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INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*
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OATH OR AFFIRMATION

1, Jonathan Kenney, swear (or affirm) that, to the best of my knowledge and belief the accompanying financial
statement and supporting schedules pertaining to the firm of JK Secunties, Inc., as of
December 31, 2006, are true and correct. 1 further swear {or affirm) that neither the company nor any partner,
proprietor, principal officer or director has any propnetary interest in any account classified soley as that of a
customer, except as follows: NONE.
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This report ** contains (check all applicable boxes):

{a) Facing page.

{b) Statement of Financial Condition.

(c) Statememnt of Income (Loss).

(d) Statement of Cash Flows.

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor's Capital.

{f) 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.

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

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

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
sohidation.

(1) An Qath or Affirmation.

{m) A copy of the SIPC Supplemental Report,

(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

{0) Independent Auditor’s Report on Internal Control
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**For conditions of confidential weatment of certain portions of this filing, see section 240.17a-3(e)(3).
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McGladrey & Pullen

Certified Public Accountants

Independent Auditor's Report

To the Stockholder
JK Securities, Inc.
Hinsdale, Ilinois

We have audited the accompanying statement of financial condition of JK Secunties, Inc. (the “Company”} as of
December 31, 2006, that you are filing pursuant to rule 17a-5 under the Securities Exchange Act of 1934. This
financial statement is the responsibility of the Company's management. QOur responsibility is to express an opinion
on this financial statement based on our audit.

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

In our opinion, the statement of financial condition referred 0 above presents fairly, in all material respects, the
financial posilion of JK Securities, Inc. as of December 31, 20086, in conformity with accounting principles generally

accepted in the United States of America.
///C'% /&f&% L L

Chicago, fliinois
February 20, 2007

McGladrey & Pullen, LLP is @ member fism of RSM International - 1
an alfiliation of separate and independent legal entities.



JK Securities, Inc.

Statement of Financial Condition

December 31, 2006
Assets
Cash 6,895
Receivable from broker 397,401
Securities owned, at market value 474,320
Ceposit with clearing broker 100,120
Fumiture, equipment and leasehold improvements, net of
accumutated depreciation and amortization of $51,756 16,134
Other assets 3,998
Total assets 998,868
Liabilities and Stockhelder’s Equity
Liabilities
Payable to broker 482,705
Accounts payable, accrued expenses and other liabilities 28,446
Total liabilities 511,151
Stockholder's Equity
Common stock, $2 par value; issued and outstanding 500 shares 1,000
Additional paid-in capital 479,164
Retained eamnings 7,553
487,717
Total liabilities and stockholder's equity 998.868

The accompanying notes are an integral part of this financial statement.




JK Securities, Inc.

Notes to Statement of Financial Condition

Note 1. Nature of Business and Significant Accounting Policies

Nature of business: JK Securities, inc. (the *Company”} is an lllincis subchapter S corporation established on
September 7, 2001. The Company is registered as a broker-dealer under the Securities Exchange Act of 1934 and
is a member of the National Association of Securities Dealers, Inc. (“NASD"). The Company's primary operation is
proprietary trading of municipal bond securities.

The Company operales under the provisions of Paragraph (k){2)(ii) of rule 15¢3-3 of the Securities Exchange Act of
1934 and, accordingly, is exempt from the remaining provisions of that rule. Essentially, the requirements of
Paragraph (k}{2)(ii) provide that the Company clear all transactions on behalf of customers on a fully disclosed basis
with a cleanng broker-deater, and promptly transmit all customer funds and securities to the clearing broker-dealer.
The clearing broker-dealer carsies all of the accounts of the customers and maintains and preserves all related books
and records as are customarily kept by a clearing broker-dealer.

The following is a summary of the Company's significant accounting policies:

Use of estimates: The preparation of financial statements in conformity with generally accepted accounting
principles requires management 10 make estimates and assumgtions that affect the reported amounts of assets and
liabilittes and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenue and expenses during the reporting period. Actual results could differ from those estimates.

Revenue recognition and securities owned: Proprietary securities transactions are recorded on the trade date as if
they had settled.

Securilies owned, consisting of municipal bond securities, are valued at the {ast quoted bid price.

Fair value of financial instruments: Al financial instruments are carried at amounts that approximate estimated fair
value,

Income taxes: The Company has elected to be an "S corporation” under provisions of the Internal Revenue Code.
Under those provisions, the Company does nol pay federal income taxes on ils taxable income. The stockholder is
liable for individual income taxes on the Company's taxable income. The Company is required to pay an lllinois
Replacement tax of 1.5 percent of laxable income.

