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OATH OR AFFIRMATION

‘ L | Larry Debnar : ] ' , Swear (or affirmy) that to the best of
my knowledge and belief the accompanying fmanc1a1 statement and-supporting schedules pertaining to the ﬁml of

|
Investors Brokerage Services, Inc , a5

of _ December 31 . , 20 06 - , are true and correct. I furthcr swear (o1 afﬁnn) that
neither the company nor any pan;ner propnctor principal officer or director has any propnetary mterest in'any account

class1ﬁed solely as that of a custclwmer except as follows:

Signature

, Chief Financial Officer
' . Title

QQO’
' ooot#t.tttt
seeotBRrTIAL SEALY 3
+SHELLY R. WALC AKS
Notary public, State of UWin 008’
’ zM Comnasslon'f:xp\xes 2!05.'2 *
000000 200

Nota Pubhc

" This report ** contains (check all apphcab]e boxcs)

[X] (a) Facing Page. .

-(b) Statement of Fmancml Condmon

(c) Statement of Incorne (Loss). . ] : .

(d) Statement of Cash Flows ' o : '

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

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

(g) Computation of Net Capital.

(h) Computation for Detenmnatlon of Reserve Requirements Pursuant to Rule 15¢3-3. ‘

(i) Information Relanng to the Possession or Control Requirements Under Rule 15¢3-3. ) I '

() A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3- 1 and the .
Computation for Determmatlon of the Reserve Requirements Under Exhibit A of Rule 15¢3-3. =

(k). A Reconciliation between the audited and unaudited Statements of Fmancxal Condmon with respect to rnf:thods of
consolidation. i] S :

() An Oath or Affirmation : -

(m) A copy of the SIPC Supplemcntal Report ‘ i

_{n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous _
audit.
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**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-3{e)(3).
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PricewaterkouseCoopers LLP
1901 6th Ave. North

Suits 1600

Birmingham AL 35203
Telephone (205) 252 8400
Facsimile (205) 252 7776

Report of Independent Auditors

To the Board of Directors and Stockholder of Investors Brokerage Services, Inc.

In our opinion, the accompanymg staternent of financial condition and the related statements of

‘operations, of changes i in stockholder's equity and of cash flows present fairly, in all material respects, the

financial position of Investors Brokerage Services, Inc. (the “Company”) at December 31, 2006 and the -
results of its operations and its cash flows for the year then ended in conformity with accounting principles
generally accepted in the United States of America. These financial statements are the I'espOﬂSIblllty of
the Company's management Our responsibility is to express an opinion on these financial statements
based on our audit. We conducted our audit of these statements in accordance with auditing standards
generally accepted in the United States of America. Those standards require that we plan and perform

‘the audit to obtain reasonabfe assurance about whether the financial statements are free of material =~ . -

misstatement. An audit mcludes examining, on a test basis, evidence supporting the amounts and,
disclosures in the fi nanclal statements, assessing the accounting principles used and significant o
estimates made by management and evaluating the overall financial statement presentatlon We believe
that our-audit provides a reasonable basis for our opinion.

t
Qur audit was conducted for the purpose of formmg an opinion on the basic financial statements taken as
awhole.- The mformatlon contained in Supplemental Schedules | and Il is presented for purposes of
additional analysis and :s not a required part of the basic financial statements, but is supplementary

. information required by Rule 17a-5 under the Securities Exchange Act of 1934, Such information has

been subjected to the audltlng procedures applied in the audit of the basic fi nancial statements and in
our opinion, is falrly stated in all material respects in relation to the basic financial statements taken as a
whole. ;

fmwﬁdom.l./aw v

February 28, 2007




Investors Brokerage Services, Inc.

Statement of Flnanclal Condition
December 31, 2006

Assets
Cash and cash equwalents
Due from affiliate |
Income tax receivable
Other assets !

