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OATH OR AFFIRMATION
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This report ** contains (check all applicable boxes):
(a) Facing Page. =
B (b) Statement of Financial Condition.
[ (c) Statement of Income (Loss).
(d) Statement of Changes in Financial Condition,
(e} Statement of Changes in Stockholders® Equity or Partners’ or Sole Proprietors’ Capital.
O () Statement of Changes in Liabilities Subordinated to Claims of Creditors.
(g) Computation of Net Capital.
[]/(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
O (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.
3 () A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule i15¢3-3.
[J (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
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|B/(]) An Oath or Affirmation.
O (m) A copy of the SIPC Supplemental Report.
{n} A reportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.
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Canada

INDEPENDENT AUDITORS' REPORT

To the Board of Directors of MGI Securities (USA) Inc.

We have audited the accompanying statement of financial condition of MGI Securities (USA) Inc. as
at March 31, 2007, and the related statements of income, changes in stockholder's equity and cash
flows for the year then ended that you are filing pursuant to Rule 17a-5 under the Securities Exchange
Act of 1934. These financial statements are the responsibility of the Company's management. Qur
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of 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 consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion
on the effectiveness of the Company's internal control over financial reporting. Accordingly, we
express no such opinion. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, 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.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of MGl Securities (USA) Inc. as at March 31, 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 Schedules 1 and 2 is presented for 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.

Kfms -
T

Chartered Accountants, Licensed Public Accountants

Toronto, Canada

May 18, 2007

KPMG LLF is a Canadian limuted hability partnership and a member firm of the KPMG
network of independent mamber firms affil:ated with KPMG Internaticnal, a Swiss cooperative,



MGI SECURITIES (USA) INC.

Statement of Financial Condition
(Expressed in U.S. dollars)

March 31, 2007

Assets
Cash (note 5) $ 516,586
Commissions receivable 119,742
$ 636,328

Liabilities and Stockholder's Equity
Liabilities:

Payable to broker $ 120,835

Accounts payable and accrued liabilities 55,687

income tax payable 3,621

180,143

Stockholder's equity:

Capital stock (note 3):

Authorized:
Unlimited common shares
Issued and outstanding:
400,100 common shares 400,000
Additional paid-in capital 56,887
Deficit {702)
458,185
$ 636,328

See accompanying notes to financial statements.




MGI SECURITIES (USA) INC.

Statement of Income
{Expressed in U.S. dollars)

Year ended March 31, 2007

Revenue:
Commissions and fees $ 330,786
Interest 17,802
Trading costs rebate 1,935
350,523
Expenses:
Administration 210,736
Professional fees 75,194
Regulatory fees 11,512
Capital tax expense 2,588
300,030
Income before income tax expense 50,493
Income tax expense {533)
Net income $ 49,960

See accompanying notes 1o financiat statements.




MGI SECURITIES (USA) INC.

Statement of Changes in Stockholder's Equity
(Expressed in U.S. dollars)

Year ended March 31, 2007

Capital stock (note 3):

Balance, beginning and end of year $ 400,000
Additional paid-in capital 56,887
Deficit, beginning of year (50,662)
Net income 45,960
Deficit, end of year (702)
Total stockhglder's equity $ 456,185

See accompanying notes to financial statements.




MGI SECURITIES (USA) INC.

Statement of Cash Flows
{Expressed in U.S. dollars)

Year ended March 31, 2007

Cash flows from (used in) operating activities:

Net income $ 49960
Change in operating items:

Receivable from clients 22,975
Commissions receivable (102,399)
Payable to broker 97,860
Accounts payable and accrued liabilities 31,731
Income tax payahle 3,621
103,748

Increase in cash 103,748
Cash, beginning of year 412,838
Cash, end of year $ 516,586

See accompanying notes to financial statements.



MGI SECURITIES (USA) INC.

