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OATH OR AFFIRMATION

I, . Daniel J. Nemmers , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Lockton Financial Advisors, LLC , as

of April 30 ~2097 _, are true and correct. I further swear (or affirm) that

neither the company 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:

None

~ . . r

S " %gﬂature

President

Title

This report ** contains {check all applimmqn EXPII’ES 06-01-2011
(a) Facing Page.
(b) Statement of Financial Condition.
g {c) Statement of Income (Loss).
{d) Statement of Changes in Financial Condition.
& (¢) Statement of Changes in Stockholders® Equity or Partners’ or Sole Proprietors’ Capital.
W () Statement of Changes in Liabilities Subordinated to Claims of Creditors.
X (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.
; (J) 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 15¢3-3.
‘K (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.
)( (1} An Oath or Affirmation.
o (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.

*¥Lor conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).




KPMG LLP

Suite 1000

1000 Walnut Street

Kansas City, MO 64106-2162

Independent Auditors’ Report

The Board of Directors
Lockton Financial Advisors, LLC:

We have audited the accompanying balance sheets of Lockton Financial Advisors, LLC (the Company) as
of April 30, 2007 and 2006, and the related statements of operations, changes in member’s equity, and cash
flows for the years then ended that you are filing pursuant to Rule 17a-3 under the Sccurities Exchange Act
of 1934. These financial statcments are the responsibility of the Company’s management. QOur
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits 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 also 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 audits provide 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 Lockton Financial Adwisors, LLC as of Apnl 30, 2007 and 2006, and the results of its
operations and its cash flows for years then ended in conformity with U.8. generally accepted accounting
principles.

Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken as
a whole. The accompanying supplementary information 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 Securitics Exchange Act of 1934, Such information has been subjected to auditing
procedures applied in the audits of the basic financial statements and, in our opinion, is fairly stated, in all
matenal respects, in relation to the basic financial statements taken as a whole.

KPMc LP

Kansas City, Missouri
June 27, 2007

KPMG LLF, a U.S. limited liakility parirership, is the LS.
mernber firm of KPMG International, a Swiss cooperative.




LOCKTON FINANCIAL ADVISORS, LLC
Balance Sheets
April 30, 2007 and 2006

Assets

Current assets:
Cash and cash equivalents $
Commissions recetvable

Total current assets

Total assets $

Liabilities and Member’s Equity

Current liabilities:
Current maturity of long-term debt $
Accounts payable
Accounts payable to affiliates, net
Accrued interest payable
Accrued legal expense
Accrued accounting and tax service
Other accrued payables

Total current labilities

Long-term debt

Total liabilities

Member’s equity:
Paid-in capital
Retained earnings (deficit)

Total member’s equity

Total liabilities and member’s equity $

2007 2006
1,569,723 77,634
429,081 —
1,998,804 77,634
1,998,804 77,634
66,000 —
1,146 —
64,942 150
30,666 —
42,560 1,967
11,000 -
498 —
216,812 2,117
429,000 —
645,812 2,117
100,000 100,000
1,252,992 (24,483)
1,352,992 75,517
1,998,804 77,634

See accompanying notes to financial statements,



LOCKTON FINANCIAL ADVISORS, LL.C
Statements of Operations

Years ended April 30, 2007 and 2006

2007 2006
Revenue:
Commissions $ 5,960,242 —
Interest income 16,775 —
Total revenue 5,977,017 —
Expenses:
General and administrative 336,378 24.483
Interest expense 30,606 —_
Total operating expenses 367,044 24,483
Net income (loss) b 5,609,973 (24,483)

See accompanying notes to financial statements.




LOCKTON FINANCIAL ADVISORS, LLC
Statements of Changes in Member’s Equity
Years ended April 30, 2007 and 2006

Paid-in Retained
capital earnings (deficit) Total
Balance, April 30, 2005 5 — — —
Member contribution 100,000 - 160,000
Net loss — (24,483) (24,483)
Balance, April 30, 2006 3 100,000 (24,483) 75,517
Net income — 5,609,973 5,609,973
Distributions to member — (4,332,498) (4,332,498)
Balance, April 30, 2007 $ 100,000 1,252,992 1,352,992

See accompanying notes to financial statements.




LOCKTON FINANCIAL ADVISORS, LLC
Statements of Cash Flows

Years ended April 30, 2007 and 2006

Cash flows from operating activities:
Net income (loss) $
Adjustments to reconcile net income (loss) to net cash provided by
(used in) operating activities:
Accounts payable
Commissions receivable
Change in accounts payable to aftiliates
Accrued expenses

Net cash provided by (used in} operating activities

Cash flows from financing activities:
Proceeds from borrowings
Distributions to member
Member contribution

Net cash provided by (used in) financing activities

Change in cash and cash equivalents

Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year $

2007 2006
5609973 $ (24,483)
1,146 —
(429,081) —
64,792 150
82,757 1,967
5,329,587 (22,366)
495,000 —
(4,332,498) —
— 100,000
(3,837,498) 100,000
1,492,089 77,634
77,634 _
1,569,723 $ 77,634

See accompanying notes to financial statements.




