'

An impairment loss

is recognized when the sum of the expected undiscounted future net cash ﬂows is less than the carrying

|
amount of the asset. No such losses have been identified.

!

Revenue Recognition

|
!
| ‘ !
|

Generally accepted accountmg principles require that trading profits and 1|osses comm1ssnon income and
related expenses be recorded on a trade date basis unless the difference between trade date and settlement date

is immaterial. Agent placement fees are recognized in the period earned. I - _
i |

| e

-i
- . | i
| | !

KAMLER, LEWIS & NOREMAN LLP
Cemﬁcd Public Accountants



WHITE MOUNTAIN CAPITAL, LLC |
NOTES TO FINANCIAL STATEMENTS
(CONTINUED)

DECEMBER 31, 2006

l
f
l
i !
} It
1]
H
, i
H ]
! {
i
1 ]
¥

Income Taxes

1
i

. i
The Company was organized as a limited liability company, and accordingly, no provision is required for
federal and statc: income taxes. Under the Internal Revenue Code and similar state regulatlons the Company
is treated as a pi 1rtnersh1p and the income of the Company is taxed to the members 3
. : |
Use of Estimates . i?
: ;
!

l?
The preparation of fi nancial statements in conformity with generally accepted accountmg principles requires
management toymake estimates and assumptions that affect the reported amounts of assets and libilities and
disclosures of contingent assets and liabilities at the date of the ﬁnanc:lal! statements and the reported amounts
of revenues amdI expenses during the reporting period. Changes in such estimates may affect amounts reported
in future periods. : i
: ; 1
Guaranteed Payments to Members '
: )
Guaranteed payments to members that are intended as compensation for services renderied are accounted for as
expenses ratherjthan as allocations of net income. ; i

Note 2 - Property and Equipment - Net ; Il

Property and equipment consist of the following at December 31, 2006: ’

Furmture and fixtures $15,128
Com] puter equipment and software 17.432
32,560

Less: Accumulated depreciation 17.380
' $.15.180

I
!
|
|
|

Depreciation charged to income was $6,256 during the year ended December 31, 2006.
| i i
Note 3 - Related Party Transactions I i
=‘ il

The Company is a member of a group of affiliated entities in the fi nanciai services indu§try The Company

earns commlssmn income from an affiliated investment partnership (IP) as well as from officers and
employees of cc)mpames in'the affiliated group, and their family members. In connectlon with the Company’s
broker agreemelnt under certain circumstances, the Company also earns fees on the IP’S ‘short cash balances
held at the brokler and on the margin interest paid by the IP to the broker

Balances and transactions with affiliates and other related parties are as follows:
¥

5
4
|
' 1
i
I
i
|

Due :tfrom affiliates - $ 48,655 ! |
Commission income + $220,000 '
-7- . KAMLER, LEWIS & NOREMANLLP

I

| Cemﬁcd Public Accountants
| i
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WHITE MOUNTAIN CAPITAL, LILC
NOTES TO FINANCIAL STATEMENTS
(CONTINUED) ‘
DECEMBER 31, 2006

|
| |
I '

!

Note 4 - Membership Interests

The Company’s membershlp interest consists of three classes. All classesla share in the ¢ Company s profits and
losses. Class Aland B also have voting rights. Upon dissolution of the Company, each holder of Class B units
is entitled to re(*elve dlstnbutlons equal to the total amount of initial capltal contributed. The holders of Class
A units are entitled to the remammg assets. E

|

Note 5 - Financial lnstruments With Off Balance Sheet Risk 1

E . |
The Company is engaged in various trading and brokerage activities whose counterpames include primarily
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 c1!ed1t worthiness of the
counter party. It is the Company’s policy to review, as necessary, the credlt standing of{each counterparty.
The Company’s exposure to risk associated with nonperformance of customers in fulfilling their contractual
obligations pur*lauant to securmes transactions can be directly impacted by volatile tradnillg markets which may
impair a customer’s ability to satisfy thelr obligations to the Company and the Company s ability to liquidate
the collateral atian amount equal to the orlgmal contracted amount. The agreement between the Company and
its clearing broker provides that the Company is obligated to assume any lexposure related to such
nonperformanc:-Ia by its customers. The Company seeks to control the aforementioned rlsks by requiring
customers to malntam margm collateral in compliance with the clearing broker’s mtemal guidelines. The
Company monilors its customers’ activity by reviewing information it recelves from its, clearmg broker on a
daily basis and |requmng customers to deposit additional collateral, or red{uce positions, lwhen necessary.