1
i

Total asset?
Liabilities and Stockholder’s Equlty

Liabilities

Accounts payable and other liabilities
Due to affiliate |

Total I|ab|I|t|es
Stockholder's eqmty

Common stock, $5 par vaiue; 2,000 shares authorized,

1,369 shares |ssued and outstanding
Additional paid-in capltal
Retained earnings

Total stockholder's equity

Total liabilities and stockholder’s equity

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

2

$ 780,980
34,447
" 1,508
.12,983

$ 829,928 .

$ 21,000
' 5,669

26,669

6,845
781,993
14,421

803,259
3 820928




Investors Brokerage Services, Inc.
Statement of Operatlons
Year Ended December 31, 2006

|
i
Revenhues - |
|

Commissions - $ 12,216,642

Underwriting fee 60,000

Interest income -, 14,172

Other income : : . . 739

" Total revenue | N 12,291,553

Expenses : ‘ | ,

Commissions i 12,216,642

Salaries and benefits - : 59,880

- General and administrative - _ : 63,968

- Licenses and fees C _ 22,294

Total expenses ' _ - 12,362,784

Loss before income tak benefit . | ' (71,231)
Income tax benefit - - . g‘25.921 ).
Net loss $ - (45'31 0)

The‘accqmpanying notes are an integral part of the financial statements.
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Investors Brok‘grage Services, Inc.
Statement of Changes in Stockholder's Equity
Year Ended December 31, 2006

Total

Additional
Common Stock = Paid-In . _Retained Stockholder's
. Shares © Amount Capital Earnings - Equity
f i B . . 1
Balance at January 1, 2i006 1369 $6845 §$ 1075165 $ (233441) $ . 848,569
Purchase accounting l ) i
adjustments (Note 2) {233,441) 233,441 : -
t
Net income (loss) | . _ (59,731) 14,421 . (45,310)
_ Balance at December 31, 2006 1369 $6845 $ 781,993 $ 14,421 % l 803,259

The accompanying notes are an integral part of the financial statements.
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Investors Brokerage Services, Inc.
Statement of Cash Flows
Year Ended December 31,_ 2006

|

Cash flows from opélrating activities -
Net loss !

.. % (45310)

Adjustments to reconcile net loss to net cash used in
operating activities )

Changes in assets and liabilities o
Due toffrom affiliates, net . (52,963)
Income tax receivable/payable, net ' 8,129
Other assets , 116,301
Accounts payable and other liabilities : __(537)

Net cash used in operating activities o ' (74,380)
Cash and cash equiv:alents C
Beginning of year " _ : : _ 855,370
End of year : ' $ 780,990

!

The accompanying notes are an integral part of the financial statements, .
|

! . 5




Investors Brokerage Services, Inc.
Notes to the Financial Statements
December 31, 2006

1. Nature of Business
: E .
Investors Brokerage Services, Inc. (the “Company”) is registered with the National Association of
~ Securities Dealers, Inc. (“NASD") as a brcker and dealer in securities under the Securities
Exchange Act of 1934, '
{ - - .
On July 3, 2006, Protective Life Insurance Company (“PLICQO") and its subsidiary West Coast Life

tnsurance Company purchased from the Company's parent, JPMorgan Chase & Co. ("JPMC"),
100% of the outstanding common stock of the Company.

The Company currently acts primarily as the underwriter of Kemper Investors Life tnsurance
Company (“KILICO") and Chase insurance Life and Annuity Company (“CILAAC”) variable annuity ‘
products. The Company does not engage in retail sales of securities.

2, Summary of Slgnificant Accounting Policies

Management Estlmates and Assumptions : :

The preparation of financial statements in conformity with accounting principles general!y accepted
in the United States of America requires management to make estimates and assumptions that
could affect the reported amounts of assets and liabilities as well as the disclosure of contingent
assets or liabilities at the date of the financial statements and the reported amounts of revenues .
and expenses dunng the reporting period. Actual resuits could differ from those estimates.

Cash and Cash Equwalents

Cash and cash eguivalents in¢lude a commercial depository account. The Company consrders all
highly liquid debt'instruments purchased with an original maturity of three months or less tc be
cash equivalents.

