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INDEPENDENT AUDITOR’S REPORT

To the Member-Owner
Winklevoss Insurance Agency, LLC.

‘We have audited the accompanying statement of financial condition
of Winklevess Insurance Agency, LLC as of June 30, 2007, and the
ralated statements of income, and member capital, and cash flows
for the year then ended that you are filing pursuant to rule
17a-5 under the Securities Exchange Act of 1934. These financial
statements are the responsibility of the Company’s management.
Our responsibility is to express an opinion on these financial
statements based on our audit.

Except as discussed in the following paragraph, we conducted our
audit in accordance with generally accepted auditing standards in
‘the United States of America. Those standards require that we
plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation.
We believe that our audit provides a reasonable basis for our
opinion.

During the year ended June 30, 2007, Winklevoss Insurance Agency,
LLC contracted for administrative services through Winklevoss,
LLC, the sole member-owner of Winklevoss Insurance Agency, LLC.
Although Winklevess Insurance Agency, LLC has stated in Note 4 to
the financial statements that such agreement was made at terms
that would have been equivalent to an arms-length transaction,
the Company has been unable to substantiate that representation
as required by generally accepted accounting principles.



In our opinion, except for the effects of the matter discussed in
the preceding paragraph, the financial statements referred to
above present fairly, in 2ll material respects, the financial
position of Winklevoss Insurance Agency, LLC as of June 30, 2007,
and the results of its operations and its cash flows for the year
then ended in conformity with accounting principles generally
accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on
the basic financial statements taken as a whole. The information
contained in pages 12 and 13 of this report is presented for the
purposes of additional analysis and is not a required part of the
basic financial statements, but is supplementary information
required by rule 17a-5 under the Securities Exchange Act of 1934,
Such information has been subjected to the auditing procedures
applied in the audit of the basic financial statements and, in
our opinion, is fairly stated in all material respects in
relation to the basic financial statements taken as a whole.

it Gl § Qo Ll

August 24, 2007

Greenwich, CT




* WINKLEVOSS INSURANCE AGENCY, LLC
STATEMENT OF FINANCIAL CONDITION
JUNE 30, 2007

ASSETS
Cash and cash equivalents (Note 1C) $ 481,956
Prepaid expenses 4,230
Total Asseéts ' $ 486,186
IA TIES MEMB CA I,

Liabilities:

Management fees due to affiliate (Note 4) $ 16,067
Member Capital : : ‘ - _ 470,119
Total Liabilities and Member Capital ] 486,186

See accompanying notes to financial statements




" WINKLEVOSS INSURANCE AGENCY, LLC
STATEMENT OF INCOME
FOR THE YEAR ENDED JUNE 30, 2007

Revenues
Contract fees and commissions (Notes 1B & 1F) s
Interest
Legal fee recovery (Note 2)

Expenses
Management fees (Note 4)
Legal fees
License and regulatory fees
Professional fees-other
Commissgion expense (Note 2)
Other operating expenses

Income before taxes
Provision for income taxes {(Note 1D)

Net income $

See accompanying notes to financial statements
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1,339,529
7,003
54,203

1,400,735

87,683
18,083
16,076
30,892
111,110
3,154

267,038

1,133,697

1,133,697




WINKLEVOSS INSURANCE AGENCY, LLC
STATEMENT OF CHANGES IN MEMBER CAPITAL

FOR THE YEAR ENDED JUNE 30,

.Balance - June 30, 2006

Net income - year ended June 30,

Accumulated other
comprehensive income/({(loss)

Distribution to member

Balance - June 30, 2007

See accompanying notes to financial statements
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2007

2007

Member Capital

786,422

1,133,697

(1,450,000)

470,119




WINKLEVOSS INSURANCE AGENCY, LLC
STATEMENT OF CASH FLOWS (NOTES 1C AND 2)
FOR THE YEAR ENDED JUNE 30, 2007

Cash Flows Provided (Used) in Operating Activities:

Net income $ 1,133,697
Adjustments to reconcile net income to
net cash provided from operating activities:

Decrease in prepaid expenses 6,271
Decrease in accounts payable (1,390)
Decrease in payable to affiliate-management fees (8,794)
Net cash provided from operating activities 1,129,784

Cash Flows Used in Investing Activities:
Distribution to member {1,450,000)