Note 6 - Securities Sold Shiort :
) \
The Company is subject to certain inherent risks arising from its activitie$ of selling sec;turities short. The
ultimate cost ofi' the Company to acquire these securities may exceed the liability reﬂectgd in the financial
statements. In addition, the Company 1s required to maintain collateral with the broker to secure these short
positions. 1
1
Note 7 - Leases

In November 20035, the Company entered into an operating lease for offi ice space in New York City, which
expires in June| 2007. The lease required minimum annual rentals. Future minimum annual rental under this
lease is approx1mately $32,000. o

Rent expense for the year ended December 31, 2006 was $68,020 .

Note 8§ - Subordinated Loan

|
I
|
!
!
|
In January, 2006 the Company entered into an agreement with its clearing broker for a $200 000 subordinated
loan. The proceeds for the subordinated loan were received in March, 2006 and is included as part of the

Company’s net|capital. The loan matures in March 2008 and bears 1nterest payable mdnthly, at the clearing
broker’s margir rate. At December 31, 2006 the interest rate was approx1mately 8.95%!

KAMLER, LEWIS & NOREMAN LLP

8 | Cerhﬁad Public Accountants




WHITE MOUNTAIN CAPITAL, LLC '
NOTES TO FINANCIAL STATEMENTS |
(CONTINUED) l
DECEMBER 31, 2006

Note 9 - Concentrations of Credit Risk

|
|
|
J

As a securities broker and dealer, the Company is engaged in various securities trading and brokerage
activities servicing a diverse group of domestic and foreign corporations, mstltutional al;}d individual
investors. A substantlal portion of the Company’s transactions are executed with and on behalf of institutional
investors mcludmg other brokers and dealers, mortgage brokers, commerc1al banks, U. S‘ governmental
agencies, mutual funds andother financial institutions. The Company’s exposure to credit risk assomated with
the nonperform 'lsmce of these customers in fulfilling their contractual obllgatlons pursuar}t to securities
transactions, can be directly impacted by volatile securities markets, crediit markets and ;regulatory changes.

. l :
Note 10 - Net Capital Requirements . i !

1

! |
The Company 1 is subject to the Securities and Exchange Commission Umform Net Capital Rule (15¢3-1),
which requires 1he maintenance of minimum net capital and that the ratio of aggregate indebtedness to net
capital, both as deﬁned shall not exceed 15:1. The rule also provides that capital may not be withdrawn or
cash dividends pald if the resultmg net capital ratio would exceed 10:1. At December 31 2006, the Company
had net capital of $232,306; which was $132,306 in excess of its requlred‘ net capital of $1 00,000. The
Company's ratic of Aggregate Indebtedness to Net Capital was to .88 to 1‘ ;
! l
Note 11 - Contingencies Ls
‘The Company is a party to various claims in the ordinary course of busmess Managemlent believes that the
aggregate impact of such claims, if any, will not have a material impact on the financial position, results of

operations, or 11!qu1d1ty of the Company. | u
. |

|

l
On February.6, 2006, the Company was notified by the Regional Counsel lof National Agsociation of
Securities Dealers (NASD), that recommendation for formal disciplinary actions were folll'warded to the NASD
Department of E nforcement for alleged membership violations arising lmtlally out of a August 2003 NASD
examination. This examination had been ongoing until May 2005. DlsCIpImary actlons could result in fines
and/or sanctions against the Company and its principals.- As of the date of this report one of the members was
suspended from| any actmty or contact with the firm for one month comrdencmg the begmnmg of 2007. No
additional disciplinary actions have been taken by NASD Department of Enforcement agamst the Company or
its principals. : l |