Fair Values of Financlal Instruments -

The carrying values of the financial instruments reported on the accompanymg statement of
financial condrtlon approximate their fair values due to their short-term nature.

Commissions
Commission income and commission expenses are recorded ona trade date basrs for trades
executed through'the Company.

Interest income

Interest income was primarily generated through interest earned on a money market fund and was
accounted for on the accrual method.

Purchase Accountlng Adjustments

In connection wrth sale of the Company to PLICO, purchase accounting adjustments were
applied to the Ccmpany which resulted in the reclassification of retained earnings as of .

July 3, 2006 to addltlonal paid in capital. No basis adjustments were required to the
Company's asset and liability accounts; therefore, the Company elected to present an income
statement and statement of cash flows for the year ended December 31, 2008 and not to
separately present the periods before and after the acquisition by PLICO.




Investors Brokerage Services, Inc.
Notes to the Financial Statements
December 31, 2006

Income Taxes '

The Company will file a consolidated Federal income tax return with JPMC and its affiliates for the
short tax year of January 1, 2006 to July 2, 2008. In addition, the company will file a consolidated
Federal income tax return for the short tax year of July 3, 2006 to December 31, 2008 with
Protective Life Corporatlon and its affiliates, the parent company of PLICO.

For state income tax purposes, the Company files either separately or on a combined basns with
eligible affiliates, depending on the state's fi Ilng requwement

The Company uees an asset and liability approach that requires the recognition of deferred tax
assets and liabilities for the expected future consequences of events that have been recognized in
the Company’s financial statements or tax returns. There are no significant differences between
income as reported in the Company's financial statements versus its tax returns.

- 3. Income Taxes

The income tax Beneﬁt for the year ended December 31, 2006 was as follows:

Total
Federal , .
Current $ (25,462)
Siate : ’ ‘
Current 458
' o, $ (25,921)

The actual mcome tax benefit for 2006 differed from the expected tax benef t due to state taxes as

displayed below. 'Expected tax benefit was computed by multiplying the U.S. federal income tax
_ rate of 35% to loss before income tax benefit.

Computed expec;ed tax beneﬁt , $ (24,931)°
State tax, net of federal expense ) ' (298)
Other - A _ -~ (692).

Total actual tax benefit ) $ (25,921)

included in the “due to affiliate" on the accompanying financial statements are current income taxes
payable of $4,051:and current income taxes receivable in "due from affiliate" of $6,897 at '
December 31, 2006

Regulatory Net C_apital R_equirement

The Company is subject to the Uniform Net Capital Rule (*Rule 15¢3-1"), pursuant to the Securities
Exchange Act of 1934 which requires the maintenance of minimum net capital and requires that
the ratio of aggregate indebtedness to net capital shall not exceed 15 to 1. At December 31, 20086, .
the Company had nhet capital of $762,171, which was $752,171 in excess of its required net capital,
The ratio of aggregate indebtedness to net capital at December 31, 2006 was 0.03 to 1. The:
Company claims exemption from Rule 15¢3-3 under Paragraph (k)(2)(i) of Rule 15¢3-3 as the
Company does not hold customer funds nor safekeep customer securities.




Investors Brokerage Services, Inc.
Notes to the Financial Statements
December 31, 2008

5.  Related Party Transactions

Through June 30, 2006; the Company was allocated expenses related to certain administrative
services provtded by CILAAC and JPMC.” These services included payment of the Company’s
payroll costs, occupancy costs, equipment rentals and communications costs, as well as various
other operating expenses. The Company paid $83,740 and $7,139 to CILAAC and JPMC,

" respectively, related to its portion of these expenditures. These amounts are mcluded in general
and admlmstratlve expenses on the statement of operatlons

Effective July 3, 2006 the Company entered into a Management and Administrative Services
Agreement with PLICO and CILAAC in which certain services would be provided on behaif of the
Company. These services include payment of the Company's payroll costs, occupancy costs,
equipment rentals and communications costs, as well as various other operating expenses. The
Company mcurred $32,450 of expense related to these services dunng the year ended
December 31, 2006.