LOCKTON FINANCIAL ADVISORS, LLC
Notes to Financial Statements
April 30, 2007 and 2006

(1) Nature of Operations

Lockton Financial Advisors, LLC (the Company), a wholly owned subsidiary of Lockton Insurance
Agency, Inc. d/b/a Lockton Companies, Inc (Lockton), was organized in the state of California on
April 27, 2005. The Company is a single member limited liability company that was approved to conduct
business in California on May 6, 2005 as a registered broker-dealer in sccurities under the Securitics
Exchange Act of 1934, The Company operates as an introducing broker-dealer or limited broker-dealer
whereby the Company does not receive customer cash or securities. All clearing of trades, holding of funds
or securities, and receiving of customer cash or securities are handled by another broker-dealer. The
Company is a member of the National Association of Securities Dealers (NASD) and the Securities
Investor Protection Corporation (SIPC).

(2) Summary of Significant Accounting Policies
(a) 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 liabilitics at the
dates of the financial statements and the reported amounts of revenue and expenses during the
reporting pertod. Actual results could differ from those estimates.

{(B) Revenue Recognition

Broker-dealer commissions are received through two respective third-party broker-dealer
relationships, AIG Financial Advisors, Inc, and NFP Securities, Inc. A portion of the Gross Dealer
Concessions (GDC) generated by the Registered Representatives are withheld (B/D Fees) by the
third-party broker-dealer to reimburse it for the services and infrastructure provided to the Registered
Representatives. One hundred percent of the remaining GDC, after deduction of the B/D fees, is paid
directly to LFA and recognized on a trade date basis as transactions occur.

Based on the arrangement with one broker dealer, we may be entitled to additional compensation
based on the amount of business produced by registered representatives of such broker dealer. We
recognize such additional compensation when the amounts are reasonably estimable, which
generally occurs upon achievement of the performance measure stipulated in the contract.

(c) Cash Equivalents

The Company considers all liquid investments with original maturities of three months or less to be
cash equivalents. At April 30, 2007 and 2006, cash equivalents consisted of a commercial checking
and a money market account.

{(d) Income Taxes

The Company is a single member limited liability company. As a single member limited liability
company, the Company is considered a “pass-through” entity under the Internal Revenue Code and,
therefore, does not pay federal corporate income taxes on its taxable income. Instead, income is
reported on its member’s federal income tax return. Accordingly, no income taxes have been
recorded in the financial statements for the years ended April 30, 2007 and 2006, respectively.

6 (Continued)
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LOCKTON FINANCIAL ADVISORS, LLC
Notes to Financial Statements
April 30, 2007 and 2006

Long-Term Debt
Long-term debt at April 30 includes the following:

2007 2006
Note payable, due December 2014, secured by commissions
receivable; principal and interest payable beginning
December 31, 2007 and continuing annually thereafter;
interest 1s vanable based on an independent index
(11.25% at April 30, 2007). $ 495,000 —
495,000 —
Less current maturities 66,000 —
Net long-term debt* $ 429,000 -—

The note payable of $495,000 is payable to a broker-dealer which the Company has a dealer-to-dealer
agreement with and receives commissions from in the normal course of business. The note payable and
related interest arc scheduled to be forgiven based on the attainment of certain performance measures.

*The aggregate maturities of long-term debt for each of the five years subsequent to December 31, 2007
are: $66,000 on December 31, 2008; $66,000 on December 31, 2009; $99,000 on December 31, 2010;
$99,000 on December 31, 2011; $99,000 on December 31, 2012.

Commitments

The Company subleases office space from an affiliate under a consent to sublease whereby the sublease is

subject and subordinate to the prime lease. Total future minimum lease payments at April 30, 2007 are as
follows:

Year ending April 30:
2008 $ 4,716
2009 2,751
Future minimum lease payments  § 7,467

Total rental cxpense for the operating lease included in the accompanying statement of operations
amounted to $4,716 for the year ended April 30, 2007 and $1,965 for the period ended April 30, 2006,
respectively. The current sublease agreement extends through November 30, 2008,

Transactions with Affiliates

The Company receives administrative services from an affiliated entity. These shared services include, but
are not limited to, general executive management, general legal counsel, treasury, tax, financial accounting,
and various other support functions, which totaled $148,364 for the year ending April 30, 2007.

7 (Continued)
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LOCKTON FINANCIAL ADVISORS, LLC
Notes to Financial Statements
Apnl 30, 2007 and 2006

Significant Business Concentrations

The Company operates as an introducing broker-dealer and docs not receive customer cash or securities,
All clearing of trades, holding of funds or securities, and receiving of customer cash or securities are
handled by other broker-dealers. All of the commissions revenue was received from two broker-dealers for
the years ended April 30, 2007 and 2006.