Notes to Financial Statements
{Expressed in U.S. dollars)

Year ended March 31, 2007

MGl Securities (USA) Inc. (the "Company") was incorporated under the Canada Business
Corporations Act on March 11, 2005, In the United States of America ("U.S."}, the Company is
registered as a broker-dealer in securities under the Securities Exchange Act of 1934 and is a
member of the National Association of Securities Dealers Inc. effective November 1, 2005. The
Company's primary source of revenue is commission income for securities trade execution for U.S.
resident institutiona! clients. The Company computes its regulatery net capital under the alternative
method. The Company clears all transactions with, and for its customers, through its parent, MGi
Securities Inc. Through MGI Securities Inc., the Company has a Clearing Agreement with National
Bank Correspondence Network and National Bank Financial. Accordingly, the Company does not
hold customer securities or perform custodial functions relating to customer accounts. Continuing
operations of the Company are dependent on MGI Securities Inc.'s ability to attract and retain clients
on behalf of the Company.

The Company is a wholly owned subsidiary of MGI Securities Inc., 2 Canadian-owned and regulated
investment dealer. MGI Securities Inc. is a member of the Investment Dealers Association of Canada

and all major Canadian stock exchanges. The Company's head office is located in Toronto, Ontario,
Canada.

1. Significant accounting policies:

These financial statements have been prepared in accerdance with U.S. generally accepted
accounting principles. The significant accounting policies are as follows:

(a) Cash:
Cash consists of cash on deposit.
(b) Securities transactions and balances:

Customers' securities transactions are recorded on a settlement date basis, with related
commission income and expense recorded on a trade date basis.

{c) Fair values of financial assets and liabilities:

The fair values of financial assets and liabilities approximate the carrying amounts due to
their short-term nature or imminent maturity.



MGI SECURITIES (USA) INC.

Notes to Financial Statements {continued)
(Expressed in U.S. dollars)

Year ended March 31, 2007

1.

Significant accounting policies {continued):

(d)

(e)

Translation of foreign currencies:

Monetary assets and liabilities denominated in foreign currencies are translated into
U.S. dollars at the year-end rates of exchange. Revenue and expenses related to foreign
currency transactions are translated into U.S. dollars at the average rates of exchange
prevailing during the year. Gains or losses resulting from foreign currency translation are
included in net income.

iIncome taxes:

The Company uses the asset and liability method of accounting for income taxes. Under
the asset and liability method, deferred tax assets and liabilities are recognized for the
future tax consequences attributable to differences between the financial statement carrying
amounts of existing assets and liabilities and their respective tax bases. Deferred tax
assets and liabilities are measured using enacted tax rates expected to apply to taxable
income in the years in which those temporary differences are expected to be recovered or
settled. The effect on deferred tax assets and liabilities of a change in tax rates is
recognized in income in the year that includes the date of enactment.

Use of estimates:

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenue and expenses during the year. Actual results could differ from those
estimates.

Related party transactions and balances:

Under an operating agreement dated August 3, 2005, the Company has entered into an
arrangement with its parent, MGI Securities Inc., whereby the parent will perform certain
securities execution and clearing activities and record-keeping services as agent for the
Company, as well as providing management and administrative services to the Company.



MGI SECURITIES (USA) INC.

Notes to Financial Statements (continued)
(Expressed in U.S. dollars)

Year ended March 31, 2007

2, Related party transactions and balances {continued):

The intercompany balance due to the parent of $120,835 is payable on demand and is non-
interest bearing. The Company paid $75,650 in accordance with the agreement. The Company
also paid $2,689 as reimbursement for general and administrative expenses to an affiliated
company.

Balances with the parent are as follows:

Commissions receivable $ 119,742
Payable to broker 120,835

3. Capital stock:

Authorized:
Unlimited common shares, no par value

Issued:
400,100 common shares $ 400,000

4, Regulatory net capital requirement:

In the U.S., as a registered broker-dealer, the Company is subject to the Uniform Net Capital
Rule of the Securities and Exchange Commission (“SEC™) (Rule 15¢3-1), which requires the
maintenance of minimum net capital. The Company computes its net capital under the
alternative method, which requires that the Company maintain minimum net capital, as defined,
equal to the greater of $250,000 or 2% of aggregate debit items pursuant to SEC Rule 156¢3-3.
At March 31, 2007, the Company had net capital of $456,185, which is $206,185 in excess of
the required minimum net capital of $250,000.