The Company is cooperating with the NASD in its investigation. Although the outcomne of this matter cannot
be predicted, the Company has recorded an accrual for such contingency which is 1nc]uded in accounts
payable and accrued expenses on the accompanying balance sheet and in (I)ther operatmg, expenses on the
accompanying statement of operations and members equity. f

|
;

i !
Note 12 - Exemption | )
‘ J
The Company is exempt. from the provisions of Rule 15¢3-3 under the Securltles Exchange Act of 1934, in
that the Compariy’s activities are limited to those set forth in the condmons for exemptldn appearing in
paragraph (k)(2)(11) of the Rule

Certtfmd Public Accountants
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l KAMLER, LEWIS & NOREMAN LLP
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Members and L.
White Mountai

One l'mdm Mace
Crual NLCk NY 11021-2640
Tel (516) 829-0900
Fax {516) 829-0906

I " KAMLER, LEWIS & NOREMAN LLP

Certified Public Accountants
I

|)irectors
n Capital, LLC

Sl

February 13, 2(|JO7
Great Neck, New York
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INDEPENDENT AUDITOR'S REPORT
I ON SUPPLEMENTARY INFORMATION
REQUIRED BY RULE 17a-5 OF THE
' SECURITIES AND EXCHANGE COMMISSION

33 Westchester Avenue
Whité; Plains, NY 10604
Tel (914) 997-0800

Wehave audited the accompanymg financial statements of White Mountam Capital, LEC for the year ended
December 31, 7006 and have issued our report thereon dated February 13 2007. Our au"dlt was conducted for
the purpose of iorrmng an opmion on the basic financial statements taken as a whole. The information
contained in Schedule I on the following page is presented for purposes of additional aIIIHIYSlS and is
supplementary mformanon required by Rule 17a-5 of the Securities Exchange Act of 1934. Such information
has been subjected to the a{ldltmg procedures applied in the audit of the basm financial ‘statements and, in our
opinion, is falrly stated in all material respects in relation to the financial Statements taken as a whole.

NG bl

Kamler Lew1s & Noreman LLP




WHITE MOUNTAIN CAPITAL, LLC :
COMPUTATION OF NET CAPITAL UNDER RULE 15¢3- 1I
OF THE SECURITIES AND EXCHANGE COMMISSION |

DECEMBER 31, 2006 f {

Pt

Schedule 1 | ! !

: ; {

Net Capital: ' : |

Total membllars' equity per statement of 1 ‘
financial clondition : $ 155,822
Subordinated Loan ' 200,000 000
Total net capital and allowable subordinated liability : 355.822

: |

Deductions - nonallowable-assets: : :
Due from aflﬁllate : 48,6%5
Property and equipment, net | 15,180
Other assets : 33,490
Total nonallowable assets : 97,325
Haircuts on trading securities | 26,19|.1
Total Net Capital (Note 10) E $ 232,306

Aggregate Indebtedness: 1 .:
Accounts payable and accrued expenses | 203.639
|

Total Aggregate Indebtedness § m
Computation of Basic Net Capital Requirement: i :*
Minimum net capital required (6-2/3% of $203,639) : $ ﬁéi:_
Minimum dollar net capital requirement : $ Mﬁ
Net capital requirement ' $ 100,000

| .
Excess net capital (Note 10) ! $ &ﬁ
Ratio of aggregate indebtedness to net capital (Note 10) i .88 to H1

|

i

- - KAMLER, LEWIS & NOREMAN LLP

Certified Public Accountants
1
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Schedule 1

Net Capital, as reported in the Company’s , 1

RECONCILIATION PURSUANT TO RULE 17a-5(d)(4) OF;
THE SECURITIES AND EXCHANGE COMMISSION
DECEMBER 31, 2006 ;

|
; \|
| |

i

‘ | ‘
WHITE MOUNTAIN CAPITAL, LLC !
I

December 31! 2006 FOCUS Report - $ 283,980

Audit adjustrrllents relating to: _ .i
' i
I

Net increase Iin loss resulting from accrual ]
for contingency reserve . . (50,000)