New accounting pronouncements: In September 2006, the Financial Accounting Standards Board (*FASB") released
Statement of Financial Accounting Standard No. 157, Fair Value Measurements {*SFAS 1577). SFAS 157 defines
fair value, establishes a framework for measuring fair value in generally accepted accounting principles (“GAAP™,
and expands disclosures about fair value measurements. SFAS 157 is effective for financial statements issued for
fiscal years beginning after November 15, 2007, and interim periods within those fiscal years. At this time,
management is evaluating the implications of SFAS 157 and its impact on financial statements issued in subsequent
periods.

On July 13, 2006, the FASB released FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes (‘FIN
48"). FIN 48 provides guidance for how uncertain tax positions should be recognized, measured, presented and
disclosed in the financial statements. FIN 48 requires the evalualion of tax positions taken or expected to be taken in
the course of preparing the fund's (series’, trust's} tax returns to determine whether the fax posilions are “more-likely-
than-not” of being sustained by the applicable tax authonty. Tax positions not deemed to meel the more-likely-than-
not threshold would be recorded as a tax benefit or expense in the current year. Adoplion of FIN 48 is required for
fiscal years beginning after December 15, 2006 and is ta be applied to all open tax years as of the effective date. At
this time, management is evaluating the implications of FIN 48 and its impact on financial statements to be issued in
subsequent periods.




JK Securities, Inc.

Notes to Statement of Financial Condition

Note 2. Receivable from and Payable to Brokers

The Company clears its proprietary transactions through other brokes-dealers. The Company is required to maintain
an inventory reserve account with one of the Company's brokers with a balance at ali imes equat Yo or greater than
the margin requirement on the underlying securities. The account eams interest at the broker's cost of carry plus 100
basis points. The amount payatle to one of its clearing brokers is collateralized by securities owned by the
Company. Pursuant to the clearing agreement with one of the Company’s brokers, the Company can borrow up to
100 percent of the value of the securities owned by the Company.

Amounts receivable from and payable to the brokers at December 31, 2006, consist of the following:

Receivable Payable
Trading income receivable $ 53786 § -
Accrued interest 8,809 -
Payable to broker - 482,705
Cash on deposit 334,806 -
$ 397401 % 482,705
Note 3. Financial Instruments with Off-Balance-Sheet Risk and Concentration of Credit Risk

Securities transaclions are introduced to and cleared through a clearing broker. Under the terms of its clearing
agreement, the Company is required to guarantee the performance in meeting contracted obligations. In conjunction
with the clearing broker, the Company seeks to control the risks of activilies and is required to maintain collateral in
compliance with various regulalory and internal guidelines. Compliance with the various guidelines is monitored daily
and, pursuant to such guidelines, the Company may be required to deposi! additional collateral or reduce positions
when necessary.

The Company is engaged in various trading and brokerage activities whose counterparties primanily include broker-
deaters, banks, and other financial institutions. In the event counterparties do not fulfill their obligations, the
Company may be exposed to risk. The risk of default depends on the creditwarthiness of the counterparty or issuer
of the instrument. It is the Company's policy to review, as necessary, the credit standing of each counterparty with
which it conducts business.

Market risk arises due to fluctuations in interest rates and market prices thal may result in changes in the values of
trading instruments. The Company manages its exposure to market risk resulting from trading activities through its
risk management function. Risk reports are produced and reviewed daily by management to mitigate market risk.

The agreement between the Company and its clearing broker provides thal the Company is obligated to assume any
exposure related to nonperformance by its customers. The Company seeks to minimize the risk of loss through
procedures designed to monitor the creditworthiness of its customers and that transactions are execuled properly by
the clearing broker.




JK Securities, Inc.

Notes to Statement of Financial Condition

Note 4. Lease Commitment

The Company leases office space pursuant to an agreement dated March 1, 2002. The lease agreement was
amended during 2004 and expires March 31, 2008. Future minimum lease commitments as of December 31, 2006,
are as {ollows:

Years ended December 31:

2007 $ 35,968
2008 12,107
$ 48075

Note 5. Net Capital Requirements

The Company is a broker-dealer subject to the SEC's Uniform Net Capital Rule (SEC rule 15¢3-1), which requires
the maintenance of minimum net capital and requires that the ratio of aggregate indebtedness to net capital, both as
defined, shall not exceed 15 to 1. Rule 15¢3-1 also provides that equity capital may not be withdrawn or cash
dividends paid if the resulting net capital ratio would exceed 10 to 1. At December 31, 2006, the Company had net
capital of $433,446, which was $333,446 in excess of its required net capital of $100,000. The Company’s net
capital ratio was 0.09 to 1 at December 31, 2006.

Note 6. Indemnifications

In the normat course of business, the Company enters into contracts that contain a variety of representations and
warranlies that provide indemnifications under certain circumstances. The Company’s maximum exposure under
these arangements is unknown, as this would involve fulure claims that may be made against the Company thal
have not yet occurred. The Company expects the risk of loss to be remote,
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