- Effective July 3, 2006 the Company entered into a Legal Services Agreement with PLICO in which
PLICO shall provide, at its own expense, all reasonably necessary legal services to the Company ~
including, but not limited to, general corporate legal work and legal work related to regulatory -
matters. Under the terms of the Stock Purchase Agreement with JPMC, PLICO will be indemnified
with respect to certain legal liabilities arising out of the Company's business activities prior to
July 3, 2006. IBS did not incur any expenses related to the legal service agreement or
indemnification during the year ended December 31, 2006.-

X .
Effective July 3, 2006, the Company amended its Distribution Agreement with CILAAC so that the
Company would be compensated for its services as underwriter of their variable annuity products.
- The Company recogmzed $60,000 of revenue related to this service durlng the year ended .
December 31, 2006.

Amounts due to/from aﬂ' liates, as disclosed on the statement of financial condition, arise from
these transactlons

6. Commitments aqd Contingencies

|
A number of civil jury or arbitration verdicts have been returned against companies in the
jurisdictions in which the Company does business involving sales practices of representatives,
alleged misconduct, and other matters. Increasingly, these lawsuits have resulted in the awarding
of substantial judgments against these companies that are disproportionate to the actual damages,
including material amounts of punitive damages. in some states, juries or arbitrators have
substantial dlscretlon in awarding punitive damages which creates the potential for unpredictable
material adverse Judgments in any given punitive damage suit. The Company, like other brokers
and dealers, in the ordinary course of business, is from time to time involved in such matters.
Although the outcome of any such matters cannot be predicted with certainty, the Company
believes that at the present time there are no pending or threatened matters that are reasonabty

likely to have a material adverse effect on the financial position, results of operatuons or liquidity of
the Company. .




Investors Brokerage Services, Inc.

Schedule | - Computatlon of Net Capital Pursuant to Rule 15¢3-1
Under the Securities Exchange Act of 1934

December 31, 2006 ‘

Net capltal . ;
Total stockholder's eqmty

- Deductions and/or cherges '

Nonallowable assets:-
Due from affiliate |
Income tax recelvable
Other assets |

Total deduetions and/or charges

* Net capital before halrcuts on securities positions

Haircuts on securities posntions
_Net capital
Aggregate-indebtedn:ess :
Computation of basic n;et capital requirements ‘
Minimum net capital required (6-2/3% of aggregate indebtedness)
* Minimum dollar net c;apital requirement
Net capital requirement (greater of (A) or (B)) -
Excess net capital (net icapital, less net capital requirement)

Ratio of aggregate inde'rbtedness_to net capital

'$ 803,259
34,447

1,508

3,747

39,702
763,557
1,386 .

s o

$__ 26,669
(A) $ 1‘.778
() $ 10,000
$ 10,000

$ 752171
003t01




- - - - o .
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Investors Brokerage Services, Inc.

Schedule Il - Computatlon for Determination of Reserve Requirements !
and Information Relating to Possession or Control Requirements

Pursuant to Rule 15¢3-3 Under the Securltles

Exchange Act of 1934

~ December 31, 2006

| .
The Company clalms exemptxon from Rule 15¢3-3 of the Securities Exchange Act of 1934 as prowded by

paragraph k(2)(i). Investors Brokerage Services, Inc. does not hold customer funds nor safekeep,
customer secuntles
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PricewaterhouseCoopers LLP
1901 6th Ave. North

Suite 1600 -

Birmingham AL 35203
Telephone (205) 252 8400
Facsimile (205) 252 7776

Report of Independent Auditors -
on Internal COntroI Required By SEC Rule 17a-5

To the Board of Directors and Management
Investors Brokerage Servioes, Inc.’