Cash Flows Provided (Used) in Financing Activities:

Loans to affiliate (7,003)
Loan repayments from affiliate 136,375
Net cash provided from financing activities 129,372
Net decrease in cash and cash squivalents (190,844)
Cash and cash equivalents - beginning of year 672,800
Cash and cash equivalents - end of year $ 481,956

See accompanying notes to financial statements
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" WINKLEVOSS INSURANCE AGENCY, LLC
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2007

Summary of Significant Accounting Policies
(A) Nature of Operations

Winklevoss Insurance Agency, LLC (the “Company”) is a
limited broker-dealer registered with the Securities and
Exchange Commission (SEC) and a member of the Financial
Industry Regulatory Authority (FINRA) - (formerly the
National Association of Securities Dealers (NASD)}). The
Company is a- licensed insurance agency in the business of
advising corporations, banks and other persons in the
private placement of variable life insurance products and
securities., The Company neither receives customer money
nor holds such money in customer accounts and is,
therefore, a limited broker-dealer.

Virtually all of the Coﬁpany’s cperating expenses,
including labor, rent and overhead expenses are provided by
its sole owner member, Winklevoss LLC. These expenses are
billed by Winklevoss LLC to the Company as a management fee
pursuant to terms set forth in a revised agreement dated
July 1, 2004 (See Note 4).

{(B) Revenue Recognition

The Company’s principal source of revenue is from insurance
commissions earned from c¢lient variable life insurance
contracts. Revenue is recognized monthly as earned. One
contract with four associated insurance policies constitute
the entire revenue stream of the Company {(from July 1, 2006
through July 14, 2006, there were two contracts with five
associated insurance policies -~ See Note 1F and 2). The
revenue from the variable life insurance contracts is being
recognized in Winklevoss Insurance Agency, LLC due to
regulatory requirements necessitating the use of a
registered limited broker dealer.

{C) Cash Equivalents

Cash equivalents at June 30, 2007 consist of overnight cash
sweeps into commercial paper instruments by the Company’s
commercial bank where it maintains a checking account. The
balance in the overnight sweep account was $481,000 on June
30, 2007 (See Note 7).



WINKLEVOSS INSURANCE AGENCY, LLC
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2007

For purposes of reporting cash flow, the Company considers
all short-term debt securities purchased with a maturity of
three months or less to be cash equivalents.

(D) Income Taxes

The Company operates as a limited liability company and as
such is treated as a disregarded entity for income tax
purposesg. All taxable income and expenses are reported by
the owner member company, Winklevoss LLC (which then
reports its combined taxable income/loss to its corporate
parent, Winklevoss Consultants Inc.)}. Consequently, - there
is no provision for income taxes at the Company level.

(E) Estimates

The preparation of financial statements, in conformity with
generally accepted accounting principles, requires
management to make estimates and assumptions that effect
certain reported amounts and disclosures. Accordingly,
actual results could differ from those estimates.

(F) Concentration of Risk

Accounts on deposit in banks are insured up to the federal
limit. The balances, at times, may exceed the federally
insured limits. o

As of July 1, 2006, all gross revenues were derived solely
from two clients of the Company. On July 14, 2006 the
Company earned and received $604,215 from one of its two
clients representing the present value of all future
commission income due under that client contract
(originally set to expire in March 2010). Consequently,
from July 15, 2006 the Company’s revenue consists of the
one remaining client with four associated insurance
policies. The Company had acquired this client contract
by means of a statutory merger with the former Winklevoss
Insurance Corporation in 2004.
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' WINKLEVOSS INSURANCE AGENCY, LLC
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2007

Legal Fee Recovery/Commission Expense

As part of the accelerated present value revenue payment
referred to above in Notes 1F and 1B, $108,759 of
commission-expense was paid to. two former salesmen entitled
to a share of the income under the terms of 'a prior year
settlement of a contractual dispute. In accordance with
that settlement, the two former salesmen were required to
remit from their commissions received, a portion of the
legal fees incurred by the Company in securing the revenus.
As a result, 554,203 of zuch legal fee reimbursements were
received in fiscal year 2007 by the Company.

Regulatory Capital Requirements

The Company is subject to the Uniform Net Capital Rule
{Rule 15¢3-1) under the Securities Exchange Act of 1934
which requires that aggregate indebtedness (as defined)
shall not exceed fifteen times net capital (as defined).