Disclosures about Fair Value of Financial Instruments

The following methods were used to estimate the fair value of financial instruments:

(a) Receivables and Payables with Related Partics—The fair value of related party payables approximates
the carrying value due to their short-term nature.

(b) Long-Term Debt—Fair value is estimated based on the borrowing rates currently available to the
Company for bank loans with similar terms and maturities. At April 30, 2007, the carrying amounts
are a reasonable estimate of fair value.

Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule (SEC
Rule 15¢3-1), and treated as a limited broker-dealer, which requires the maintenance of minimum net
capital defined as the greater of $5,000 or a ratio of aggregate indebtedness to net capital. As of April 30,
2007 and 2006, the Company had excess nct capital. See Schedule 1 for the specific calculation.

Subsequent Event

In June 2007, the Company reccived an additional $165,000 related to the note payable discussed in note 3
and is subject to the same terms disclosed.




LOCKTON FINANCIAL ADVISORS, LLC

Computation of Net Capital under Rule 15¢3-1 of the

Securities and Exchange Commission

April 30, 2007 and 2006

Net capital:
Total member’s equity $

Total member’s equity qualified for net capital

Add additions to net worth
Less nonallowable assets

Net capital before haircuts

Less haircuts and undue concentration

Net capital

Aggregate indebtedness

Percentage: Aggregate indebtedness (o net capital

Computation of net capital requirements:
Minimum net capital requirements**

Excess net capital h)

Schedule 1
2007 2006

1,352,992 75,517
1,352,992 75,517
1,352,992 75,517
29,356 —_—
1,323,636 75,517
045,812 2,117

499 3%
43,076 5,000
1,280,560 3% 70,517

Net capital, as computed above, does not differ materially from that reported by the company in Part IIA of
the unaudited FOCUS Report on Form X-17A-5, May 16, 2007, at April 30, 2007,

** The minimum net capital required is calculated by taking the greater of $5,000 or 6.67% of aggregate

indebtedness at April 30, 2007. 6.67% of aggregate indebtedness was calculated to be $43,076
($645,812 x 6.67% = $43,076). At April 30, 2006, the first year of operation, 12.5% of aggregate

indebtedness was calculated to be $265 ($2,117 x 12.5% = $265).

See accompanying independent auditors’ report.




Schedule II
LOCKTON FINANCIAL ADVISORS, LLC

Computation of Determination of Reserve Requirements
under Rule 15¢3-3 of the Securities and Exchange Commission

April 30, 2007 and 2006

This computation is not applicable to Lockton Financial Advisors, LLC as the Company qualifies for
exemption under Rule 15¢3-3 (k)(2)(i).

See accompanying independent auditors’ report.
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Schedule I
LOCKTON FINANCIAL ADVISORS, LL.C

Information Relating to Possession or Control Requirements
under Rule 15¢3-3 of the Securities and Exchange Commission

April 30, 2007 and 2006

Information relating to possession or control requirements is not applicable to Lockton Financial Advisors,
LLC as the Company qualifies for exemption under Rule 15¢3-3 (k)(2)(i).

See accompanying independent auditors’ report.
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KPMG LLP

Suite 1000

1000 Walnut Street

Kansas City, MO 64106-2162

Independent Auditors’ Report on Internal
Accounting Control Required by SEC Rule 17a-5

The Board of Directors
Lockton Financial Advisors, LLC:

In planning and performing our audit of the financial statements and supplemental information of Lockton
Financial Advisors, LLC (the Company) as of and for the year ended April 30, 2007, we considered its
internal control, including control activities for safeguarding 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.

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 tests of compliance with 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 and nct capital under Rule 172-3(a)(11) and the
reserve required by Rule 15¢3-3(e). 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.

3. 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 fulfilling this responsibility, estimates
and judgments by management are required to assess the expected benefits and related costs of controls
and of 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 preparation of financial statements in
conformity with accounting principles generally accepted in the United States of America. Rule 17a-5(g)
lists additional objectives of the practices and procedures listed in the preceding paragraph.
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Because of inherent limitations in internal control, or the practices and procedures referred to above, error
or frand may occur and not be detected. Also, projection of any evaluation of them to future periods is
subject to the nisk that they may become inadequate because of changes in conditions or that the
effectiveness of their design and operation may deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal control that
might be material weaknesses under standards established by thc American Institute of Certifted Public
Accountants. A matenial weakness is a condition in which the design or operation of one or more of the
internal control components does not reduce to a relatively low level the risk that misstatements caused by
error or fraud in amounts that would be material in relation to the financial statements being audited may
occur and not be detected within a timely period by employees in the normal course of performing their
assigned functions. However, we noted no matters involving internal control, including 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
were adequate at April 30, 2007 to mect the SEC’s objectives,

This report is intended solely for the information and use of the Board of Directors, management, the
Securities and Exchange Commission, 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.

KPMa LoP

Kansas City, Missour
June 27, 2007

END
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