Other
Net Capital per

| | (1.674)
this report (Schedule I) ' 232.306
i i

. | H.
: o

: \
-12- | KAMLER, LEWIS & NOREMAN LLP
i Cert:fu]d Public Accountanis
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One Llnden Place
Great Neck NY 11021-2640
Tel (516) 829-0900

KAMLER, LEWIS & NOREMAN LLP , Fax (516) §29-0906

Certified Public Accountants 33 WeStchester Avenue
. Whlte Plains, NY 10604

Tel (914) 997-0800

i
INDEPENDENT AUDITOR'S REPORT ON INTERNAL
CONTROL REQUIRED BY SEC RULE 17a-5

Members and [l)irectors
White Mountain Capital, LLC

In planning and performing our audit of the financial statements and 5upplementa1 sche&ule of White Mountain
Capital, LLC for the year ended December 31,2006, we considered its internal control, mcludmg control activities
for safeguardmtl, s 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 i

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (SECI) we have made a study
of the practices|and procedures followed by White Mountain Capital, LLC including tests of such practices and
procedures that we considered relevant to the objectives stated in rule 17a- (g) 1n 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 securltles we did not review
the practices and procedures followed by the Company in any of the followmgD

1. Making quarterly securities examinations, counts, veraﬁcatlons and comparisons and recordation
of differences required by rule 17a-13

!
]

2. | Complying with the requirements for prompt payment for securities unclier Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System
3. | Obtaining and maintaining physical possession or contr'ol of all fully paid and excess margin

securities of customer as required by Rule 15¢3-3

The management of the Company is responsible for establishing and mamtammg internal control and the practices
and procedures referred to in the preceding paragraph. In fulfitling this re‘spon51b1hty, estimates and judgments
by management are required to assess the expected benefits and related costs of controls and of the practices and
procedures refewed to in the preceding paragraph and to assess whether those practlces and procedures can be
expected to achieve the SEC’s above-mentioned objectives. Two of thelobjectlves of mtemal control and the
practices and p'rocedures are to provide management with reasonable but not absolute assurance that assets for
which the Comlpany has responsibility are safeguarded against loss from unauthorized usle or disposition and that
transactions arc executed in accordance with management’s authorlzatloln and recorded properly to permit the
preparation of financial statements in conformity with generally accepted accounting p#mcnples Rule 17a-5(g)
lists additional |objectwes of the practices and procedures listed in the precedmg paragre;{ph

! |
Because of mht rent limitations in internal control or the practices and procledures referred to above, error or fraud
may occur and not be detected. Also, projection of any evaluation of them 1o future perlgds 1s subject to the risk
that they may become madequate because of changes in conditions or that the effectlvepess of their design and

Operallon may deterlorate . ‘i
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INDEPENDENT AUDITOR'S REPORT ON INTERNAL
CONTROL REQUIRED BY SEC RULE 17a-5
(CONTINUED)

Our conSIderatlon of internal control would not necessarily disclose all méltters in internal control that might be
material weaknpsses under standards established by the American lnstltute of Certified Public Accountants. A
material weaknt ssisa condmon in which the design or operation of the' spemﬁc internal control components does
not reduce to a relatlvely low level the risk that error or fraud in amounts that would be midterlal in relation to the
financial statements being audited may occur and not be detected w1th1n a timely perlod by employees in the
normal course of performmL their assigned functions. However, we noted no matters involving internal control,
including control activities' for safeguarding securities, that we consider to be materialiweaknesses 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 purpos‘es in accordarglice with the Securities
Exchange Act of 1934 and related regulations, and that practices and précedures that do not accomplish such
objectives in alll material respects indicate a material inadequacy for such p‘urposes Based on this understanding

and on our study, we believe that the Company's practices and procedures‘were adequatel at December 31, 2006

to meet the SEG’s objectives. | s

This report is intended solely for the information and use of the Board of Dlr‘ectors management the SEC, NASD

and other regullatory agencies that rely on rule 17a-5(g) under the Securmes Exchangé: Act of 1934 in their
regulation of reglrlstered brokers and dealers, and is not intended to be and should not be uséd by anyone other than
these specified parties.
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Kamler Lewis & Noreman LLP

February 13, 2007
Great Neck, New York
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