There are restrictions on operations if aggregate
indebtedness exceeds ten times net capital. The
computation--of net capital, minimum net capital and the
ratio of aggregate indebtedness to net capital as of June
30, 2007 is contained on page 12 of this report under
Supplementary Information.

Related Party Transactions/Management Fees

The Company is involved in the following related party
transactions:

The Company is wholly owned (100%)} by Winklevess LLC,
another limited liability company wholly owned by
Winklevoss Consultants Inc. The Company is alsc party to
a July 1, 2004 management agreement with Winklevoss LLC.
The agreement states that significant management,
infrastructure, and operating expenses are to be provided



WINKLEVOSS INSURANCE AGENCY, LLC
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2007

by Winklevoss LLC and billed to the Company as a
quarterly management fee. Allocation of the shared
expenses incurred by Winklevoss LLC to the Company is
based on management estimates of the utility derived by
each of the respective companies using primarily employee
work hours and gross revenues as allocation factors.
Management believes this formula reasonably reflects, at
arms length, the allocation of operating expenses between
the Company and Winklevoss LLC. Operating expenses for
purposes of this calculation excludes non-recurring '
and/or unusual items not directly attributable to the
operations of the Company. Interest at 1% per month is to
be charged on late payments. Management fees of $%$87,683
were incurred for the year ended June 30, 2007 and
596,476 was paid during the year ended June 30, 2007.

Lease Commitments

The Company had no lease obligations for office space or
equipment for the year ended June 30, 2007, both of which
are provided as part of the management fee arrangement with
its owner-member (See Note-4).

Securities Dealer Blanket Bond’

The Company is covered by a Securities Dealer Blanket Bond
issued through Seabury & Smith Inc, a NASD insurance
program administrator. The liability limit of the bond is
$30,000 with a $5,000 deductible. The current annual
contract expires November 1, 2007.

Subsequent Events

Subsequent to June 30, 2007, FINRA alerted the Company that
the Company's use of the cash equivalents (Note 1C) may not
be an includable asset for the computation of net capital.
After several discussions with FINRA, including a voice
mail where FINRA stated the cash equivalents were an
includable asset, FINRA and the SEC determined that these
assets could not be included in the computation of net
capital. The exclusion of these assets put the Company in
a net capital deficiency position. TUpon notification by
FINRA on August 10, 2007 of their decision, the company
closed the cash equivalent sweep account and, as a result,

-10-



WINKLEVOSS INSURANCE AGENCY, LLC
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2007

all funds were transferred to the Company's checking
account whereby the Company's net capital position was
restored to more than $500,000. The Company filed an
amended June 3G, 2007 Focus Report with FINRA.

-11-



WINKLEVOSS INSURANCE AGENCY, LLC
SUPPLEMENTARY INFORMATION

June 30, 2007

COMPUTATION OF NET CAPITAL UNDER RULE 15c3-1 OF THE SECURITIES
AND EXCHANGE COMMISSION:

June 30, 2007

Total Member Capital $470,119

Non-allowable Assets and
Other Deductions

Cash sweep account 481,000
Non-allowable prepaid expenses 4,230
Net Capital $-15,111

Amounts included in Total
Liabilities which Represent
Aggregate Indebtedness $ 16,067

Minimum Net Capital Required
* {the greater of $5,000 or 6 2/3%
of aggregate indebtedness) $ 5,000

Capital in deficit of Minimum Requirement $-20,131

Ratio of Aggregate Indebtedness to
Net Capital 1.06%

This independent calculation did not differ from the
Company’s calculation as reported in its Amended June 30,
2007 FOCUS Report, Form X-17A-5 (See Note 7).

See Accompanying Accountant’s Report
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| . ' ' WINKLEVOSS INSURANCE AGENCY, LLC
SUPPLEMENTARY INFORMATION
June 30, 2007
The Company claims exemption from all remaining reporting
provisions under Rule 15¢3-3 of the Securities and Exchange
Commission on the basis that the Company does not carry

securities accounts for customers and does not perform
custodial funetions relating to customer securities.