|
In planning and perforrﬁing our audit of the financial statements of .Investors Brokerage Services, Inc.
(the “Company”) as of and 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 internal control over
financial reporting (mtemal control) as a basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing an opinion on

the effectiveness of the. .Company's internal control. Accordingly, we do not express an opinion on the’
effectiveness of the Companys internal control. ,

- Also, as reqmred by Rule 1Ta-5(g)(1) of the Securities and Exchénge Commission (the “SEC"), we have

made a study of the practices and procedures followed by the Company including consideration of
control activities for safeguardlng securities. This study included tests of compliance with such practrces

and procedures that we considered relevant to the objectives stated in Rule 17a-5(g), in makmg the
following: ,

1. The periodic compdtations of aggregate indebtedness and net capital under Rule 17a-3(a)(1 1)
2. The quarterly securities examinations, counts, verifications, and comparisons, and the recordatron of
differences requrred by Rule 17a-13; and
3. Determining compllance with the exemptive provisions of Rule 15¢3- 3.
\
Because the Company does not carry securities accounts for customers or perform custodial functions

relahng to customer securities, we did not review the practices and procedures followed by the Company

in any of the following:
l

1. Complying with the requlrements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System; and

2. Obtaining and maintaining physical possession or control of all fulty pald and excess margin
securities of customers as required by Rule 15¢3-3. . _ '

The management of the Company is responsible for establishing and malntalmng internal control and the
practices and procedures referred to in the preceding paragraph. In fuffilling this responsibility, estimates
and judgments by management are required to assess the expected benefits and related costs of controls
and of the practices and procedures referred to in the preceding paragraph, and to assess whether those
practices and procedures can be expected to achieve the SEC's above-mentioned objectives. Two of the
objectives of internal control ‘and the practices and procedures are to provide management with
reasonable, but not absolute, assurance that assets for which the Company has responsibility are
safeguarded against loss from unauthorized use or disposition, and that transactions are executed in
accordance with managements authorization and recorded properly to permit the preparation of financial

11




PRICEAVAIERHOUSE(QOPERS

statements in conformity with generally accepted accounting principles. Rule 17a-5(g) lists additional -
objectives of the practices and procedures listed in the preceding paragraph. :

Because of inherent hmttatrons in internal control and the practices and procedures referred to above,
error or fraud may occur and not be detected. Also, projection of any evaluation of them to future periods
is subject to the risk that they may become inadequate because of changes in conditions or that the .
effectiveness of their desrgn and operation may deteriorate.

A control deficiency exlsts when the design or operation of a control does not allow management or
employees, in the normal course of performing their aSS|gned functions, to prevent or detect
misstatements on a tlmely basis. A significant deficiency is a control deficiency, or combination of contro}
deficiencies, that adversely affects the entity's ability to initiate, authorize, record, process, or report
financial data reliably i |n accordance with generally accepted accounting principles such that there'is more
than a remote hkellhood that a misstatement of the entity's financial statements that is - more than
inconsequential will not\be prevented or detected by the entity's internal control.

A material weakness is a S|gn|f cant defi iciency, or combination of mgmf icant deficiencies, that resuits in
more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the entity's internal control
|

Our consideration of tnternal control was for the limited purpose described in the first, second, and third
paragraphs and would not necessarily identify all deficiencies in internal control that might be materlal
weaknesses. We did not identify any defictencies in internal control and control actl\rltles for safeguardlng
securities that we consider to be material weaknesses, as defined above. X

We understand that practlces and procedures that accompllsh the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with
the Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do
not accomplish such objectives in all material respects indicate a material inadequacy for such purposes.
Based on this understanding and on our study, we believe that the Company’s practices and procedures
were adequate at December 31, 2006 to meet the SEC s objectives.’

This report is intended solely for the information and use of the Board of Directors, management, the
SEC, the National Assomatlon of Securities Dealers, Inc., and other regulatory agencies that rely on Rule
17a-5(g) under the Securltles Exchange Act of 1934 in thelr regulation of registered brokers and dealers
and is not intended to be and should not be used by anyone other than these specified partles

ﬂww o -

February 28, 2007

END
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