5. Deposit segregated pursuant to federal and other regulations:

A cash amount of $310,269 has been segregated in a special account for the exclusive benefit
of customers under Rule 15¢3-3 of the Securities Exchange Act of 1934 and is included in cash.



MGI SECURITIES (USA) INC.

Notes to Financial Statements (continued)
(Expressed in U.S. dollars)

Year ended March 31, 2007

6. Income taxes:
The Company files its own federal and provincial tax returns.
For Canadian tax purposes, the Company files a stand-alone tax return.
The income taxes payable consist of current tax payable of $3,621 and deferred tax asset of nil.
The current income tax expense of $533, as included in the statement of income, is determined
in accordance with Financial Accounting Standards Board Statement No. 109, Accounting for
Income Taxes.
A reconciliation of the differences between the expected income tax expense for income

computed at the Canadian statutory income tax rate and the Company's income tax expense is
shown in the following table:

Expected income tax expense at

Canadian federat and provincial tax rates $ 18,238
Non-deductible expenses 206
Reversal of prior year valuation allowance (14,300)
Others (3,611)

$ 533




MGI SECURITIES (USA) INC.

Schedule 1 - Computation of Net Capital Pursuant to SEC Rule 15¢3-1
{Expressed in U.S. doltars)

March 31, 2007

Total ownership equity from statement of
financial condition, being net capital $ 456,185

Alternative net capital requirement:
2% of combined aggregate debit itemns
as shown in formula for determination
of reserve requirements under Rule 15¢3-3
{or $250,000, if greater) -
nel capital requirement 250,000

Excess net capital $ 206,185

Net capital in excess of 5% of combined aggregated
debit items or $2,000 $ 206,185

The above computation does not differ materially from the computation of net capital under
SEC Rule 15¢3-1 as of March 31, 2007, filed by the Company on Form X-17A-5.

See accompanying independent auditors' report.



MGI SECURITIES (USA) INC.

Schedule 2 - Computation for Determination of Reserve Requirements Pursuant to SEC Rule 15¢3-3
(Expressed in U.S. dollars)

March 31, 2007

Credit balances in customers' securities account:
Customers' securities failed to receive 3 -

Debit balances in customers' cash and margin accounts:
Failed to deliver of customer securities not older than

30 calendar days -

3% reduction of aggregate debit items -

Total debits -

Reserve computation - excess of total credits over total debits 3 —

Amount of cash held on deposit on "special account for the
exclusive benefit of customers” $ 310,269

The above computation does not differ materially from the computation of reserve requirements under
SEC Rule 15¢3-3 as of March 31, 2007, filed by the Company on Form X-17A-5

See accompanying independent auditors’ report.
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL REQUIRED BY
SEC RULE 17a-5

To the Board of Directors of MG! Securities {(USA) Inc.

In planning and performing our audit of the financial statements of MGl Securities (USA) Inc. (the
"Company™) as at and for the year ended March 31, 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 opinicn on the effectiveness of the Company's internal control. Accordingly, we do not express an
opinion on the effectiveness of the Company's internal contro!.

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 compliance with such
practices and procedures that we considered relevant to the objectives stated in rule 17a-5(g), in the
following:

1. Making the periodic computations of aggregate indebtedness (or aggregate debits) and capital
under 17a-3(a){11) and the reserve required by rule 15¢3-3(e}.

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

3. 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.

4. Obtaining and maintaining physical possession or control of all fully paid and excess margin
securities of customers as required by rule 15¢3-3.

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 fulfiling 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{qg) lists additional objectives of the practices and procedures listed in the
preceding paragraph.

KPMG LLR is a Canacian limited liabiity partnership and a mamber fem of the KPMG
ngtwork of independent member firms affiliated with KPMG International, a Swiss cocparative.
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Because of inherent limitations 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 hecome 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 contrel does not allow management or
employees, in the normal course of performing their assigned functions, 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
repont 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 financia! statements will not be
prevented or detected by the entity's internal contro!.

Our consideration of internal 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 did not identify any deficiencies in internal control and control activities for
safeguarding securities that we consider to be material 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 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, were adequate at March 31,
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, 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.

Kins 2 END

Chartered Accountants, Licensed Public Accountants

Toronto, Canada

May 18, 2007