See Accompanying Accountant’s Report
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WINKLEVOSS INSURANCE AGENCY, LLC
(S.E.C. I.D. NO. 39081)

REPORT ON INTERNAL CONTRCL FOR THE
YEAR ENDED JUNE 30, 2007



Winklevoss Insurance Agency, LLC
Page 1 of 3

Independent Auditor’s_ﬁeport on
Internal Control Required By S.E.C. Rule 17a-5 for a Broker-
Dealer Claiming an Exemption From Sec Rule 15c¢3-3

Winklevoss Insurance Agency, LLC
Two Greenwich Office Park
Greenwich, Connecticut 06831

In planning and performing our audit of the financial statements
of Winklevoss Insurance Agency, LLC (the Company), as of and for
the year ended June 30, 2007, in accordance with auditing
standards generally accepted in the United States of America, we
considered the Company’s internal control over financial
reporting (internal 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 Company’s internal control.

Also, as required by rule 17a-5(g) (1) of the Securities and
Exchange Commission (SEC), we have made a study of the practices
and procedures followed by the Company including consideration of
control activities for safeguarding securities. This study
included tests of such practices and procedures that we
considered relevant to the objectives stated in rule 17a-5(g) in
making the periodic computations of aggregate indebtedness (or
aggregate debits) and net capital under rule 17a-3(a){(1l) and for
determining compliance with the exemptive provisions of rule
15¢3-3. Because the Company does not carry securities accounts
for customers or perform custodial functions relating to customer
securities, we did not review the practices and procedures
followed by the Company in any of the following:

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

2. Complying with the requirements for prompt payment for
securities under Section 8 of Federal Reserve Regulation
T of the Board of Governors of the Federal Reserve System



Winklevoss Insurance Agency, LLC
Page 2 of 3

The management of the Company is responsible for establishing and
maintaining internal control and the practices and procedures
referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are
required to assess the expected benefits and related costs of
controls and of the practices and procedures referred to in the
preceding paragraph and to assess whether those practices and
procedures can be expected to achieve the SEC’s above-mentioned
objectives. Two of the objectives of internal control and the
practices and procedures are to provide management with
reasonable but not absolute assurance that assets for which the
Company has responsibility are safeguarded against loss from
unauthorized use or disposition and that transactions are
executed in accordance with management’s authorization and
recorded properly to permit the preparation of financial
statements 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 limitations in intermal contrel 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 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 normal
course of performing their assigned functionsg, to prevent or
detect misstatements on a timely basis. A significant deficiency
is a control deficiency, or combination of control deficiencies,
that adversely affects the entity’s ability to initiate,
"authorize, record, process, or report financial data reliably in
accordance with generally accepted accounting principles such
that there is more than a remote likelihood 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 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
internal control.

Our consideration of intermal control was for the limited purpose
described in the first and second paragraphs and would not
necessarily identify all deficiencies in internal control that
might be material weaknesses. We noted the following matters
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Winklevoss Insurance Agency, LLC
Page 3 of 3

[

involving the internal control structure that-we con51der to be
material weaknesses as defined above.

The effectiveness of internal control procedures is
limited by the size of the business creating an
environment that severely inhibits basic segregation
of duties in performing accounting tasks. Management
" continues to address this problem by expanding its use
of employees of affiliated companies with the
experience and knowledge to perform tasks that further
segregate accounting duties {e.g. receipt of mail,
approval of vendor payment, recording of accounts
payable and actual payment to vendor). This approach
continues to reduce some of the inherent internal
control deficiencies that exist where there is a low
level of segregation of accounting duties.

These conditions were considered in determining the nature,
timing, and extent of the audit tests to be applied in our audit
of the June 30, 2007 financial statements, and this report does
not affect our opinion dated August 24, 2007 on our audit.

We understand that practices and procedures that accomplish the
objectives referred to in the second paragraph of this report are
considered by the SEC to be adequate for its purposes in
accordance with the 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, as described in the second paragraph of
this report, except for the material weakness described above,
were adequate at June 30, 2007, 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 Financial Industry
Regulatory Authority (FINRA), and other regulatory agencies that
rely on rule 17a-5(g) under the Securities Exchange Act of 1934
in their regulation of registered brokers and dealers, and is not
intended to be and should not be used by anyone other than these
-specified parties.

M‘,@@é@- 7 Co. Ll

Arthur Allen & Co., LLC
Greenwich, CT

August 24, 2007

END



